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The East Midlands in 2010: Executive Summary

Introduction

The East Midlands in 2010 is the updated evidence base that supports the Regional
Economic Strategy (RES), ‘A Flourishing Region’. It presents a statistical portrait of
the East Midlands that identifies key challenges and issues that the RES must
address in order to create and sustain a ‘flourishing region’. The East Midlands in
2010 reflects the latest data and research available to East Midlands Development
Agency (emda).

The recent recession presents a particular challenge for a publication of this sort.
Lags in the production of official statistics inevitably mean that many key data series
do not yet reflect the full impact of the recession. For this reason, official data series
are supplemented by more qualitative sources of economic intelligence where
appropriate.

In developing this updated evidence base, emda has tried to be as comprehensive as
possible in describing the condition of the East Midlands, while maintaining a strong
focus on material of direct relevance to the RES and the policy levers available to
regional partners. In all cases we have tried to use the most robust official data
available to us, supplemented where appropriate by credible research and evaluation
evidence from elsewhere. Wherever data availability has allowed, we have presented
the performance of the East Midlands in a national and international context. It is our
firm belief that a comparative perspective is essential if we are to truly understand the
condition of the East Midlands and the magnitude of the challenges to be faced as we
strive towards the ambitious vision articulated in the RES.

In analysing a region as sizeable and diverse as the East Midlands, a difficult balance
must always be struck between presenting a coherent regional picture and satisfying
legitimate demands for local detail. For the first time this year, we include sub-
regional profiles produced in collaboration with county and unitary authorities within
the region. These give The East Midlands in 2010 a more spatial character. We have
also introduced new content that seeks to describe the ‘spatial economy’ of the region.

In light of the complex and interrelated economic, social and environmental challenges
that the region will face, the evidence base is necessarily broad in its scope — with
many elements providing essential context for the analysis of these challenges.
Throughout, the focus is on factors that either influence or are influenced by the
economic sphere, but our working definition of this sphere is broad and encompasses
many factors relating to wellbeing, quality of life and the environment.

Demography

The East Midlands has a relatively small population (4.4 million, or 8.6% of the total
English population), but has experienced significant population growth, both in recent
years and over the longer term. In fact, since 1981 the East Midlands population has
increased each year, irrespective of economic conditions. Between 1998 and 2008
the population of the East Midlands increased by approximately 300,400 residents.



This represents a 7.3% increase, compared to a 5.4% increase in England. The East
Midlands is the only one of the northern or midlands regions to have experienced
population growth in excess of the national average.

The region remains one of the most sparsely populated regions in England, and much
of the recent population growth has been in more rural areas. For example, the
population of Lincolnshire grew by 11.5% while that of Northamptonshire grew by
11.3%. The most densely populated areas of the region have only experienced
modest rates of growth (Derby City grew by 3.6% whilst Leicester City grew by only
1.6%).

In the future, the East Midlands is projected to experience the fastest population
growth of any English region. Between 2006 and 2016 the population of the East
Midlands is projected to increase by 10.5%, to 4.8 million. This compares to average
projected growth for England of 7.8%. This growth is expected to be concentrated in
the south and east of the region and in the more rural areas. Northamptonshire and
Lincolnshire are both projected to grow by more than 12%. Significant growth in rural
areas to the south and east, and slower growth in the cities and the more urbanised
north of the region suggests that the region’s population could become increasingly
dispersed.

Although areas in Northamptonshire are projected to experience significant growth in
their working age population, much of the growth in Lincolnshire and other more rural
areas will be driven by the pensionable age group. The age profile of the East
Midlands is already slightly older than in England, but because the East Midlands is
projected to experience the fastest growth of all English regions in the pensionable
age group (15.6% compared to 10.1% in England overall between 2006 and 2016),
this difference will become more significant over time. However, the region is also
projected to experience the fastest population growth of all English regions in the
working age group (10.1% compared to 7.7% in England).

Between 2006 and 2016 the aged dependency ratio will increase significantly, from
30.8 to 32.3 in the East Midlands. This compares to an increase from 29.9 to 30.6 in
England. At the same time, changes in child and total dependency ratios will be very
slight in the region. However, it is important not to overstate the ageing population as
a region-wide phenomenon. Strong growth in the working age population means that
aged dependency ratios will fall in the three cities and in the south of the region.
Population ageing is therefore a challenge that is likely to affect coastal Lincolnshire
and parts of Derbyshire much more than the rest of the region.

In other parts of the region, the consequence of recent and forecast population
changes is increased ethnic diversity. Overall, numbers of people who would
categorise themselves as belonging to Black and Minority Ethnic (BME) groups have
grown faster than people who would categorise themselves as ‘White’. In 2001, the
number of East Midlands residents in BME groups was 276,100. In 2007, this was
estimated to have increased to 398,700, a growth rate of 44.4% over the five year
period (compared to an average growth of 5% for the population as a whole). Growth
in the ethnic minority population has accounted for the largest share of overall
population growth in some parts of the region, such as Leicester. Ethnic minority
groups tend to have a much younger age profile than average.



Migration has contributed to a more diverse and younger population in the East
Midlands, and international migration has acted to slow population ageing in areas
such as Lincolnshire. In most cases, internal migration from elsewhere the UK
significantly exceeded the volume of international migration. However in a small
number of districts with large resident student populations, such as Nottingham,
Leicester, Derby and Broxtowe, the reverse is true, with international migration
accounting for the largest share of net-migration. According to the most recent data,
growth in international migration appears to be levelling off. In their projections, the
ONS suggest that international in-migration will equal out-migration by 2012. There
will be an increasing contribution of natural change to overall population growth. As
the region’s birth rate has increased, and the number of deaths has fallen year-on-
year, natural change has accounted for an increasing share of population growth
compared to migration, and is forecast to continue to do so. However, the two
components cannot be separated, as migrants, being younger and thus more likely to
start families, are a key driver of the increasing positive contribution of natural change.

These trends will have implications for economic activity, service provision, the kinds
of dwellings required, and the kind of infrastructure required to support this growing
population in the region.

Housing

Over the long-term, trends in the number of households in the region have closely
followed demographic trends, growing year-on-year, and have shown little sign of
being affected by changes in the economic cycle. In terms of projections for
household trends, as in the case of population, the East Midlands is projected to
experience the fastest rate of growth in the number of households of the nine English
regions between 2006 and 2016, at a rate of 15.6% compared to 12% nationally. This
is equivalent to 289,000 households and increases the number of households in the
region to 2,138,000 households by 2016, or 8.9% of the total for England. The fastest
rates of growth in the number of households will be in the south of the region, in
central Lincolnshire, and in other more rural districts, such as South Derbyshire. The
number of households is projected to increase by over 20% in the West
Northamptonshire Housing Market Area (HMA), and by 19% in the Central
Lincolnshire and North Northamptonshire HMAs. This is likely to result in a significant
increase in the demand for housing — especially as a larger majority of stock in the
East Midlands is owner-occupied compared to the national average.

Migration is an important factor in driving the increase in the number of households,
but the changing balance of household composition will also become increasingly
important. Linked with an ageing population in some areas, there will be an increasing
number of one-person households. By 2031, one person households are expected to
account for 36.6% of all households, whilst married couple households will continue to
fall, also to 36.6%. The number of one person households is expected to equal the
number of married couple households by 2031, and this will have significant
implications for the type and size of housing required in the region. Moreover, recent
data suggests that, although the East Midlands is experiencing relatively rapid rates of
growth in the number of households, it is currently achieving below average rates of
increase in the number of new dwellings built each year.



Although trends in the number of households do not appear to have been affected by
past recessions, the number of dwellings has been far more sensitive to the economic
cycle. Between 1998 and 2008, the rate of growth in East Midlands dwelling stock
was the second fastest of the nine English regions, but in the final year of this period,
dwelling stock increased by only 0.7%, the smallest annual increase for the period
1991-2009. This suggests that the recession has had an impact on additions to the
region’s dwelling stock, due to the collapse in the housing market and associated fall
in construction activity.

House prices have been consistently lower in the East Midlands than nationally, but
recent data suggests that they have fallen more rapidly than elsewhere during the
recession, and are now recovering more slowly. Regional house prices increased
year-on-year until 2007, before falling in 2008. This decrease was faster in the East
Midlands than in England overall, at -3.3% compared to -1%. Quarterly data from the
Nationwide Building Society show that prices in the fourth quarter of 2009 were 2.5%
higher than the first quarter in the East Midlands, but this increase is below the UK
average rate of increase, of 3.4%.

In the East Midlands, affordability ratios have almost doubled over the 10 years for
which data is available. In 1997, the average house price in the lower quartile of the
house price range was 3.3 times average lower quartile earnings. By 2001 this had
increased to 3.7, and then the year-on-year changes increase markedly, with the
region’s affordability ratio reaching 7 by 2007, before decreasing to 6.6 in 2008 as
house prices began to fall. However, although the house price data may suggest that
affordability issues may have eased, increasing difficulties in accessing finance in the
last two years means that housing has remained out of reach for many. Affordability
remains a significant challenge for those parts of the region that are forecast to
experience the most rapid growth in demand — principally in the south of the region.

However, high house prices are not always the principal cause of poor affordability. In
East Lindsey, poor affordability is due to low wages, linked to a poor supply of quality
jobs. In this case, improvements in the labour market are required to address
affordability pressures — illustrating the importance of addressing housing market
issues through economic development as well as housing supply.

Housing stock in the East Midlands is less likely to be overcrowded than elsewhere in
England, and residents are more likely to be satisfied by their accommodation.
However, achieving ‘decent’ homes remains a challenge. ‘Non-decent homes’ are a
particular problem in the private rented sector in the East Midlands as 58% of
households in private rented accommodation are living in ‘non-decent’ dwellings,
compared to 47% nationally. In addition, residents in older houses (of which the
region has a higher than average number) are considerably more likely to be in ‘non-
decent’ dwellings than in England, at 45% compared to 39%. Older dwellings are
more likely to be ‘non-decent’ in the East Midlands, with 65% of dwellings built before
1919 classed as ‘non-decent’ in the region compared to 58% nationally. Households
already in a vulnerable situation, such as lone parent families and unemployed
households, are also more likely to live in ‘non-decent homes’. Improvements in the
condition as well as the size of the region’s housing stock are key priorities for tackling
social exclusion.



The Government have put significant emphasis on the need to improve the design
quality of new housing, in order to support low carbon, community cohesion and
regeneration objectives. The Centre for Architecture and the Built Environment
(CABE) found that 55% of new developments in the East Midlands demonstrated
‘poor’ design standards, compared to 29% nationally. No new development was
assessed as ‘good’, whilst only 3% were assessed as ‘very good’. This was the worst
assessment of the nine English regions, and represents a significant challenge for
policy in the future.

Economy and productivity

The global economy entered recession in 2008, following the contraction in activity in
the money markets that began in August 2007. The UK has experienced the worst
recession for more than 30 years, but recovery is underway with growth of 0.4%
reported in the final quarter of 2009. Overall, the UK economy contracted by -4.8% in
2009. The recovery has continued into 2010 and the UK economy grew by an
estimated 0.3% in the first quarter.

These developments in the global economy have had, and will continue to have, an
impact on the English regions. The impacts of the recession have not been uniform
across the English regions. Data from the Purchasing Managers’ Index (PMI)
suggests that the East of England was the first region where output began to contract
and the first region to reach its low point in October 2008. This data suggest that
other regions reached the low point of the cycle in the first quarter of 2009. Since then
the PMI suggests that all of the English regions were growing again at the start of
2010.

Raising productivity is a key objective of policy makers in developed economies.
Productivity in the UK has improved in recent years and the gap closed on key
competitors. Productivity in the UK, as measured by Gross Domestic Product (GDP)
per hour worked, has surpassed that in Japan but remains behind Germany, the USA
and France.

