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Introduction

Long-term employment projections can be produced using a variety of methods. The long-term
employment projections to 2016 that underpin the Mayor’s draft London Plan (GLA 2002a)
were prepared by Volterra Consulting using a methodology based on long-term trends in output
and productivity (GLA 2002b).

An alternative approach, which is commonly applied, is to use projections of the population and
employment rate (the percentage of the population in employment) in order to derive
employment projections. An example of this approach at the UK level is HM Treasury’s
projections for employment growth between the financial years 2008/09 and 2032/33
contained in lllustrative Long Term Fiscal Projections (HM Treasury 2003). This approach is used
in this working paper to derive long-term employment estimates for London through to 2041.

Population

The last official central government sub-national population projections were the 1996-based
projections produced by the Office for National Statistics (ONS). These projections are very
dated and predate the results of the 2001 Census, which has had very major implications for the
Government Actuary’s Department’s (GAD’s) population projections at the national level.
Updated ONS sub-national projections, consistent with the results of the 2001 Census, are not
due to be published until late 2004. However, the GLA’s Data Management and Analysis Group
(DMAG) has produced population projections for London up to 2016, taking account of the
2001 Census results (GLA 2003). DMAG has extended these projections to 2041 specifically

for previous work by GLA Economics and the results are reported in this working paper.

Table 1 shows the DMAG central or Scenario 7.9 projections for the population of working age
in London. All figures have been rounded to the nearest % of a percentage point in order to
avoid the perception of spurious accuracy.

Table 1 DMAG and GAD population projections

Time period DMAG annual average growth in GAD interim 2001 based
the population of working age  principal population projections

in London (%) for the UK (%)

2003-08 1 Va
2008-13 Y4 V2
2013-22 Y4 Va
2022-32 Va -Va
2032-41 V> 0

Source: GLA Economics calculations based on data from DMAG in the GLA and the GAD
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London’s population of working age is projected to grow at a faster rate than GAD projects for
the UK in its interim 2001-based principal population projections. This is consistent with recent
trends in population growth. Following a number of decades in which the total population of
London fell, it grew by 5.6 per cent between 1981 and 2001. Over the same period, the total
UK population grew by 4.4 per cent. The population of working age grew by 7.8 per cent in
London between 1991 and 2001, but by just 2.7 per cent in the UK as a whole. As a result, it is
not unreasonable to suppose that London’s population of working age will continue to grow
faster than the population of working age in the UK as a whole.

Employment rate projections

Often the assumption made in long-term employment projections is to hold the employment
rate constant. This is often justified on the grounds that the labour market is complex and it is
difficult to justify that the employment rate will either rise or fall in tenor 20 years. Alternatively,
holding the employment rate constant may well be appropriate where one is deliberately
attempting to make cautious projections. One example of this is the long-term fiscal projections
produced by HM Treasury, where an assumption of an increasing employment rate would
increase future tax revenues and consequently improve the fiscal outlook. In order to err on the
side of caution, HM Treasury assumes a constant employment rate going forward.

More practically, allowing the employment rate to keep rising into the future could mean
projecting that it will rise above 100 per cent, which is logically impossible,’ or reach levels
which seem implausibly high even while below 100 per cent. However, holding the employment
rate constant may not always be sensible if it appears that the employment rate has been
generally increasing over the past, as it may then be reasonable to expect this trend to continue
into the future. To illustrate these tensions it is useful to consider the case of employment rate
projections for the UK before turning to the case of London.

