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Introduction

The medium term projections contained in this report are the first of a regular series that will appear at six-monthly
intervals. They are the output of a forecast prepared by Experian Business Strategies (EBS) for GLA Economics
which apply to London the Treasury’s medium-term projections for UK output and household consumption, and
the GLA’s long-term trend projections for employment and population. They will form the basis of medium-term
planning decisions by GLA functional bodies. In this document, the term “forecast” should be taken throughout to
refer to these medium-term planning projections.

The horizon is three years, to 2005, at a London level only. Principal projections are for employment, output (Gross
Value Added - GVA) and household demand. Additional derived indicators such as productivity are available or can
be calculated from the values supplied in this report.

The projections, together with recent historical data, are compared with the long-term projections underlying the
London Plan (GLA 20017a) to offer an initial assessment of the depth of the current cyclic downturn.

London and the UK are entering a period of substantial uncertainty with the imminent likelihood of a Middle East
War and with considerable turbulence on world markets; the possibility of further threat to stability has to be taken
into account. GLA Economics has therefore commissioned an impact study of the range of possible effects of a
Middle East War, which will shortly be published separately from this study.

Assumptions and methods — a summary

The basic determinants of the projections about which assumptions must be made are the medium-term growth
rate of UK non-manufacturing and manufacturing output (GVA), the medium-term growth rate of household
consumption, and the long-term growth rate of London’s population and the long-term growth rates of the
workforce.

The labour-supply assumptions are derived from the long-term population and workforce projections of the
London Plan, with population levels adjusted for the results of the 2001 census, and workforce levels adjusted for
the latest ONS revisions available at the time of forecast preparation.

The forecast then constrains EBS’s standard UK forecast by applying the UK growth assumptions of the Treasury
medium-term view which were issued with the pre-budget report for 2002, except for the year 2003 where GLA
Economics considered the Treasury’s own forecast growth rate of 2.8 per cent over-optimistic. For that year the
forecast applies the more prudent rate of 2.4 per cent given, in the Treasury’s December 2002 review of
independent forecasts, as the average of forecasts made in the previous three months.

The forecast therefore combines the Treasury’s medium-term output projections with the GLA’s long-term
population and employment projections, applies to it an analysis of the current circumstances of the UK, London
and world economy and so translates into a medium-term projection the planning assumptions of the two principal
agencies whose decisions impact London, based on the most current knowledge available of the state of the
economy.

Projection and forecast

It is necessary to distinguish carefully between the GLA’s trend projections, which underlie the London Plan, and
the forecast, that is, its medium-term planning projections.

The two bases of the London Plan are the authoritative projections of population provided by the GLA’s
demographic analysis, and of employment derived from Volterra Consulting’s analysis of long-term trends in
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productivity (GLA 2001b) which are in turn based on the Treasury’s planning assumptions for UK output growth
that were extant when the Plan was prepared.

Trend projections do not incorporate cyclic variations and constitute estimates of jobs and output at comparable
points in the cycle. Their actual course will vary around this trend but, since the starting point of the trend
projections is very close to the peak of the last cycle, will for most of the cycle lie below it, rising to meet it at the
comparable point of the next cycle.

Trend projections are essential for planning to provide capacity, such as office space, housing, and transport, to
accommodate the needs of the economy, throughout, and above all at the peak, of the cycle and not just at its low
points. For business planning — for example in deciding the timing of investments and the likely course of revenue
— estimates of actual numbers of jobs and actual output at any point in time are required. The medium-term
planning projections provide these.

The deviation of forecast from projection, combined with new data acquired since the London Plan was drawn up,
provides an indicator of the extent and depth of the downturn. In the upswing it will equally provide an indicator of
exceptional demand.

The forecast, as well as the new data, also provides a basis for assessing the likelihood that the projections
themselves are revealed to be too high or too low, insofar as it projects new short-term trends into the immediate
future and assists in making judgements about whether the perpetuation of these short-term trends would call the
projections into question.