Productivity in the East Midlands is below the UK average and close to the EU
average. Whether measured by output per filled job or output per hour worked,
productivity in the region is around 7.5 percentage points below the national average.

In addition to comparisons of output, attempts have been made to quantify regional
wellbeing. It has been noted that whilst most developed nations have experienced
increases in GDP there has been little discernable increase in overall reported levels
of wellbeing. This can be partly attributed to the role of expectations, whereby if
people expect a certain level of growth then they are only able to maintain their level
of wellbeing if the pace of growth is maintained. The Regional Index of Sustainable
Economic Wellbeing (RISEW) is a tool developed to measure economic wellbeing in
the UK. The most recent data shows that in 2007 RISEW per capita in the East
Midlands was £11,700. This is above the average of £11,300 for England.

Levels of investment remain relatively high in the East Midlands. In 2006, the level of
investment by UK owned companies was 0.3 percentage points higher than in 2002



but 0.3 percentage points below the UK average. There has been less volatility in the
level of investment by foreign owned companies than by UK owned companies. In
2006, the level of investment by foreign owned companies was 2.2% of gross value
added (GVA), which is the highest level of investment recorded. The East Midlands is
currently ranked second on this demonstrating that the region is able to offer a
favourable business environment. In line with national trends the region has
experienced an increase in investment in the service sector and a fall in investment in
the manufacturing sector. The global nature of the recent recession is affecting levels
of investment and this is expected to be reflected in future data releases.

In terms of innovation, the East Midlands performs relatively well. Universities in the
East Midlands have a tradition of scientific excellence and research breakthroughs.
Research strengths in the region include biological sciences at Leicester and the built
environment at Loughborough. In the private sector, Business Enterprise Research
and Development (BERD) has been consistently higher in the East Midlands than the
UK average between 1997 and 2007, but this is concentrated in a few large
multinational firms. In 2007, BERD in the East Midlands was equal to 1.4% of GVA
and it is 0.1 percentage points greater than the national average. It is unclear how the
recession will impact on R&D expenditure. For some it will be viewed as an item of
expenditure that can be cut back, while for others it is an essential means of
competing in their markets.

Co-operation agreements are a key part of the innovation process allowing information
on innovative activities to be shared, developed and used more widely. The East
Midlands, at 12.2%, has the highest level of co-operation agreements of any region.
Although the region has high levels of innovative activity and co-operation agreements
between economic agents it still struggles to turn this activity into commercial gain as
measured by turnover. In the East Midlands the proportion of turnover generated in
firms who introduced products or processes that were new to market, new to the firm
or significantly improved was 34%. This is 7 percentage points below the leading
region of the South East.

Innovation and enterprise are both facilitated by entrepreneurs who are able to create
new products and processes, helping drive economic growth. Entrepreneurship, as
measured by Total Entrepreneurial Activity (TEA), in the East Midlands was 5.3% in
2008, 0.2 percentage points below the UK average, though this is not a statistically
significant difference. In the East Midlands there were 47 business births per 10,000
population in 2008, below the UK average of 54. However, the three year survival rate
of businesses in the East Midlands is 65.4%, 0.7 percentage points higher than the
UK average.

Survey evidence suggests that the recent recession has had a large and negative
impact on the ability of firms and individuals in the UK to access finance. Banks’
ability and willingness to lend has been reduced significantly and the cost of many
types of finance has increased. This will have an impact on the rate of business
births.

The East Midlands is home to around 148,000 businesses, 6.9% of all businesses in
the UK. The manufacturing sector accounts for a relatively large proportion of the
East Midlands economy, at 20.5% of regional GVA compared to the UK average of



13.7%. Manufacturing sub-sectors such as Transport Equipment and Food & Drink
are significantly more productive in the region than nationally. This regional
specialism in production activities has been in decline over the past two decades and
the service sector has generally grown more quickly. This is in line with national
trends. In the past two decades the service sector has been both the largest and
fastest growing sector in the UK and East Midlands. In the East Midlands 69% of
regional GVA can be accounted for by the service sector, compared to 76% in the UK.

Whilst the East Midlands has experienced relatively strong economic growth over the
last decade, the recent recession has had a large negative effect on many industries
that are more significant to the East Midlands economy than nationally e.g.
construction and manufacturing. Some commentators believe that manufacturing, and
high tech manufacturing in particular (in which the East Midlands performs well) will
experience a relatively strong recovery, and there are some signs of this. In the first
quarter of 2010 it is estimated that the manufacturing sector grew much more quickly
than the service sector. The economic landscape will become clearer as published
official statistics begin to capture the effects of the recession.

Labour market

The East Midlands is the only region out of the five northern and midlands regions to
exceed the national average employment rate and to have a lower unemployment
rate. This is despite the impacts of the recession, which has meant that
unemployment has increased and employment decreased in every English region.
In January-March 2010 the employment rate in the region was 73.3%, compared to
72.0% for the UK. However, there are pockets of severe employment deprivation in
the three cities, coalfield and coastal areas of the region. The East Midlands
unemployment rate is below the national average, at 7.4% compared to 8.3% in the
UK for January-March 2010. The claimant count rate in the East Midlands is also
slightly lower than the UK figure, at 4.0% compared to 4.1% in April 2010.

The East Midlands is ranked sixth out of the nine English regions in terms of the
proportion of the adult population qualified to Level 4 and above, at 27.0% compared
to the English average of 30.5% in 2008. The proportion of the working age
population without a Level 2 qualification is the second highest out of the nine English
regions, at 33.0% compared to 30.6% in England. However, the scale of the
up-skilling of the East Midlands workforce in recent years has been significant. The
proportion of the East Midlands workforce qualified to Level 4 and above increased by
6.4 percentage points between 2001 and 2008. The national figure increased by 5.5
percentage points over the same period. However, the demand for these higher level
skills appears to be lagging behind the increased supply. It is still the case that almost
two-fifths of employees in the region think that their highest qualification was above
that required for the job they do and this proportion has increased over time in line
with the trend for England.

The higher the qualification level, the more employable an individual becomes.
However, in the context of a higher regional employment rate compared to the UK,
higher qualifications appear to have less impact on employability in the region than
nationally. The employment rate of those with a Level 4 and above qualification was
11 percentage points higher in the East Midlands than the average of all qualification



levels. In the UK, the difference was 12.2 percentage points. In addition, it appears
that those without any formal qualifications are more likely to be employed in the East
Midlands than in the UK. The employment rate of those without any formal
qualifications was 51.7% in the East Midlands and 47.4% in the UK.

Employer demand for low level qualifications suggests that in the East Midlands — and
this may be more the case in some sub-regions than others —a number of businesses
tend to compete on the basis of price and even though the qualification level of the
workforce has increased, employers’ demand for skills lags behind. This is especially
challenging in those peripheral areas where the concentration of low-skilled labour
may have a stronger negative effect on productivity, such as the coastal areas of
Lincolnshire.

The occupational composition of the region shows that the proportion of employees in
upper tier occupations (managers, professionals and associate professionals) is
39.1% in the East Midlands, 3.9 percentage points below the UK figure of 43.0% in
2008. At the same time, the proportion of employment in lower tier occupations
associated with lower skill requirements (elementary occupations and process, plant
and machine operatives) is 21.8% in the East Midlands, 3.3 percentage points above
the UK figure (18.5%). Although upper tier occupations are expected to grow more
significantly in the region than in the UK, these are projected to account for a lower
share of regional employment compared to the national average in the next decade.

The earnings profile for the region appears more evenly distributed than in the UK,
which is principally due to the more depressed earnings of those in the top deciles of
the earnings distribution. The reasons for this are interrelated, covering a range of
factors that include the different sectoral and industrial composition of the regional
economy. Although the average earnings of higher skilled occupations is lower in the
region than in the UK, the median weekly pay for elementary occupations is slightly
higher in the East Midlands.

Residents in rural districts of the East Midlands tend to perform better on measures of
employment and workforce qualifications. The employment rate of the most rural
districts was 79.3% in 2008, 3.4 percentage points above the regional average. The
Rural 50 districts have a significantly higher proportion of the workforce qualified to
Level 4 and above at 31.2%, compared to the regional average of 27.0%. Earnings of
residents living in rural districts are also higher compared to their urban counterparts.
This suggests that many better paid, higher skilled individuals choose to live in rural
districts and commute to work elsewhere. In contrast, many local labour markets in
rural districts provide comparatively low paid, low skilled employment such as the
Lincolnshire coast and the coalfield areas.

There is a danger that the recent economic downturn may put some businesses under
pressure to retain low cost, low value-low skill business models. This would further
constrain opportunities to move towards high skill and high value added business
strategies which ultimately may mean the region does not fully benefit from economic
recovery later. Therefore, it is important that employment and skills strategies are
joined up with innovation and enterprise policies to achieve sustainable economic
growth.



Deprivation and economic inclusion

Area-based analysis shows that the most deprived areas of the East Midlands (as
measured by the Index of Multiple Deprivation) are concentrated around the three
cities of Leicester, Derby, and Nottingham, the former coalfield districts of Mansfield,
Ashfield, Bassetlaw, Chesterfield and Bolsover, and the Lincolnshire coast.

The economic challenge facing the former coalfield areas is well established.
Communities in the coalfield areas tend to have higher numbers of people on
incapacity benefit and in other forms of inactivity. In addition, due to the recession,
some groups where intergenerational unemployment is already an issue may face
further difficulties in getting into work or maintaining their labour market position.

Deprivation in the Lincolnshire coastal areas is partly related to access to services and
employment. The problems of deprived localities in inner-city areas (Nottingham,
Leicester) and former coalfield areas (Mansfield, Bolsover, Chesterfield) are different.
The labour market challenges posed by a highly stable, largely homogeneous
population experiencing intergenerational unemployment in a former coalfield area are
quite different from those of an ethnically diverse, younger and more transient
population living in an inner-city area.

The extent of labour market participation varies significantly by gender, age, ethnicity
and disability. Labour market participation of young people, women, ethnic minorities
and disabled people are below average. The employment rate for women in the East
Midlands is considerably lower than that for men, at 72.3% compared to 79.2% in
2008. The employment rate for those with a disability is 38.6%, which is less than half
the rate reported for those without a disability (80.8%). The working age employment
rate for ethnic minorities in the East Midlands is 63.4%, significantly below the rate for
those who are white (77.2%).

Educational attainment is one of the routes which leads to sustainable employment.
However, participation in education and educational achievement varies significantly
not only by the ethnic background of pupils but also by local area. In the East
Midlands educational attainment of pupils from Mixed and Black ethnic minority
groups is generally lower than average. In addition, comparing the East Midlands to
England as a whole, educational attainment is weaker in every ethnic group (White,
Mixed, Black and Chinese) apart from pupils with an Asian background, who perform
relatively better in the region than in England. Participation and achievement is
generally lower in the cities.

Although moving into work has been identified as the main factor associated with
movement out of income poverty, concerns about “in-work” poverty have been raised
because of the low-skill, low-pay nature of much employment. This highlights the
challenges of the quality of jobs, depressed earnings, the generally skewed
employment toward the lower end of the occupation scale, and its long lasting social
impact on the life chances of the regional population. It may be the case that some
sub-regions are more affected than others, such as Lincolnshire where the
concentration of low-skilled, low-paid labour may have a stronger negative effect on
the wellbeing of its residents.