UK projections

Chart T shows that the UK employment rate has risen overall since 1959. On average, it rose by
about 0.04 percentage points per year between 1959 and 2002. It is also clear from the chart
that movements in the employment rate are affected significantly by the economic cycle. The
Treasury has previously identified 1986-1997 and 1997-2001 as representing a full economic
cycle and a cycle and a half respectively from on-trend point to on-trend point (HM Treasury
2002). Hence movements in the employment rate between these dates should not be affected
by short run cyclical fluctuations. In these two more recent periods, the UK employment rate has
risen on average by 0.27 percentage points and 0.47 percentage points per year respectively.
Given these past trends, it seems reasonable to assume some increase in the UK employment
rate into the future rather than holding it constant. In the Treasury’s estimation of trend output
growth through to the end of 2006, it postulates a trend increase in the employment rate of
0.2 percentage points per year (HM Treasury 2002). However, starting from 2001 (the last
Treasury identified on-trend point) using either of the trends from 1986-1997 or 1997-2001

' One approach that is used sometimes to deal with this possibility is to logistically transform the data. If A is a
bounded variable such that 0 < A < 1, then the logistic transformation B = In(A / (1-A)) is an unbounded variable,
ie -oo < B < 0. Instead of projecting A directly, projections for B are undertaken which are then transformed back
and which will automatically fall within the bounds of A.
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produces extremely high employment rates by 2041 — 85.5 per cent and 93.6 per cent
respectively. These seem implausibly high, so it may be more reasonable to project an increase
in the employment rate of 0.04 percentage points per year in line with the trend from 1959.
This gives an employment rate in 2041 of 76.4 per cent, which seems a more reasonable
estimate, if somewhat cautious.

Chart 1 Employment rate 1959-2002
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Source: Bell (2000), Labour Force Survey

This UK example illustrates the potential problem of ending up with projections of an
implausibly high employment rate if future increases in the employment rate are assumed.
However, it also indicates that by using judgement it is perfectly possible to derive projections
that do not seem unreasonable over the timeframe being considered.

London employment rate projections

Residence-based working age employment rate data for London from the Labour Force Survey
(LFS) is only available from 1984.? Given the fluctuations in the employment rate in Chart 2, it is
difficult to identify the longer-term trends in the London employment rate from those due to
the influence of the economic cycle.

Using the trends in the employment rate between the on-trend points identified by the Treasury
(1986, 1997 and 2001) then the picture that emerges is broadly one of a flat or possibly slowly
rising employment rate as the London working age employment rates at these three dates are
70.3 per cent, 70.2 per cent and 70.9 per cent respectively.

2 ONS has revised the data for the period 1997-2002 in light the 2001 Census results. The data for 1984-96 are
based on the previous ONS data, which has not yet been revised to take account of the Census results. This data
has been spliced onto the "census consistent” data. In practice, for years where there is an overlap of data, the
difference between the pre-census and post-census employment rates is small and never exceeds 0.1 percentage
points.

GLA Economics 3
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Chart 2 Working age employment rate in London
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The average annual change in the London employment rate between 1986 and 2001 is

0.04 percentage points. This is virtually identical to the 1959-2002 trend for the UK, noted
above. Hence, one could justify either the assumption of a flat employment rate or a small
increase in the employment rate of 0.04 percentage points per year to 2041. In fact, the
practical consequences of these two assumptions do not much matter once the results are
rounded to the nearest % of a percentage point. This is shown in Table 2, with the employment
projections using these two alternative employment rate assumptions combined with DMAG’s
projections for the population of working age. The precise assumption made only affects the
employment growth assumption for 2008-13. The employment projections, assuming no
increase in the employment rate, give an increase in residence-based employment in London of
14.7 per cent between 2001 and 2016. Assuming an increase of 0.04 percentage points per year
gives an increase of 15.6 per cent over the same period. The former is closer to the projected
14.2 per cent increase in workplace-based employment for this same period suggested by the
long-term projections which underpin the Mayor’s draft London Plan. This argues in favour of
the slightly more cautious constant employment rate assumption.

Table 2 Projected average annual increase in employment in London (per cent)

Time period With constant With 0.04% points annual

employment rate increase in the employment rate
2003-08 1 1
2008-13 %4 1
2013-22 Y4 %4
2022-32 Va Va
2032-41 V> V2
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Commuting and employment in London on a workplace basis

The approach set out so far in this paper has utilised residence-based population projections
together with residence-based employment rates. The combination of these produces an
estimate of the number of people residing in London who are in paid work.