As time progresses and more data becomes available, it becomes possible to identify whether underlying trends are
continuing or whether new trends are setting in. Thus whilst the forecast is calibrated to the GLA’s employment
projections for 2010, it provides early warnings of significant deviations from these projections because it takes into
account the most recent data, and incorporates the latest estimates of UK growth rates.
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Detailed assumptions for the UK

UK output

Table 1 reproduces forecasts from four sources for ready comparison: the GLA’s UK assumptions, the Treasury’s
pre-budget forecast (2002a), the ‘consensus” forecast from the Treasury’s (2002b and c) reviews of independent
forecasts, and EBS’s most recent forecast (2003) which is based on EBS’s own economic assumptions.

In constraining the EBS forecast to the Treasury’s projections, non-manufacturing and manufacturing industries are
distinguished, because of the relevance of this distinction to London and because finer distinctions are not
available from the Treasury sources used to derive the GLA’s UK assumptions. EBS itself makes further distinctions
among the non-manufacturing industries which are reproduced for information. GVA growth for five broad sectors
(manufacturing; distribution, hotels and catering; transport and communications; and other (mainly public)
services) are provided in Table 1

Table 1 UK assumptions adopted in the London forecast

Annual percent growth 2000 2001 2002 2003 2004 2005
GVA GLA 3.1 1.7 14 24 32 29
EBS 3.1 1.7 14 24 24 24
Consensus 3.1 1.7 13 24 27 24
Treasury 3.1 1.7 12 28 32 29
Manufacturing Output GLA 20 -23 -38 15 25 20
EBS 20 -23 -38 08 14 17
Consensus 20 -23 -39 16
Treasury 20 -23 -40 20 25 20
Non-Manufacturing Output GLA 33 27 27 26 33 31
EBS 33 27 27 28 27 26
Household Consumption GLA 52 38 36 25 31 32
EBS 52 38 36 22 24 27
Consensus 52 38 36 25
Treasury 52 38 35 24
Employment (workforce jobs) GLA 1.4 0.7 0.1 0.1 05 09
EBS 14 07 0.1 02 02 02
Consensus 1.4 07 0.1 0.1
Memo: Output of Distribution, GLA 2.2 23 41 19 3.2 3.2
Hotels and Catering EBS 22 23 41 20 21 23
Memo: Output of Transport GLA 89 43 04 36 50 46
and Communications EBS 89 43 04 39 42 40
Memo: Output of Financial GLA 54 57 30 21 45 47
and Business Services EBS 54 57 30 23 37 40
Memo: Output Other GLA 19 23 24 19 31 2.4
(Mainly Public) Services EBS 19 23 24 22 26 19
Notes

a) Figures in bold are those that were applied by the GLA as constraints in preparing the EBS forecast.

b) The Treasury and consensus do not provide GVA forecasts. The figures used here are inferred from the
GDP forecasts.

c) Figures for 2002 are estimates

d) Memo items are supplied for information but do not directly affect the forecast
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The GLA’s UK assumptions are drawn from two Treasury sources. From 2004 and 2005 we adopt the pre-budget
forecast assumption. For 2003 the Treasury envisages growth of 2.8 per cent which we felt did not correspond to
observed 2002 trends. We therefore adopted the lower consensus growth rate of 2.4 per cent.

Beyond what is shown in the table, to calibrate the forecast to the expected 2010 outcome of trend growth beyond
the Treasury forecast horizon of 2005, GLA Economics employed the Treasury’s average of long-term economic
forecasts from 2005-2009 and beyond that, EBS’s forecast UK growth rates.

GLA Economics produces a regular review of independent forecasts for London (2002), which may be used as an
additional basis for comparison.