The spatial pattern of child poverty shows that the proportion of children living in
households receiving out-of-work benefits is highest in Nottingham, Leicester and
some wards in Derby. The labour market participation of parents is crucial in avoiding
intergenerational poverty, but many parents work in low paid employment. In 2006,
51% of poor children lived in working households (i.e. lone parent who worked,
couples where one or both worked) in the East Midlands compared to 53% in
England. The corresponding figures for the East Midlands and England in 2003 were
30% and 40%. The recession is likely to have an impact on these figures. The
Government has set a target to end child poverty by 2020, which is a challenging
target for both the East Midlands and UK as a whole.

Health status has a reciprocal relationship with employability as healthy individuals are
more likely to seek, obtain and remain in employment. In addition, work can also have
a valuable social role and beneficial consequences for health. Health deprivation and
health inequalities are the result of complex interactions between a wide range of
social, environmental and biological factors. Parts of Nottingham, Mansfield and
Bolsover are the most health deprived areas in the region, where wider determinants
of health such as poverty, poor educational outcomes, unemployment, poor housing,
and the problems of disadvantaged neighbourhoods are also concentrated.

The difficulties of reconciling family and work pose another barrier to employability.
Access to childcare services and flexible working arrangements are the main
instruments by which these barriers can be reduced. Barriers to childcare may hinder
labour market participation, especially for lone parents. In the East Midlands, 10% of
non-working parents reported that they could not find free or affordable childcare
which would make working worthwhile. In the East Midlands, 6% of non-working
parents reported that they could not find childcare for the hours or days when they
would need to go out to work. Barriers to transportation and key services can be an
issue for those living in remote rural areas and the Lincolnshire coast.

Crime has a damaging effect on the quality of life of people living in a community.
Recorded crime related to offences against property and possession is higher in the
East Midlands than the English average, at 63 recorded offences per 1,000 population
in the East Midlands compared to the English average of 60 in 2008-2009. These
crimes are concentrated in Nottinghamshire and in Northamptonshire while violence
against the person was the highest in Leicestershire. In spite of this, the East
Midlands is a place where people generally like to live.

Active and cohesive communities are more likely to reach consensus on their local
problems and the sense of belonging to the neighbourhood is greater. In 2007 the
proportion of residents participating in formal voluntary help, informal help and civic
activities in the East Midlands was 43%, 64% and 38%, similar to the English
averages. In addition, the proportion of East Midlands residents who had a strong
sense of belonging to their community increased from 65% to 78% between 2003 and
2007.
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Transport and infrastructure

The East Midlands has developed and maintained its transport infrastructure over the
last decade, which has helped to support growth in the resident population and
business stock. The East Midlands remains well connected to surrounding regions
facilitating personal travel as well as trade. Key infrastructure, such as East Midlands
Airport (EMA) and strategic road and rail links, mean the East Midlands remains at the
centre of the UK'’s transport network and linked to the wider global economy.

The East Midlands experiences net out commuting with around 198,000 people
commuting out of the region to work, greater than the estimated 108,000 people who
commute into the region. The region continues to experience a relatively low use of
public transport as a method of travelling to work compared to other regions and a
relatively high dependency on private transport (mainly private car). The dependency
on private vehicles is largely a function of the region’s rural nature.

Although commuting accounts for just 15% of all trips by purpose in the East
Midlands, the concentration of these journeys causes many of the disbenefits
associated with congestion. It is estimated that congestion costs the East Midlands
£935 million per annum, a significant cost to the regional economy. Whilst it is not
cost effective to eliminate congestion there are substantial savings to be made
through strategic planning and policy decisions that can alleviate the worst of the
impacts.

The East Midlands is ranked fifth out of the nine English regions in terms of the
number of cars owned per household. Car ownership per household in the East
Midlands was 1.3 in the period 2007-2008, which is above the national average.
Whilst this, in itself, is not particularly noteworthy it holds more significance when
viewed in conjunction with the traffic increase on major roads. Between 1998 and
2008 the region has experienced the third highest (behind the South West and North
East) increase in traffic on major roads of any English region, an increase of around
11%. This, together with the greater projected increase of the population in rural
areas over the next decade, leading to an increasingly dispersed population in the
region, is likely to increase the demand for use of the road network further.

The freight industry continues to play an increasingly important role in the East
Midlands economy, supported by a strong road, rail and air transport network. Whilst
this brings many economic benefits, there are significant environmental impacts which
arise from the freight industry. East Midlands Airport has developed its capacity in
recent years helping support the region’s freight industry and is now the UK’s primary
freight hub outside London. Developments at EMA have also supported the business
and resident population of the region. EMA will continue to play a key role in the
economy of the East Midlands.

Around four fifths of businesses in the East Midlands use computers and 94% of these
have a broadband connection. This puts the East Midlands in a strong position to
benefit from the economic potential that Information and Communications Technology
(ICT) brings to both businesses and individuals. Developments in ICT have increased
the opportunity of working from home, which brings a number of economic benefits.
Currently, around 18% of the population has the ability to work from home if required,
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the highest percentage of any northern or midlands region. The region, like the UK,
has moved from almost no broadband to near universal availability of first generation
broadband in less than five years. However, the situation regarding investment in
Next Generation Access (broadband available through fibre optic cables) is much less
clear with no firm plan for when this investment will take place.

There is little up to date regional data on utilisation of employment land and this is an
area where further work is clearly required. There are wide discrepancies in land
values and property rents across the region. These values are invariably higher in the
region’s major urban areas. The region is a key distribution centre, with a significant
share of the country’s warehouse space. This is a function of the region’s location at
the heart of the country’s transport infrastructure.

Recent economic conditions will inevitably put pressure on funding for transport and
infrastructure. This issue will affect all regions in the short to medium-term.

Environment

Global and national evidence presents a compelling case for the contribution of
economic activity to climate change. The Stern Review suggests that even if current
rates of emissions are stabilised, the world is still likely to experience a temperature
increase of at least 2°C by 2050.

Recent projections suggest that climate change outcomes in the East Midlands will be
quite close to the national average, with mean summer temperatures increasing by
1.4°C and winter temperatures increasing by 1.3°C by the 2020s and by 2.5°C and
2.2°C respectively by the 2050s. Winter precipitation could increase by 5% whilst
summer precipitation could decrease by -6%. Recent projections of sea level rises
are more modest than previous estimates, but the East Midlands coastline could still
experience a rise of 9.7cm on 1990 levels in the 2020s. This could lead to increased
risk of coastal flooding in Lincolnshire, which is not only a consideration that could
constrain development planning, but is also a threat to the region’s coastal areas of
Special Scientific Interest and areas of high quality agricultural land.

In the East Midlands, greenhouse gas emissions have decreased over the long-term,
but there has been an upward trend since 1999. In 1990 total Global Warming
Potential emissions totalled more than 60,000 kilotonnes of CO, equivalent. During
the 1990s this fell to around 33,000 kilotonnes. Between 1999 and 2007 there was an
upward trend, from 32,800 to 40,700 kilotonnes of CO, equivalent. This increase is
due to two factors. Firstly, the East Midlands is a major producer and exporter of
energy, with Fuel & Power Production accounting for 87.2% of all greenhouse gas
emissions in the region in 2007. End-users have also contributed to this increase,
particularly through emissions attributed to road transport. Latest figures show that
the East Midlands had an above average volume of emissions attributed to road
transport, and that these emissions have remained stable in recent years whilst
decreasing in other regions.

Other trends reflecting the impact of human activity on the environment have been
more positive in the East Midlands. With the exception of Nitrogen Oxide,

12



technological improvements have significantly reduced emissions in the major air
pollutants in the region, such as Sulphur Oxide.

The East Midlands has experienced the greatest improvements of any region in the
proportion of its rivers assessed as ‘good’ in terms of both biological and chemical
quality. Pollution incidents that have had a ‘major’ impact on water quality have also
fallen in recent years, although the water and waste industries have consistently been
responsible for the largest number of incidents.

The region also has the highest proportions of municipal waste recycled or composted
in England. However, the region still has to achieve significant improvements in order
to manage waste more sustainably. An above average proportion of all waste
continues to be disposed of in landfill sites. In 2006, 12.3 million tonnes of waste went
to landfill in the East Midlands, 56.1% of the total, which is above the average for
England of 55%. At the same time, 42.6% was recovered or recycled, which
exceeded the average for England, at 37.5%.

In terms of resource efficiency — measured by the amount of waste generated for
every unit of economic output — the East Midlands remains relatively inefficient, and
this represents a key challenge for regional policy. In 2006, 330.5 tonnes of waste
were generated for every million pounds of GVA, considerably higher than the
average for England of 244.2 tonnes per million pounds of GVA.

It is important to view the environment in terms of assets and opportunities as well as
constraints. The Stern Review estimated that markets for low-carbon energy products
could be worth at least $500 billion per year by 2050. The energy resources provided
by the East Midlands coal mining past are an example of an opportunity for innovation
and enterprise that the region can build on (e.g. abandoned mine methane).

However, recent statistics on renewable fuels suggest that the East Midlands, as a
significant energy producer, continues to contribute a relatively small share of the
national renewable energy capacity. The East Midlands has approximately 180
Megawatts of renewable energy capacity, from hydro, wind, landfill gas and other
sources. This is almost double the installed capacity in 2002, but is the fifth lowest
share of the nine English regions, producing 9.2% of the total for England.

Other environmental assets include the region’s biodiversity and the quality of its
landscapes. Natural habitats can provide a range of benefits as ‘ecosystem services’.
Along with the intrinsic value they provide in enabling people to encounter wildlife and
appreciate the landscape, these services enable the environment to absorb some of
the causes and effects of climate change. Grasslands and forests in particular play
key roles in the capture and storage of carbon emissions. However, the East
Midlands has the lowest proportion of land covered by woodland of all regions other
than London, at 4.7% compared to 8% in England overall. Across the East Midlands
intensive farming, industrial activity and aggregate and mineral extraction has had
significant impacts on the condition of the region’s landscapes, with 26% of
landscapes assessed as ‘diverging’ from their natural character, compared to 19% in
England overall. Intensive farming and the continued loss of habitats, such as
hedgerows, have contributed to the continued decline of farmland bird species in the
region. However, on areas designated for statutory protection, such as Sites of
Special Scientific Interest (SSSls), the East Midlands performs significantly better.
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The region currently has the highest proportion of SSSIs assessed as being in
‘favourable’ or ‘recovering’ condition in England, at 96.2% in March 2010. This means
that the region has exceeded the PSA target of 95% by 2010.

The East Midlands is geologically rich, and is England’s principal producer and
exporter of aggregates and other minerals. It is also the country’s principal
manufacturer of concrete. In addition to this significant asset, the region also has a
relatively benign geology, with limited risks of earthquakes or other geological hazards
(such as radon), although shrink-swell clay is a problem in some parts of the region.
However, it also has to be noted that much of the extraction that makes the East
Midlands England’s most important region for aggregate production takes place in
areas of natural beauty, such as the Peak District.

Interaction with the historic environment can be of key importance in creating and
maintaining a shared relationship between individuals and their surroundings. The
East Midlands has a number of important heritage sites, containing 10.7% of Grade |
listed buildings and 11.6% of registered battlefields in England. However, a
comparatively high proportion of listed buildings in the East Midlands were at risk in
2009, at 4.6% of all Grade | and Grade |l listed buildings, compared to 3.1% in
England overall. More positively, recent evidence on heritage suggests that East
Midlands residents have a greater level of interaction with their historic environment
than elsewhere, with above average visits to heritage sites.

The spatial economy

The East Midlands has a complex structure, with no single dominant centre (as in
Birmingham in the West Midlands for example). Agglomeration economies occur
when there are significant concentrations of businesses and people. They tend to be
self-reinforcing as dense areas of economic activity attract yet more businesses and
people. This suggests that, over time, economic activity will be concentrated in urban
areas. This is often supported by the planning system, which focuses on the
development of brownfield urban sites before encouraging more peripheral
development. However, there are limits to the extent to which this can take place as
costs such as congestion and increased land values can drive activity elsewhere.