However, many jobs located in London are filled by people who live outside London and

commute in. Similarly, some Londoners commute to jobs outside of London. From the

perspective of the London economy, GLA Economics is interested in the number of jobs located

in London, that is employment growth on a workplace basis. An assumption could be made that

future growth in employment in London on a workplace basis was equal to the projections made

for residential employment in London. For this assumption to be valid, the following are

required to be constant over time:?

. the proportion of employed Londoners who work inside/outside London

o the proportion of London’s jobs that are taken by non-Londoners, often known as the in-
commuting to London rate.

Commuting in and out of London was investigated in Working Paper 1: Labour market balances
and employment in the wider South East (GLA 2003b). Data from this working paper, together
with data on residential employment from the Labour Force Survey, have been used to check
whether the two proportions above have been constant over the recent past. The proportion of
Londoners who worked outside London rose from 5.7 per cent to 6.8 per cent between 1993
and 1997 and then fell very slightly to 6.6 per cent by 2001. Assuming this proportion is
constant going forward does not seem unreasonable. The rate for commuting in to London
fluctuated around 16 per cent in the period 1993 to 2001 but showed no clear-cut trends either
up or down (GLA 2003b).

Chart 3 Commuting between London and surrounding regions as a share of jobs
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Source: GLA 2003b

3 See Appendix 1 for a full explanation.

GLA Economics 5



Working Paper 4: Long-term Employment Projections for London
Alternative methodology and results

Once again, assuming this is constant going forward does not seem unreasonable. So overall, it
seems reasonable to assume that the growth in workplace-based employment in London will be
equal to the projections made above for employment in London on a residential basis.

Conclusion

This analysis of specific London trends indicates that employment in London is likely to grow at
a faster rate than in the UK as a whole. Table 3 summarises projected employment growth in
London (both on a residential and workplace basis) for various time periods between now and
2041.

Table 3 Projections of Employment Growth in London

Time period Annual average growth in London

(%)
2003-08 1
2008-13 %
2013-22 %
2022-32 Va
2032-41 V2

Table 4 shows projected levels of workplace-based employment in London at future dates using
the London specific trends set out in Table 3. Over the next 40 years, workplace employment in
London is projected to increase by around 1.15 million. It should be noted that both the
projected growth in workplace-based employment and the levels of workplace-based
employment in London at 2011 and 2016 presented here are very similar to the projections
prepared for the draft London Plan. As a result, they support these earlier projections.

Table 4 Levels of workplace based employment in London 2002-2041

Year Thousands

2002 4492
2011 4877
2016 5089
2021 5260
2031 5430
2041 5642

6 GLA Economics
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Appendix 1: Employment in London on a residential basis and a
workplace basis

Let J, = Jobs in location i filled by people from location k.

and G (x) = growth of the variable x

Then, with the subscripts (L) denoting London and (N) denoting locations outside London,
London’s employment on a residence basis is given by:

E.=J, +Jy (M

Similarly London’s employment on a workplace based (J,) basis is given by:

J =) +J,@

Now G(E)) = G(J,)) = GUJy) (3), if J,./E, is constant over time. This is equivalent to saying that
Jy./ E_is also constant over time.

Similarly G(J,) = G(J,)) = GJ,y), (4) if J,,/J, or equivalently J, / J, is constant over time. Note
J.n / J.is the proportion of jobs in London that are filled by non-Londoners commuting into
London.

Now if both equations (3) and (4) above hold it follows that since both G(E,) and G(J,) equal
G(J,) then obviously G(E)) and G(J,) are also equal to each other. That is that the growth in
employment in London on a workplace basis is equal to the growth in employment in London
on a residence basis.

GLA Economics 7
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