Population

Table 2 and Chart 1 reproduce the GLA’s demographic projections (GLA 2003) which have been revised in the light
of the preliminary 2001 census results. The growth rates in these projections, which are the basis of the London
Plan, remain substantially unaffected by Census 2001 absolute downward revision of estimates of London’s
population. The total growth between 2001 and 2016 was originally estimated at 738,300 and has now been
revised to 711,100, a downward revision of 27,200

Table 2 GLA Demographic projections, revised for 2001 census

London Plan Revised
1991 6,825,598 6,889,951
1996 6,921,520 7,071,251
2001 7,188,006 7,410,754
2006 7,441,538 7,674,473
2011 7,679,348 7,922,656
2016 7,899,063 8,149,147

Chart 1 Forecast population; original London plan and revisions since Census 2001
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Results

Table 3 carries forecast employment growth rates of employee jobs for London, commuting, output (GVA) total
and for five broad sectors, and for household spending.

Table 3 Forecast growth rates (Constant 1995 prices £ billions)

2000 2007 2002 2003 2004 2005
GVA GLA 45 26 1.0 24 41 40
EBS 45 26 10 24 28 28
Financial and Business Services Output GLA 6.7 58 1.1 12 47 53
EBS 67 58 11 13 34 40
Distribution, Hotels and Catering Output |GLA 5.1 -01 30 1.7 36 33
EBS 5.1 -0.1 30 16 18 1.8
Transport and Communications Output GLA 68 44 -03 41 58 52
EBS 68 44 -03 41 47 43
Other (Mainly Public) Services Output GLA 30 14 21 19 39 30
EBS 30 14 21 24 33 24

Manufacturing Output GLA 2.1 -09 33 15 37 27
EBS 2.1 -09 -33 -01 02 0.2
Household Spending GLA 59 41 33 22 30 34
EBS 59 41 32 21 23 29
Civilian Workforce Jobs (millions) GLA 43 15 -03 02 14 1.8

EBS 43 15 -03 01 05 0.6
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Table 4 gives absolute levels for these variables.

Table 4 Forecast absolute figures (Constant 1995 prices £ billions except for jobs)

2000 2001 2002 2003 2004 2005
GVA GLA 130.7 1341 1355 138.8 144.6 150.3
EBS 130.7 134.1 1355 138.8 142.6 146.7
Financial and Business Services Output GLA 536 56.7 573 581 608 640
EBS 536 56.7 573 581 601 625
Distribution, Hotels and Catering Output [GLA 186 186 192 195 202 208
EBS 186 186 192 195 19.8 20.1
Transport and Communications Output GLA 187 195 194 202 214 225
EBS 187 195 194 202 212 221
Other (Mainly Public) Services Output GLA 282 286 292 298 309 31.8
EBS 282 286 292 299 309 316

Manufacturing Output GLA  11.0 109 106 107 111 114
EBS 110 109 106 106 10.6 10.6
Household Spending GLA 791 823 851 870 896 926
EBS 791 823 849 86.7 888 914
Civilian Workforce Jobs (million) GLA 45 4.6 4.6 46 47 47

Charts 2 and 3 illustrate growth in the main variables (output and employment).

Chart 2 Forecast job growth
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Chart 3 Forecast GVA growth
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Chart 4 compares forecast overall employment with historic data and with the trend projection.

Chart 4 Historic and forecast workforce jobs
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Note: employment projections were originally calculated, for the London plan, on the basis of estimates
for 2000 employment. Since that time, data for 2000 has been published and is therefore part of the
historical record. The trend line above has been re-based to the revised 2000 employment figure.
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In line with the consensus view for the UK economy, the forecast suggests that the present downturn will bottom
out in 2003. GVA growth was 1 percent below trend in 2002, will be slightly below trend in 2003 and will rise 1.6%
above the trend in 2004. Employment growth will be 0.8 percent below trend in 2003 and will rise above trend by
2004.

As a standard of comparison, Chart 5 shows the annual growth rates throughout the last two business
cycles, compared with the historical trend growth rate from peak to peak 1979-2001 and 1989-2001.
Both showed four years of negative growth, the troughs being —=2.7 per cent in 1981 and -5.4 per cent in
1991.