In their work on large urban settlements in the East Midlands, Atherton and Johnston
(2006) suggest that there are a small number of settlements in the region that can be
categorised as regional agglomerations. These are Derby, Leicester, Northampton
and Nottingham. However, agglomeration economies, and the benefits they bring,
can also occur on a smaller scale outside of the largest urban centres, for example in
Lincoln, which serves a large rural hinterland.

In a subsequent piece of work Atherton and Price (2009) looked at a number of
smaller ‘secondary’ centres in the East Midlands and examined the role that they play.
They found that there are a number of these settlements that act in a similar way to
the larger urban areas, providing a service centre function to often large rural
hinterlands. These settlements include Chesterfield, Buxton, Market Harborough,
Grantham, Wellingborough and Newark. An implication of this finding is that these
centres need to develop in an appropriate way, so that they can continue to fulfil this
function.
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The fact that there are a number of large and small service centres in the East
Midlands that draw in people from large hinterlands suggest that commuting and other
travel flows are significant and this is borne out in the data. Analysis of commuting
flows suggests that they are significant, both within and without the region. In 2001
the East Midlands was a net exporter of workers with around 90,000 more commuting
out of the region than commuting in. By 2006 this had increased to over 100,000.
There are significant flows between the East Midlands and Yorkshire and the Humber
(Sheffield), the West Midlands (East Staffordshire), the East of England
(Peterborough) and the South East (Milton Keynes). This means that the impact of
economic development and other interventions will flow across regional borders.

Within the East Midlands commuting flows are greatest into the larger urban areas,
and Nottingham and Leicester in particular. In these two cities in-commuting is
equivalent to 54% and 43% of total employment respectively. The other side of the
coin is that outflows are greatest from those districts that are close to these areas (for
example Broxtowe or Rushcliffe). These areas close to the urban centres have also
experienced significant population growth, partly as a result of ‘city flight'.

The data shows that commuting has increased since 1991, with more people travelling
further to work. Commuters tend to be more highly skilled, highly paid and work in
more specialist roles. This group of workers are likely to be part of a labour market
that is regional or even national. As the workforce grows and becomes more highly
skilled, commuting is likely to increase as a result of the need to match the demand for
and supply of skills.

Although a number of key centres have been identified in the region, and descriptive
analysis of available data might suggest it, there is no evidence that the region can be
considered to be polycentric in strict functional terms. The available data on business
stock, population and commuting suggest that Nottingham and Leicester stand alone
as regional centres, with little interaction between them (for example commuting flows
between these two cities are relatively small). Northampton also stands somewhat
apart from the rest of the region and this is likely to become even more pronounced in
the future as a result of greater linkages with the South East through the Milton
Keynes-South Midlands growth area.

The most complex relationship among the region’s major centres is between
Nottingham and Derby. Nottingham attracts twice as many commuters from Derby as
it sends. In many ways Derby is closely linked to the South Yorkshire conurbation but
in terms of a market for highly skilled workers it is part of the same labour market as
Nottingham. As Nottingham is the larger centre and develops further, its existing
position may be enhanced.
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Introduction

The East Midlands in 2010 is the updated Evidence Base that supports the Regional
Economic Strategy (RES), ‘A Flourishing Region’. It presents a statistical portrait of
the East Midlands that identifies key challenges and issues that the region must
address in order to create and sustain a ‘flourishing region’. The East Midlands in
2010 reflects the latest data and research available to East Midlands Development
Agency (emda).

The recent recession presents a particular challenge for a publication of this sort. Lags
in the production of official statistics inevitably mean that many key data series do not
yet reflect the full impact of the recession. For this reason, official data series are
supplemented by more qualitative sources of economic intelligence where appropriate.
In addition, the supporting narrative highlights data series that are particularly
susceptible to problems associated with production time lags.

In developing this updated Evidence Base, emda has tried to be as comprehensive as
possible in describing the condition of the East Midlands, while maintaining a strong
focus on material of direct relevance to the RES and the policy levers available to
regional partners. In all cases we have tried to use the most robust official data
available to us, supplemented where appropriate by credible research and evaluation
evidence from elsewhere. Wherever data availability has allowed, we have presented
the performance of the East Midlands in a national and international context. It is our
firm belief that a comparative perspective is essential if we are to truly understand the
condition of the East Midlands and the magnitude of the challenges to be faced as we
strive towards the ambitious vision articulated in the RES.

In analysing a region as sizeable and diverse as the East Midlands, a difficult balance
must always be struck between presenting a coherent regional picture and satisfying
legitimate demands for local detail. For the first time, this year we include sub-regional
profiles produced in collaboration with county and unitary authorities within the region.
These give The East Midlands in 2010 a more spatial character. We have also
introduced new content that seeks to describe the ‘spatial economy’ of the region.

In light of the complex and interrelated economic, social and environmental challenges
that the region will face, the Evidence Base is necessarily broad in its scope — with
many elements providing essential context for the analysis of these challenges.
Throughout, the focus is on factors that either influence or are influenced by the
economic sphere, but our working definition of this sphere is broad and encompasses
many factors relating to wellbeing, quality of life and the environment.

The remainder of the document is structured as follows:
e Executive Summary

e Chapter 1 examines the demography of the East Midlands. It considers the
structure of the population by age, gender and ethnic group. It considers recent
population trends, including levels of migration, and the latest population
projections’. Key policy issues raised by this analysis are the rate of future
population growth, which is expected to be among the fastest in the country, and
the ageing of the population. Both will have a significant impact on public service
provision in the region.

" It should be noted that on 27th May 2010, ONS published the 2008-based Subnational
Population Projections for England. These projections supercede the 2006-based projections.
used in this chapter. We will revise and republish the relevant analysis as soon as is
practicable.



Chapter 2 addresses housing in the East Midlands. It considers the quality of the
housing stock and housing affordability. Most of the analysis is devoted to an
assessment of the number of households in the region and how and why this is
likely to change. The number of households is projected to increase rapidly in the
East Midlands, with a significant impact on the demand for and cost of housing.

Chapter 3 examines the economy and productivity in the East Midlands. It
presents an overview of current conditions in the global, national and regional
economies. It considers how the region performs against the Government’s five
drivers of productivity, before concluding with a detailed assessment of the
industrial structure of the East Midlands. The analysis suggests that productivity is
still below the national average and that the recession may exacerbate a number of
long standing structural issues.

Chapter 4 examines the labour market in the East Midlands. It assesses labour
market participation in the region, the skills of the workforce, the structure of
employment and earnings. Unemployment has increased as a result of the
recession but is still below the national average. The East Midlands can still be
considered to be in a low pay-low skill equilibrium.

Chapter 5 addresses issues of deprivation and economic inclusion. It examines
the Index of Multiple Deprivation before analysing data on participation in
employment and education by age, gender, ethnicity and disability. It then
presents an analysis of data on barriers to participation, poverty and crime. The
analysis shows that deprivation is focused in the urban areas, the former coalfield
and on the Lincolnshire coast. It also shows that levels of labour market
participation are relatively low among ethnic minorities and those with a disability.

Chapter 6 analyses transport and infrastructure in the East Midlands. It analyses
data on modes of personal travel, freight, the use of ICT and land and property
values. It shows that more journeys in the East Midlands are made by private car,
contributing to congestion at particular times and places within the region.

Chapter 7 assesses data relating to the environment in the East Midlands. It
begins with an assessment of global climate change before examining data on
emissions, waste, water and energy. It makes use of detailed data on the geology
of the region and assesses biodiversity and the historic environment. The key
finding is that energy generation contributes significantly to greenhouse gas
emissions, along with road transport, and that energy generation from renewable
sources is relatively low.

Chapter 8 reviews the spatial structure of the region. Unlike previous sections it
does not describe official statistics but brings together a number of pieces of
research that report on how the region functions as an economic entity and its
linkages to surrounding regions. The key message from the discussion in this
section is that the East Midlands is a complex region, with no single dominant
centre but a number of significant centres.

Chapter 9 presents a profile for each of the upper tier local authority areas in the
East Midlands. These profiles have been provided by the relevant local authorities.
They present key data on each sub-area and highlight particular local issues.

Annex 1 sets out detailed definitions of the sub-regional geographies that are used
throughout this document.
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The East Midlands Demography

1. Introduction

This chapter of ‘The East Midlands in 2010’ profiles the region’s current
population structure and discusses recent and likely future changes. It
compares the East Midlands region to other English regions and to trends in
England and the UK as a whole. It also draws sub-regional comparisons by
looking at the nine County and Unitary Authority areas, as well as the Housing
Market Areas used in the Regional Spatial Strategy and the Government’s
classification of urban and rural areas. The geographies used in this section
are described in more detail in Annex 1.

Section 2 presents a snapshot of the East Midlands population in mid-2008.
This demonstrates that the East Midlands has one of the smallest populations
in England, has one of the lowest population densities and is the third most
‘rural’ of the nine regions. The region’s population structure is similar to the
national average, but with a slightly higher proportion of men and a higher
share of the population in the pensionable age group. There are higher
proportions of older people in the rural areas in Lincolnshire and Derbyshire,
and higher proportions in the school and working age groups in the cities and
the south of the region. The East Midlands has a slightly smaller proportion of
people who would describe themselves as belonging to a Black or Minority
Ethnic (BME) group than average, and almost a third of these individuals live
in Leicester, which also has the youngest age profile in the region.

Section 3 describes population trends over the decade 1998 to 2008, when
the East Midlands was the only northern or midlands region to experience
population growth in excess of the national average. Rates of population
growth have been particularly high in Lincolnshire, Northamptonshire and
Rutland, whilst they have been very modest in Leicester, Derby and
Nottinghamshire. The population has grown faster in rural areas in the east
and south of the region, and more slowly in the more urbanised north of the
region. The pensionable age group has grown particularly significantly, whilst
the number of residents in the school age group has fallen over the decade.
However, the region has also experienced an above average rate of growth in
its working age population. Although migration is still the most significant
component of population change, rising birth rates and falling death rates
have resulted in natural change making an increasing contribution, accounting
for well over a third of population growth in recent years.

Section 4 analyses projections for future population change to 2031, with
particular emphasis on the decade 2006 to 2016. The East Midlands is
projected to experience the most rapid rate of population growth of any
English region. Within the region, Northamptonshire is projected to grow
fastest whilst Derbyshire is expected to experience the slowest rate of growth.
Rural areas in the south and the east of the region are projected to experience
stronger population growth than the more urbanised north. Both the working
age and pensionable age groups are projected to grow at a faster rate in the
East Midlands than in any other English region, and the school age group



could grow at a faster rate in the region than in England overall. Due to the
strong growth in the working age group, dependency ratios are projected to
remain fairly stable across much of the region, with the exception of
Lincolnshire and Rutland, which could experience significant increases in
aged dependency ratios. This could have consequences for both economic
activity and service provision. Natural change is projected to become more
significant as birth rates continue to increase and mortality rates fall.
International migration is projected to level off and migration from other
regions is projected to become increasingly important.

2. The East Midlands population

The East Midlands Government Office Region (GOR) is made up of nine
Upper Tier Local Authority areas: the County Councils of Derbyshire,
Leicestershire, Lincolnshire, Northamptonshire and Nottinghamshire; and the
Unitary Authorities of Nottingham City, Leicester City, Derby City and Rutland.
The region’s main population centres are the cities of Leicester, Nottingham,
Derby, and Lincoln and the town of Northampton.

The Office for National Statistics publishes annual estimates of the resident
population known as the Mid-Year Population Estimates (MYE). From the
year of the last Census, each MYE takes the estimate of the resident
population in a given geographical area from 30" June the previous year,
ages the population by one year, adds those who have been born in the
previous 12 months and subtracts those who have died. This element is
reasonably precise, because there is an accurate record of births and deaths
in a given year. The other major factor in producing the MYE is migration,
which is likely to have a wider margin of error, although data on migration has
improved markedly in recent years.’

2.1 Total population

According to the 2008 MYE, the East Midlands had a resident population of
4,433,000. This is 8.6% of the total for England.

Chart 1 shows that the East Midlands is one of the smallest regions in
England in terms of population, with only the North East accounting for a
smaller share of the national total (at 2.6 million, or 5.0%). The chart also
shows that:

e The South East accounts for the largest share of the population in
England, with 8.4 million residents, or 16.3% of the national total,
whilst London has the next largest share, at 14.8%; and

! Estimates of international migrants (defined as someone who changes their country of
residence for at least a year) moving into or out of an area are based on the International
Passenger Survey (IPS), collected at the UK’s main air and sea ports, and Home Office
administrative sources, such as asylum applications. Estimates of people moving within the
UK (‘domestic’ or ‘internal’ migration) are principally based on GP registrations and local
changes in electoral registrations.

Note that short-term international migrants (someone who moves to a country other than their
own for a period of less than one year) are not included in the Mid-Year Estimates.



e The Greater South East (describing London, the South East and the
East of England) accounts for 42.2% of the total population of
England.

Chart 1: Share of total England population by region, 2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 2008, from NOMIS, 22"
October, 2009.

Nottinghamshire is the largest of the nine County and Unitary Authority in the
East Midlands, with a population of 776,500 in 2008, accounting for 17.5% of
the regional total. This does not include the Unitary Authority of Nottingham
City,2 which accounts for an additional 292,400 people, or 6.6% of the
regional total. Chart 2 shows how this compares to the other County and
Unitary Authorities in the region:

e Derbyshire has the second largest population, at 762,100 people, or
17.2% of the total for the East Midlands. Derby City accounts for an
additional 239,200 people, or 5.4% of the regional total;

e The populations of Lincolnshire, Northamptonshire, and
Leicestershire Counties are similar, with populations of 698,000
(15.7%), 685,000 (15.5%), and 645,800 (14.6%) respectively.
However, the figure for Leicestershire does not include the Unitary
Authority of Leicester City, which accounts for a further 294,700
(6.6% of the total) — the largest of the three city Unitary Authorities;

2 Note that the areas used in this section refer to the administrative boundaries of Nottingham,
Leicester and Derby City Unitary Authorities, rather than functional geographies or
‘conurbations’. The term ‘conurbation’ refers to a contiguous urban area, covering both the
city and its suburbs, which can extend beyond the administrative boundary of the Unitary
Authority. The conurbation of Nottingham is known to be particularly ‘under-bounded’ by the
administrative area. The ‘Greater Nottingham’ area has been used in local research and
delivery, combining Nottingham City UA with the Local Authority Districts of Rushcliffe,
Gedling and Broxtowe along with several wards covering the suburb of Hucknall which fall
within the Ashfield District. However, in the interests of both comparability and statistical
availability we refer to the administrative boundaries throughout this Chapter. Therefore it
needs to be born in mind that some of the data referenced in this section may under-
represent the population expected to be resident in given ‘conurbations’.



e Together, the three city Unitary Authorities account for 18.6% of the
region’s total population, or 826,300 people; and

e The County of Rutland is the smallest in the region, with only
39,200 people, 0.9% of the East Midlands’ total.

Chart 2: Share of total East Midlands population by LA/UA, 2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 2008, from NOMIS, 22
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2.2 Population density and rural and urban area classifications

The East Midlands covers a surface area of 15,607 square kilometres. This
makes it the fourth largest English region in terms of surface area. The East
Midlands had the second lowest population density, at 284 people per square
km in 2008, compared to an average for England of 395 people per square
km. Only the South West has a lower population density, at 219 people per
square km. London is a significant outlier in this respect, with a population
density of 4,847 people per square km.

Population density varies significantly across the region, but is unsurprisingly
highest in the three city Unitary Authorities. Leicester City has the highest
population density, with 4,037 people per square km. Population density in
the Counties is much lower. It is highest in Nottinghamshire, at 372 people
per square km, reflecting the more urbanised areas north of Nottingham City,
whilst Lincolnshire, which covers the largest surface area, has a very low
population density, at 118 people per square km.?

The East Midlands’ relatively low population density means that it is one of the
most ‘rural’ regions in England. There are two approaches to defining areas

* ONS, ‘Regional Snapshot Archive’, 2009 (for regional surface area in square km) and ONS
Crown Copyright, ‘Mid Year Population Estimates’, 2008 (for population).



according to how ‘rural’ or ‘urban’ they are which are currently in use, which
are described in more detail in Annex 1.

The first is a detailed approach which defines small areas (Census Output
Areas) according to the density of settlement within that area, from ‘sparse’
through to ‘less sparse’. As this definition is based on small areas, data is
only available from the 2001 Census. However, this is identified by Defra as
the preferred method for estimating the number of people living in rural and
urban areas because it identifies the pattern of settlement density. According
to this approach, in 2001:

e The East Midlands was the third most rural region in England, with
29.5% of residents living in rural settlements;

e This is over 10 percentage points higher than the average for England,
of 19.4%; and

e On this measure, the South West is the most rural region, with 34% of
residents living in rural settlements, followed by the East of England,
with 31%.

Chart 3 illustrates the share of the population regionally and nationally living in
areas classified by a second approach, based on Local Authority Districts.
This ‘district classification’ method is not an ideal method for counting
population in given types of settlement, as it groups entire districts according
to the proportion of residents living in a dominant settlement type (so ‘Rural
80’ districts are those where at least 80% of residents live in rural settlements
and market towns). Therefore residents within a district classed as ‘rural’ may
well be living in a relatively densely populated town (such as residents of
Skegness within the ‘Rural 80’ district of East Lindsey). However, to provide
estimates more recent than the 2001 Census, to compare change over time,
and to discuss variables based on sample surveys (such as the Annual
Population Survey, which are only robust to Local Authority District level), the
district classification will be referred to throughout this document, and the
classifications for each of the 40 Unitary and Local Authority Districts in the
region are shown in Map 1.



Chart 3: Population by DEFRA District Classification, 2008 (%)
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The distribution of the East Midlands population by Defra district classification,
compared to the average for England, is illustrated by Chart 3, as follows:

e The East Midlands has no districts classified as ‘Major Urban’. In
England as a whole, 33.5% of the population in 2008 were resident in
districts classified as such;

e The region has larger proportions living in ‘Large Urban’ and ‘Other
Urban’ districts than the national average, at 24.2% of the East
Midlands population in both cases (compared to 13.4% and 15.1%
respectively in England). Examples of the seven ‘Large Urban’ districts
are Nottingham or Erewash (between Nottingham and Derby), and
examples of the eight ‘Other Urban’ districts include Ashfield,
Charnwood and Lincoln;

e The proportion of the population living in ‘Significant Rural’ districts in
the East Midlands is similar to the national average, at 14% in the
region and 13.6% in England. Examples of the seven districts in this
group include Kettering, Boston and Bolsover;

e The East Midlands also has higher proportions of the population in
‘Rural 50’ and ‘Rural 80’ districts, at 18.9% and 18.8% of the 2008
population respectively (compared to 14% and 10.4% in England
overall). Examples of the eight ‘Rural 50’ districts include Bassetlaw
and High Peak and examples of the ten ‘Rural 80’ districts include
Daventry and East Lindsey; and

e Overall, 51.6% of the East Midlands population in 2008 were resident
within districts classed as rural (although, as stated above, many will be
living in urban settlements) compared to 37.9% in England overall,
whilst 48.4% of the region’s residents lived in districts classed as
urban, compared to 62.1% nationally.



Map 1: Defra Urban and Rural District Classification, 2009
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Key Points: Total population size and distribution

e The East Midlands had a population of 4.4 million residents in 2008,
8.6% of the total for England. The region has the second smallest
population of the nine English regions.

e Nottinghamshire is the largest Local Authority area in the region,
accounting for 17.5% of the total population in the East Midlands.
Together the three city Unitary Authority areas of Derby, Nottingham
and Leicester account for 18.6% of the region’s total population, or
826,300 people. Rutland is the smallest, accounting for less than 1%
of the total regional population.

e The East Midlands is the fourth largest English region in terms of
surface area, covering 15,607 km?, but has the second lowest
population density, at only 284 people per km?, compared to the
average for England of 395 people per km?.

e The East Midlands was the third most rural region in England, with
29.5% of residents living in rural settlements according to the 2001
Census.

o At a district level, 51.6% of the East Midlands population in 2008 lived
in districts classed as rural, compared to 37.9% nationally.

2.3 Population structure

This sub-section looks into the structure of the region’s population in more
detail. Firstly, it looks at how the demographic profile of the East Midlands
and its constituent sub-regions compare in terms of age and gender, before
assessing ethnicity and country of birth. Three sources are used in this
analysis. For age and gender, the 2008 MYE is used as before. To discuss
ethnicity, the recent ONS experimental statistics for 2007 will be used, whilst
the Annual Population Survey (APS) for 2008 will be used to look at country of
birth.

A key categorisation used in this analysis is the broad age ranges
conventionally used in describing demographic trends. These are:
e The school age group (aged between less than one year and 15
years);
e The working age group (aged between 16 and below the current state
pension age, 59 for women and 64 for men); and

e The pensionable age (current state pension age and over — 60 and
over for women and 65 and over for men).

2.3.1 Age and gender

The structure of the East Midlands population by age and gender is fairly
similar to the profile for England:

e In the East Midlands in 2008, 49.5% of the population are male. This is
a slightly higher proportion of the region’s population than in England
as a whole (49.2%);




e \Women make up just over half the population in all English regions. In
the East Midlands, 50.5% of the population are female;

e Alongside London, the East Midlands has the lowest proportion of the
population who are female of all English regions; and

e Of all the English regions, women make up the largest share of the
North East’s population, at 51.1%.

Chart 4 shows the population by five-year age band in the East Midlands.
The profile of the region’s population by age and gender is fairly similar to the
national average (in this case the UK), with some notable exceptions:

e The region has a significantly smaller proportion of both males and
females in the 25-29 and 30-34 age bands than in the UK. Males in the
25-29 age band account for 3.1% of the region’s population whilst
females in that age band account for 3.0%, compared to 3.4% for
males and 3.3% for females in the UK. In the 30-34 age band, males
and females each account for 2.8% of the regional total, compared to
3.1% for both males and females nationally; and

e The region has a slightly higher proportion of the population in the 55-
59 and 60-64 age bands. Male 55-59 year olds and female 55-59 year
olds each account for 3.1% of the East Midlands’ population, compared
to 2.9% and 3% respectively for males and females in the UK overall.
In the case of 60-64 year olds, males account for 3.1% and females
account for 3.2% of the total population of the East Midlands,
compared to the national average of 2.9% and 3% respectively for
males and females.

The structure of the region’s population by 5-year age band, as shown in
Chart 4, reflects significant variations in birth rates since the Second World
War, which will be described in more detail later in this section. In both the
East Midlands and nationally, the large proportion of 60-64 year olds
illustrates the cohort born in the post-war ‘baby-boom’, and their children in
the 35-44 age bands, whilst the lower proportions in the 25-34 age bands
reflects the lower birth rates in the 1970s and early 1980s. As birth rates have
again increased over the last two decades, there are increasing numbers in
the younger age bands.

10



Chart 4: Population by gender and quinary age band, 2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 2008, analysis provided by
the East Midlands ONS Regional Team, 30" October, 2009.