Chart 5 Job growth rates and trends in the two previous cycles
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Observed employment would have to depart significantly farther from trend than these previous worst cases to
support the conclusion that London is departing from the GLA’s projections when cyclic variation is taken into
account.
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Chart 6 GVA growth rates and trends in the two previous cycles

8.00%

6.00% -

4.00% -

2.00% -

0.00%

-2.00% -

Annual percentage growth in £1995 GVA

-4.00% -

Actual annual growth rate
I Projected growth

= GLA long-term projections trend

-6.00%

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995

GLA Economics

O N 0 A O — N m
A A A O O O O O O
A O OO OO O O O O O
— o — — N N N NN

2005

January 2003



Explanation of terms and some sources

Employment: In this report unless otherwise stated ‘employment” means Civilian Workforce Jobs as defined
below.

There are two ways of looking at employment: the number of people with jobs, or the number of jobs. The two
concepts represent different things as a person can have more than one job.

There are also two ways of looking at the location of a given job: workplace employment estimates the number of
people working at a given location, and who therefore travel to that location; residential employment estimates the
number of people who have a job and live in a given location.

The number of people with jobs is measured by the Labour Force Survey (LFS) and includes people aged 16 or over
who did paid work (as an employee or self-employed), those who had a job that they were temporarily away from,
those on government-supported training and employment programmes, and those doing unpaid family work.
Although the Labour Force Survey does provide information about workplace employment, it is chiefly used as a
source of information on residential employment. The exception is self-employment for which it is assumed that
the place of work and place of residence are the same.

The number of workplace jobs, usually termed employee jobs, is measured by the Annual Business Enquiry and the
Short-term Employment Survey.

Workforce jobs represent the sum of: employee jobs, self-employment jobs from the LFS, those in HM Forces, and
government-supported trainees. Vacant jobs are not included. Civilian workforce jobs, the most usual measure of
workforce jobs, exclude those in the HM forces (who number around 14,000 in London).

As part of the forecast EBS also supply the GLA with estimates of ‘ILO Employment” being the denominator in the
ILO unemployment figures. This is the same as LFS residential employment. They also supply Full-Time Equivalent
(FTE) employment, defined as the sum of full-time jobs, 40 per cent of part-time jobs, and self-employment.
Finally, employment forecasts are available broken down by gender, part-time/full-time, and age-group.

Output: regional output is reported, in line with the European standard termed ESA95, as Gross Value Added
(GVA). This is identical to what is sometimes termed Gross Domestic Product (GDP) at basic prices, and has
replaced the term GDP at factor cost in the European Accounts system. It is the total net product, measured at
market prices, less taxes on output levied at the point of production and plus subsidies levied at the point of
production.

For forecast purposes the most important variable is real output, corrected for inflation, and this is estimated
throughout this report at constant 1995 prices.

All growth rates refer to real GVA growth rates.

Estimates of nominal regional GVA are available for a limited number of years (up to 1999) from the Office of
National Statistics. No official estimates of real regional GVA are available because of the difficulties in producing
authoritative regional price indices. Most regional forecasters therefore supply their own estimates of London’s
GDP. The London GVA figures used to estimate the forecast, and the forecasts themselves, use estimates supplied
by EBS which coincide with that of the ONS for the year 1995. In this year the nominal and real figures are the
same apart from a minor adjustment to reflect ONS’s revisions to estimated UK GVA in 1995.
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GVA estimates are less reliable than employment estimates because there is no independent source of information
from which to judge the size of total sales by London-based agents. ONS estimates are calculated by the factor
incomes method, beginning from wages paid to people with workforce jobs located in London. Profits are imputed
on the basis of these earnings estimates from knowledge of national sectors of employment. Most regional
forecasters adopt a variant of this technique.
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Other formats and languages

For a large print, Braille, disc, sign language video or audio-tape version
of this document, please contact us at the address below:

Public Liaison Unit
Greater London Authority
City Hall

The Queen’s Walk
London SE1 2AA

Telephone 020 7983 4100
Minicom 020 7983 4458
www.london.gov.uk

You will need to supply your name, your postal address and state the
format and title of the publication you require.

If you would like a copy of this document in your language, please
phone the number or contact us at the address above.
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