Chart 5 shows that the age structure by broad age band is similar across the
English regions, with the exception of London. In the East Midlands, 17.1% of
the population in 2008 were in the school age group, 63.1% were in the
working age group, and 19.7% were of pensionable age. When compared to
England as a whole, the East Midlands has a slightly older age profile. In
England in 2008, 17.6% were in the school age group, 63.3% were in the
working age group, and 19.1% were in the pensionable age group.

However, the national average is skewed by the atypical age profile of
London, where 67.9% of residents were in the working age group and only
13.8% were in the pensionable age group.

The South West has the oldest age profile, with 22.5% in the pensionable age
group. The East Midlands currently has a lower proportion in the pensionable
age group than the South West, the East of England, the South East, and the
North East. The discussion of population projections later in this section
suggests that this picture is likely to change significantly in future years.
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Chart 5: Population by broad age group, 2008 (%)
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Chart 6 shows the population by broad age band within the East Midlands:

e Leicester City has the youngest overall age profile, with the highest
proportion of residents in the school age group, at 19.6%, the second
highest in the working age group, at 66.3%, and the second lowest
proportion in the pensionable age group, at 14%; and

e Lincolnshire has the oldest age profile, with 23.9% of its resident
population in the pensionable age group and the lowest proportion in
the working age group, at 59.9%.

Chart 6: Population by broad age group by LA/UA, 2008(%0)
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In general terms, with the exception of the three cities, the south of the region
has a younger age profile, whilst the north and east of the region generally
has an older population.

Maps 2 to 4 show the proportion of the population by Local Authority District
for each of the three broad age bands respectively. These present a clear
picture of how the age profile of the population changes significantly across
the region. Map 2 shows that the highest proportions of the school age group
are concentrated in districts in the south of the region, in Northamptonshire
and Leicester City in particular, with far lower proportions in the north east of
the region. Map 3 shows high proportions of the working age group in the
three cities and the west and south of the region. Finally, Map 4 shows that
high proportions of the pensionable age group are concentrated in the more
rural areas of the region, especially the coastal Lincolnshire districts of East
Lindsey, Boston and South Holland.
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Map 2: Population in the school age group by LA/UA, 2008 (%)
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Map 3: Population in the working age group by LA/UA, 2008 (%)
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Map 4: Population in the pensionable age group by LA/UA, 2008 (%)
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2.3.2 Ethnicity

The following section profiles the region’s population by ethnic group. In line
with practice recommended by the Equality and Human Rights Commission,
this section uses the 16-way classification of ethnic group developed for the
2001 Census.* These groups are based on the principle of self-classification,
where respondents were prompted to state what they considered their ethnic
group to be.®

Table 1: Population by broad ethnic group, 2007 (%)

Chinese
Black or

Asian or | or Other

Asian Black Ethnic

Area White Mixed British British | Group
North East 95.5 0.8 2.2 0.6 0.9
North West 92.1 1.2 4.4 1.1 1.1
Yorkshire and the Humber 90.6 1.3 5.7 1.3 1.2
East Midlands 90.9 1.4 5.0 1.5 1.1
West Midlands 86.1 1.8 8.4 2.5 1.2
East of England 91.6 1.5 3.6 1.9 1.3
London 69.0 3.5 13.3 10.6 3.5
South East 92.0 1.5 3.5 1.6 1.4
South West 95.3 1.1 1.6 0.9 1.0
England 88.2 1.7 5.7 2.8 1.5

Source: ONS Crown Copyright, Estimated resident population by Ethnic Group (experimental
statistics) 2007.

Table 1 presents the population of the English regions by 5 broad ethnic
groups (the detailed 16-way classification aggregated up to ‘White’, ‘Mixed’,
‘Asian or Asian British’, ‘Black or Black British’, and ‘Chinese or Other Ethnic
Group’)® based on the 2007 Mid-Year Estimate. It is also convention to refer
to the 4 non-White groups in this classification as ‘Black and Minority Ethnic’
groups, or ‘BME groups’.

* See: Equality and Human Rights Commission, ‘Ethnic Monitoring: A Guide for Public
Authorities’, and Office for National Statistics, ‘Ethnic Group Statistics: A guide for the
collection and classification of ethnicity data’, 2003.

® The approach is a cohort component methodology constrained to Mid-Year Population
Estimates. Consideration is given to the modelling of the ethnic dimension of mortality; fertility
(and the allocation of ethnic group to infants); switching between ethnic group categories; and
the various aspects of migration, with particular attention given to the application of
commissioned Census data.

® The 5 broad ethnic groups incorporate the 16 more detailed groups as follows:

White: includes categories 1-3 — ‘White: British’; ‘White: Irish’, and; ‘White: Other White’.
Mixed: includes categories 4-7 — ‘Mixed: White and Black Caribbean’; ‘Mixed: White and
Black African’; ‘Mixed: White and Asian’, and; ‘Mixed: Other Mixed’.

Asian or Asian British: includes categories 8-11 — ‘Asian or Asian British: Indian’; ‘Asian or
Asian British: Pakistani’; ‘Asian or Asian British: Bangladeshi’, and; ‘Asian or Asian British:
Other Asian’.

Black or Black British: includes categories 12-14 — ‘Black or Black British: Black Caribbean’;
‘Black or Black British: Black African’, and; ‘Black or Black British: Other Black'.

Chinese or Other Ethnic Group: includes categories 15-16 — ‘Chinese or other ethnic group:
Chinese’, and; ‘Chinese or other ethnic group: Other Ethnic Group’.
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Table 1 shows that:

e The East Midlands had the fourth lowest proportion of its population
who would describe themselves as ‘White’, out of the nine English
regions, at 90.9%. However, this is above the average for England

overall, at 88.2%;

e This is because of the impact of London on the national average, which
has by far the largest proportion of its population who would classify
themselves as coming from a BME group, with 69% of its population

classified as ‘White’;

e The East Midlands has a similar profile to the East of England, the
South East, the North West and Yorkshire and the Humber, with
between 90% and 92% of residents describing themselves as ‘White'.
The North East and the South West have very small proportions of
residents who would describe themselves as belonging to a BME
group, with 95.5% and 95.3% of residents describing themselves as
‘White’. The West Midlands has a significantly higher proportion of
BME residents than other northern or midlands regions; and

e In the East Midlands, residents who would describe themselves as
‘Asian or Asian British’ account for the largest BME group, at 5% of the

total population in 2007, compared to 5.7% in England overall.

Table 2: England and East Midlands population by detailed (16 category)

ethnic group, 2007

England East Midlands
000s % 000s %

White: British 42,736.00 83.6 3,873.20 88.0
White: Irish 570.5 1.1 34.9 0.8
White: Other White 1,776.30 3.5 92.9 2.1
Mixed: White and Black Caribbean 282.9 0.6 25.6 0.6
Mixed: White and Black African 114.3 0.2 6.6 0.2
Mixed: White and Asian 260.9 0.5 17.3 0.4
Mixed: Other Mixed 212 0.4 12.9 0.3
Asian or Asian British: Indian 1,316.00 2.6 147.2 3.3
Asian or Asian British: Pakistani 905.7 1.8 44 1.0
Asian or Asian British: Bangladeshi 353.9 0.7 12.1 0.3
Asian or Asian British: Other Asian 339.2 0.7 18.1 0.4
Black or Black British: Black

Caribbean 599.7 1.2 31.4 0.7
Black or Black British: Black African 730.6 1.4 304 0.7
Black or Black British: Other Black 117.6 0.2 54 0.1
Chinese or Other Ethnic Group:

Chinese 400.3 0.8 29.8 0.7
Chinese or Other Ethnic Group:

Other 376.1 0.7 17.9 0.4
All Groups 51,092.0 100 4,399.6 100

Source: ONS Crown Copyright, Estimated resident population by Ethnic Group (experimental

statistics) 2007.
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Table 2 shows the East Midlands population by detailed 16-way ethnic group
compared to the profile for England overall. Although the East Midlands has a
lower proportion of its population belonging to broad BME groups, the more
detailed level of classification reveals some important differences compared to
the national profile:

The East Midlands has a larger proportion classifying themselves as
belonging to the broad ‘White: British’ ethnic group but has lower than
average proportions in both the ‘White: Irish’ and ‘White: Other’ groups,
at 0.8% and 2.1% respectively compared to 1.1% and 3.5% in England
as a whole; and

The East Midlands has a higher proportion of residents who classify
themselves as ‘Asian or Asian British: Indian’, at 3.3% compared to
2.6% in England as a whole. In 2007, this group is estimated to have
accounted for approximately 147,200 individuals in the East Midlands,
the largest group in the region after ‘White: British’.

Chart 7 shows how the age structure of the population in the East Midlands
varies across each broad ethnic group. The chart shows that in the East
Midlands (as in England as a whole), BME groups have a much younger age
profile than people who classified themselves as ‘White’:

In 2007, 18% of the region’s population in the ‘White’ broad ethnic
group were school age, 61.4% were working age, and 20.6% were
pensionable age. This was broadly in line with the age profile for the
group in England overall, with the exception of the pensionable age
group, which accounted for a slightly higher proportion in the East
Midlands;

The ‘Mixed’ broad ethnic group has the youngest age profile, with
47.8% in the school age group, 49.8% of working age, and only 2.6%
of pensionable age in the East Midlands. In England, a slightly higher
proportion of this group were working age, at 51.7%;

The ‘Asian or Asian British’ age group has above average proportions
in the school and working age groups in both the East Midlands and
England overall. The ‘Black or Black British’ group has a particularly
high proportion in the working age group in the East Midlands (72.9%
compared to 68.9% in England overall); and

People who would describe themselves as being in the ‘Chinese or
Other Ethnic Group’ were more likely to be of working age than any
other broad ethnic group, with 83.2% aged between 16 and 59/64 in
the East Midlands compared to 81.4% for this group in England overall.
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Chart 7: Broad ethnic group by age band in the East Midlands, 2007 (%)
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Source: ONS Crown Copyright, Estimated resident population by Ethnic Group (experimental
statistics) 2007.

Looking at the East Midlands County and Unitary Authorities, Chart 8
illustrates the total share of the region’s population who would classify
themselves as belonging to a BME group. This shows that:

Leicester City accounts for 28.4% of all residents of the East Midlands
in BME groups. This is equivalent to approximately 113,400
individuals. Nottingham City accounts for the next largest share, at
13.8% of the regional total,

Northamptonshire and Leicestershire also account for significant
shares of the region’s total population in BME groups, at 13.4% and
13.2% respectively; and

Lincolnshire and Derbyshire account for relatively small proportions, at
5.9% and 6.4% of the region’s total BME population respectively.
Rutland, which accounts for 0.9% of the region’s total population,
accounts for only 0.4% of the region’s BME population.
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Chart 8: Share of total regional population in Black and Minority Ethnic
groups by LA/UA, 2007
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Source: ONS Crown Copyright, Estimated resident population by Ethnic Group (experimental
statistics) 2007.

Table 3 shows how the population of the County and Unitary Authorities is
structured according to broad ethnic groups:

e Leicester City has, by far, the largest representation of Black and
Minority Ethnic groups in the region, with the ‘Asian or Asian British’
group accounting for the largest proportion, at 29.6% of the city’s
estimated resident population in 2007. Leicester City also had the
largest proportion of residents who would classify themselves as ‘Black
or Black British’, at 4.9%;

e Nottingham and Derby Cities also had higher proportions of residents
who would classify themselves as belonging to a BME group in 2007.
In Derby, 9.5% of residents were estimated to classify themselves as
‘Asian or Asian British’, whilst 4.7% of residents in Nottingham City
would classify themselves as ‘Black or Black British’; and

e The counties all had lower shares of the total population in BME groups
than the East Midlands average. In Lincolnshire in 2007, only 1.2% of
the population was estimated to be in the ‘Asian or Asian British’ group
and 0.6% in the ‘Black or Black British’ group.
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Table 3: Population by broad ethnic group by LA/UA, 2007 (%)

Chinese
Black or

Asian or or Other

Asian Black Ethnic

White Mixed British British Group
Leicester UA 61.3 2.6 29.6 4.9 1.6
Nottingham UA 80.9 3.3 8.0 4.7 3.0
Derby UA 84.8 2.1 9.5 2.2 1.3
Leicestershire 91.7 1.2 5.1 0.9 1.1
Northamptonshire 92.2 1.6 3.3 1.8 1.2
Nottinghamshire 95.1 1.2 1.9 0.9 0.9
Rutland UA 95.8 1.0 1.6 0.8 0.5
Lincolnshire 96.6 0.9 1.2 0.6 0.7
Derbyshire 96.7 0.9 1.3 0.6 0.6
East Midlands 90.9 1.4 5.0 1.5 1.1
England 88.2 1.7 5.7 2.8 1.5

Source: ONS Crown Copyright, Estimated resident population by Ethnic Group (experimental
statistics) 2007.

Key Points: Population profile by gender, age and ethnicity

A slightly higher proportion of the East Midlands population are male
than in England overall and the East Midlands has an older age profile
than nationally.

In 2008, 17.1% of the region’s residents were in the school age group,
63.1% were in the working age group, and 19.7% were in the
pensionable age group.

Within the East Midlands, Leicester City has the youngest age profile
with 19.6% in the school age group. Nottingham City has the highest
proportion in the working age group and Lincolnshire has the oldest
age profile, with 23.9% of residents in the pensionable age group.

In terms of ethnicity, the East Midlands has a similar population profile
to a number of other regions outside London, with over 90% of
residents describing their ethnic group as ‘White’. Residents who
describe themselves as ‘Asian or Asian British’ make up the largest
BME group in the region, accounting for 5% of the total population in
2007 population.

BME population groups have a much younger age profile than the
‘White’ broad ethnic group.

Leicester City accounts for the largest share of residents in the East
Midlands who would classify themselves as belonging to a BME group,
whilst Lincolnshire, Derbyshire and Rutland account for very small
shares.
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2.4 Population born outside the UK

To conclude this snapshot of the region’s current demographic profile, this
section will analyse the proportion of the resident population made up of
individuals born outside the UK. This discussion provides some context for
analysis on international migration, as an important component of historic and
future demographic change.

International migration is a key driver of the changing demographic profile of
the region. However, directly measuring the stock of international migrants is
problematic, and requires use of proxy measures. At a regional level, the best
available indicator is the country of birth variable within the 2008 Annual
Population Survey.” This is distinct from the preceding discussion of ethnicity,
although the data enables us to split the population born outside the UK into
‘White’ and BME groups, and provides a broad proxy for the stock of
international migrants in the region which can be compared to other regions
and across County and Unitary Authorities. It is also important to note that the
APS principally captures long-term migrants (usually referring to migrants
resident in the UK for more than one year). Therefore this section does not
describe ‘short-term migrants’, which are better captured by administrative
data such as National Insurance Number registrations and the ONS’ new
estimates of short-term migration. These data are discussed in more detail in
the Labour Market Chapter.

With these conditions in mind, this data enables broad statements to be made
about migrant population groups. Chart 9 shows that:

e A total of 8.6% of the working age population normally resident in the
East Midlands in 2008 were born outside the UK. This represents an
increase of 1 percentage point on 2006. This is fairly typical for a
region outside London, and compares closely to the East of England
(9.6%) and Yorkshire and the Humber (7.7%);

e However, it is considerably below the proportion for England as a
whole (12.1%), principally because of the impact of London — which is
an extreme oultlier, illustrating its continued importance as a destination
for international migrants. In 2008, 33.3% London’s population were
born outside the UK, up from 31.5% in 2006; and

"The APSis a sample survey, thus data derived from it are subject to sampling variability.
This is particularly an issue for smaller population groups such as international migrants.

The survey may undercount the numbers of people who were born overseas and does not
include a number of groups. These include: people who have been resident in the UK for less
than six months; students in halls who do not have a UK resident parent, and; people in most
other types of communal establishments (e.g. hotels, boarding houses, hostels, mobile home
sites, etc.). Moreover, the results are grossed to population estimates which exclude
migrants staying for less than 12 months.

The data must also be interpreted with care as it does not distinguish between established
and relatively recent migrants, and the sample is insufficient for analysis by individual country
of birth. Additionally, it does not identify the reason for migration (such as employment, family
reasons, study, or asylum). Finally, it also includes children of UK nationals who were born
overseas (such as children of armed forces personnel etc.).

However, the APS is a large survey and provides the only reliable stock estimate of
international migrants, as available administrative sources — such as National Insurance
registrations — are subject to double counting, variable rates of take-up, and do not enable
deregistration (so do not account for migrants who have since left the UK).
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e The East Midlands has a fairly equal division between people who
described themselves as ‘White’ born outside the UK (4%) and those
who described themselves as belonging to a BME group born outside
the UK (4.6%). This contrasts with London, and to a lesser extent the
West Midlands, which have much larger proportions of the resident
population born outside the UK describing themselves as belonging to
a BME group.

This could indicate the increasing share of predominantly ‘White’ migrants
from European Accession countries (the A8 countries plus Romania and
Bulgaria) in the East Midlands non-UK born population.® This group has
tended to disperse to re%ions outside London more widely than previous
tranches of immigration.” This also means that A8 migrants have been more
likely to move to more rural regions and sub-regions than other migrant
groups.

Migrants from ‘New-Commonwealth’ countries, such as India and Pakistan,
are more likely to move to areas with a history of immigration from these
countries and thus well-established communities, like Leicester City. The
employment characteristics of these groups are explored in more detail in the
Labour Market and Deprivation and Economic Inclusion Chapters of ‘The East
Midlands in 2010’.

Chart 9: Population born outside the UK by region, 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January 2008-December 2008,
from NOMIS, 26™ January, 2010.

® The A8 countries refer to the central and eastern European countries that joined the
enlarged European Union in May 2004: Poland, Lithuania, Latvia, Slovakia, Slovenia, Estonia,
Hungary and the Czech Republic. Only the UK, Ireland and Sweden chose not to impose
restrictions on A8 nationals, which — along with the relatively buoyant labour market in the UK
at the time — contributed to migrants from Poland in particular making up the biggest single
movement of foreign nationals to the UK in the post-1945 period.

® The In stitute of Employm ent Research (IER), o n be half of emda, ‘Migrant Workers in the
East Midla nds La bour Market’, January 2007. This work i s cu rrently being update d, with
additional ex ploration on the imp acts of recession on internation al migration. This updated
study will be published in early summer 2010.

24



Chart 10 shows how the share of the population born outside the UK varies
across the County and Unitary Authorities in the East Midlands. This data
should be interpreted with caution at this level. The confidence intervals can
be quite large (as much as +/- 3 percentage points) due to the small sample
size.

Leicester City has by far the largest share of its resident population born
outside the UK, at 31.4%. This is split between 26.7% who described
themselves as belonging to a BME group, and 4.7% who described
themselves as ‘White’. The areas of Nottingham and Derby also have larger
shares of their resident population who are non-UK born compared to the
regional average. In Nottingham, 16.8% of residents in 2008 were born
outside the UK, with those describing themselves as belonging to a BME
group accounting for 10.9% of all residents.

Conversely, the counties all have lower proportions of residents born outside
the UK. Northamptonshire and Lincolnshire have higher shares of White non-
UK born compared to BME non-UK born, possibly illustrating the importance
of migrants from A8 countries to these areas, the majority of whom are White.

Chart 10: Population born outside the UK by County/UA, 2008 (%)

0,
% 30 4

White not UK born
25

m BME not UK born
20 -

Source: ONS Crown Copyright, ‘Annual Population Survey’, January 2008-December 2008,
from NOMIS, 26™ January, 2010.
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Key Points: Population born outside the UK

In 2008, 8.6% of the region’s resident population were born outside the
UK, compared to 12.1% in England overall. However, this is fairly
typical for a region outside London, as the English average is skewed
by the fact that a third of London residents were born outside the UK.

The East Midlands has a higher proportion of ‘White’ residents born
outside the UK compared to those from BME groups relative to some
other regions, possibly reflecting the impact of the post-2004 migration
of predominantly white nationals from the Central and Eastern
European EU Accession States.

Leicester City has the largest proportion of residents born outside the
UK, at 31.4%, but a large proportion are from BME groups, reflecting
the continued importance of Leicester as a destination for migrants
from New Commonwealth countries such as India and Pakistan.
Conversely, Northamptonshire and Lincolnshire have higher
proportions of ‘White’ non-UK born residents, possibly reflecting the
greater tendency of A8 migrants to move to more rural areas for
employment reasons, compared to other migrant groups with more
established communities in urban areas like Leicester and Nottingham.

3. Recent population trends

The following sub-section looks at demographic trend data over recent years,
comparing the 1998 and 2008 Mid-Year Population Estimates. This analysis
is accompanied with a discussion of the components of population change,
i.e. the balance between births and deaths and inward and outward migration.

3.1 Trends in total population

Chart 11: Long-term population trends in the East Midlands and
England, 1981-2008 (thousands)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 1981- 2008, from NOMIS,
22" October, 2009.
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Chart 11 shows that the East Midlands population has been increasing over a
long period of time, and for much of the period from 1981 it has increased
faster than the national average. In 1981, the East Midlands population was
3.9 million, accounting for 8.2% of the total population for England. By 2008,
this share had increased to 8.6%, as the region’s population reached 4.4
million. Chart 11 also shows that although the rate of population growth
slowed in the late 1980s and early 1990s, and again at the end of the 1990s,
periods of past economic downturn have not coincided with a cessation of
population growth, either in the East Midlands, or nationally.

Chart 12: Total population growth by region, 1998-2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 1998-2008, from NOMIS,
19" October, 2009.

Chart 12 shows the total change in population across the English regions
between 1998 and 2008. Over the decade, the population of the East
Midlands increased by approximately 300,400 residents from 4,132,600 in
1998. This represents a 7.3% increase, compared to a 5.4% increase in
England overall. The East Midlands was the only northern or midlands region
to experience population growth in excess of the national average. In
addition, the chart shows that:

e The populations of the East of England and London grew the most over
the decade, London by 7.8% (an additional 554,300 residents) and the
East of England by 8% (an additional 426,700 residents); and

e The population of the North East grew least, by 0.6% (an increase of
only 14,600). However, this represents a change compared to earlier
time periods. The North East’s population decreased year-on-year
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between 1993 and 2001, before increasing year-on-year between 2002
and 2008.

Chart 13 demonstrates that, although all County and Unitary Authorities have
experienced population growth over the decade 1998-2008, there have been
very significant differences across the region:

¢ Rutland has experienced the largest percentage population increase, at
20.2%, but because of the small size of the area, this increase is quite
small in absolute terms (6,600 individuals);

e Lincolnshire and Northamptonshire have both experienced very
substantial increases in their resident populations. Lincolnshire grew
by 11.5%, with 72,000 additional residents over the decade, whilst
Northamptonshire grew by 11.3%, an additional 69,600 residents.
Leicestershire also experienced growth in excess of the regional
average, with an increase of 8.7%; and

e Leicester and Derby Cities both experienced relatively small population
growth. Derby grew by 3.6% (8,300 additional residents) whilst
Leicester City grew by 1.6% (4,700 additional residents).

Chart 13: Total population growth by County/UA, 1998-2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 1998-2008, from NOMIS,
19" October, 2009.

In the context of recent trends in population change, it is useful to compare
Housing Market Areas (see Annex 1) with the analysis by County and Unitary
Authorities area, as HMA boundaries which dissect a number of counties
illustrate key local variations in growth, as shown in Chart 14. All HMAs
experienced positive population change over the decade:

e The fastest growth rates over the decade were experienced by HMAs
in the south and east of the region, in Northamptonshire and
Lincolnshire. The HMA with the fastest growth over the decade was
Central Lincolnshire, which experienced growth of 13.8%. This growth
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rate significantly exceeded that of Coastal Lincolnshire HMA, which
grew by 10.5%;

e The North Northamptonshire and Peterborough Partial HMAs also
experienced growth rates significantly higher than the regional average,
at 12.3% and 11.1% respectively; and

e The Northern HMA experienced the lowest rate of growth over the
period, increasing by only 3.7%. Nottingham Core also grew at a
significantly slower rate than the regional average, at 3.9%. This is
below the rate of growth experienced by Nottingham City UA (5.4%)
because of the relative slow rates of growth in Gedling (0%), Erewash
(2.8%) and Broxtowe (3.5%).

Chart 14: Total population growth by HMA, 1998-2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 1998-2008, from NOMIS,
19" October, 2009.

The final geographical disaggregation in this section is the urban and rural
district classifications. Chart 15 shows how population growth over the
decade 1998-2008 varied according to extent of rurality:

e This very clearly shows that the rural categories of district all
experienced faster than average growth, whilst the urban categories all
grew at below average rates;

e The most ‘rural’ category of district, ‘Rural 80°, experienced a growth
rate of 14% in the East Midlands, almost twice that of the regional
average; and

e The most densely populated category of district, ‘Large Urban’ areas,
experienced the slowest rate of growth, at 3.5% between 1998 and
2008, less than half the rate of the East Midlands overall.

29



Chart 15: Total population growth by urban and rural classification,
1998-2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 1998-2008, from NOMIS,
19" October, 2009.

Map 5 shows population growth rates over the decade 1998-2008 by Local
Authority District. This illustrates the concentration of strong population
growth in the most southerly parts of the region and also the more accessible
parts of Lincolnshire.

The strongest population growth, at 21.5% between 1998 and 2008, was in
the Lincolnshire district of North Kesteven, just east of the A1 corridor, and
containing the expanding market town of Sleaford. In the south of the region,
the districts of South and East Northamptonshire grew at a similarly strong
rate, at 19.4% and 19.2% respectively.

Conversely, Map 5 shows that areas in the north of the region, especially in
the former Coalfield areas, grew at a much slower rate. The district of
Gedling, north east of Nottingham, experienced zero population growth
between 1998 and 2008, and Chesterfield and North East Derbyshire grew at
only 1.6% and 1.7% respectively over the decade.

Generally speaking, the more rural parts of the region have experienced the
fastest rates of population growth, whilst the more urbanised districts
(especially those around the former Coalfields) have grown at a substantially
slower rate.
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Map 5: Total population change by LAD/UA, 1998-2008 (%)
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3.2 Population trends by gender, age and ethnicity

Chart 16 shows how the male and female shares of the total population in the
East Midlands has changed over the decade and how this compares to
England. Between 1998 and 2008 the proportion of the population accounted
for by males has increased both in the East Midlands and nationally. In 1998
men accounted for 49.1% of the region’s population, increasing to 49.5% in
2008. The change was similar in England overall, with the share of the
population accounted for by men increasing from 48.7% to 49.2%. This is due
to the increasing life expectancy of men over the decade, which has increased
at a greater rate than female life expectancy (although this remains higher
than men)."® Change in life expectancy is covered in more detail in the
Chapter on Deprivation and Social Inclusion in ‘The East Midlands in 2010'.
This means that there will be an increasing number of males in the
pensionable age group, which will further increase demands on elder care
services. This is explored later on in this Chapter (Section 4.3) when we look
at dependency ratios.

Chart 16: % Population by gender, England and East Midlands,
1998-2008
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 1998-2008, from NOMIS,
19" October, 2009.

Chart 17 shows how the rate of population growth has varied across the three
broad age groups between 1998 and 2008. All regions have experienced
growth in the working age population and most regions have experienced a
growth in the pensionable age group:

e The pensionable age population has grown faster than the other two
groups in all regions except for London (where it has fallen by -0.7%),
whilst the school age population has fallen in all regions except for the
East of England (where it has grown by only 0.3% over the decade)
and London (where it has grown by 0.2%);

e The pensionable age group in the East Midlands increased by 14.6%
(compared to 9.9% in England overall), which was the second fastest
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rate of growth for this age group of the nine English regions. This
group grew by the fastest rate in the East of England, by 16.4%;

e The East Midlands also experienced the second strongest growth in
the working age population over the decade, increasing by 8.4%
(equivalent to 217,900 additional individuals in that age group
compared to 1998) compared to 12.1% in London and 6.9% in England
as a whole; and

e The school age group decreased by -3.7% (with 29,400 fewer
individuals in that age group in 2008 compared to 1998), which is
slightly lower than the rate of decrease in England overall (-4%).

Chart 17: Population growth by broad age band, 1998-2008 (%)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 1998-2008, from NOMIS,
19" October, 2009.

These differing rates of growth have affected the age structure of the East
Midlands population between 1998 and 2008. There has been a fall of 2
percentage points in the share of the population in the school age group,
which has been offset by increases of 0.7 percentage points (from 62.4% to
63.1%) and 1.3 percentage points (from 18.5% to 19.7%) in the share
accounted for by the working age and pensionable age groups respectively.

Chart 18 shows the percentage growth in population across the three broad
age bands in the nine County and Unitary Authorities. Each has experienced
growth in the working age group. However, in all five Counties and Rutland
this rate of growth has been exceeded by the increase in the pensionable age
population (although in absolute terms the increase in working age population
often far exceeds the increase in the pensionable age group). The chart also
shows that:

e Nottingham City has experienced the greatest rate of growth in its
working age population, increasing by 17.5% over the decade (3,700
additional individuals). However, the population in the school and
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pensionable age bands in the city both decreased significantly, by
-17.4% and -12.5% respectively. Leicester City also experienced
significant decreases in the number of residents in both the school age
and pensionable age populations;

e Derbyshire and Nottinghamshire experienced the slowest rates of
growth in the working age group, at 4.6% and 4.8% respectively over
the decade, alongside decreases in the school age population.
However, both experienced significant growth in the pensionable age
group, suggesting significant population ageing;

e Northamptonshire has seen strong growth in both the working age
group, by 11.9% (46,500 additional individuals) and the pensionable
age group, by 20.4% (20,600 individuals), and has also seen a modest
increase in the school age group, by 2.2%; and

e Rutland and Lincolnshire have both experienced very strong growth in
their pensionable age populations. In Lincolnshire, the pensionable
age group increased by 23.3% over the decade (31,500 additional
individuals) compared to 10.8% in the working age group (40,700
additional individuals).

Chart 18: Population growth by broad age band by County/UA,
1998-2008(%)

|
Derbyshire Pensionable Age
m Working Age
Nottinghamshire
m School Age
Derby City
Leicester City
Leicestershire ‘
East Midlands ‘
Lincolnshire ‘
Northamptonshire
Nottingham [Ci
T : ; ; %
-30 -20 -10 0 10 20 30 40 50
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19" October, 2009.

The final trend in recent population change in this section is the growth of
different ethnic groups. The experimental statistics on ethnicity previously
used in Section 2.3.2 also include time-series from 2001 to 2007.

As the population who describe their ethnicity as ‘White’ make up a significant
majority of the population, this section will look at trends in this group initially,
before looking in detail at trends within BME groups.

The estimated proportion of the population in the East Midlands who would
describe themselves as ‘White’ (including ‘White: other’, which applies to
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migrants from A8 countries) has fallen from 93.4% in 2001 to 90.9% in 2007.
The trend in the region has followed the national trend very closely.

In numerical terms this population has increased over the five year period,
from 3,913,700 East Midlands residents in 2001 to 4,001,000 in 2007. This is
a growth of 2.2% over the six-year period, lower than the rate of total
population change, which was 5%. Therefore a significant proportion of total
population growth between 2001 and 2007 is due to growth in BME groups.

Chart 19 shows the changing share of the population accounted for by
different BME groups. In numerical terms, the BME population has increased
more than both the population in the ‘White’ broad ethnic group and the total
population between 2001 and 2007.

In 2001, East Midlands residents who described themselves as belonging to a
BME group totalled 276,100. In 2007, this was estimated to have increased to
398,700, a growth rate of 44.4% over the six year period. The chart also
shows that:

e In the East Midlands in 2001, people who would describe themselves
as belonging to a BME group made up 6.6% of the population. In 2007
this had increased to 9.1%. This compares to 9.2% in 2001 and 11.8%
in 2007 in England overall; and

e The group that has increased most in terms of their share of the total
population is the ‘Asian or Asian British’ group, which increased from
4.1% in 2001 to 5.0% in 2007. This group also increased its share of
the total population most in England overall.

Chart 19: Population in the East Midlands and England in BME groups,
2001-2007 (%)
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Source: ONS Crown Copyright, Estimated resident population by Ethnic Group (experimental
statistics) 2001-2007.
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Key Points: Recent population trends

The East Midlands population has been increasing year-on-year since
the mid-1980s, and for much of this period it has grown faster than the
national average.

Between 1998 and 2008, the East Midlands was the only northern or
midlands region to experience population growth in excess of the
national average, growing by 7.3% compared to 5.4% nationally.

Within the East Midlands, all County and Unitary Authorities have
experienced some population growth. The population of Rutland,
Lincolnshire and Northamptonshire all grew strongly, by 20.2%, 11.5%
and 11.3% respectively.

Looking at Housing Market Areas illustrates the differences between
cities and their wider conurbations and between central and coastal
Lincolnshire. Central Lincolnshire HMA grew faster than Coastal
Lincolnshire, at 13.8% and 10.5% respectively. The Northern HMA
grew the least, by only 3.7%.

Rural areas grew significantly faster on average than urban areas.
‘Rural 80’ districts experienced a growth rate of 14%, almost twice the
regional average, whilst ‘Large Urban’ districts only grew by 3.5%, less
than half the regional average.

Increasing male life expectancy has seen the share of the population
accounted for by men increase from 49.1% to 49.5% over the decade
1998 to 2008.

Most English regions have experienced demographic ageing over the
decade. The size of the pensionable age group has increased by
14.6% in the East Midlands, compared to 9.9% in England overall.
However, the working age population has also increased strongly, by
8.4% in the region and 6.9% in England.

This has meant that the share of the population accounted for by the
pensionable age group in the region has increased from 18.5% to
19.7%.

Nottingham City has experienced the greatest growth in the working
age group, whilst Lincolnshire and Rutland have experienced the
greatest growth in their respective pensionable age groups.

Although increasing in absolute numbers, the proportion of the
population in the ‘White’ ethnic broad group has decreased overall,
from 93.4% to 90.9% between 2001 and 2007. BME groups have
experienced faster than average population growth, and have thus
increased from 6.6% to 9.2% of the total population between 2001 and
2007.
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3.3 Components of population change

The rate of population growth in a given area is due to the balance between
four factors: births and deaths (together known as ‘natural change’), and
outward and inward migration (together known as ‘migration’).

Estimates of the extent of these factors are the key inputs to each annual
release of population estimates, as they enable the ONS to add and subtract
residents for each year following the last Census."’

Charts 20 and 21 illustrate the headline components of change released with
each Mid Year Estimate (showing the volume of population growth since the
previous mid-year due to natural change and ‘net migration and other
changes’) for 2001-2002 and 2007-2008."2

Chart 20: Natural change and net migration by region, 2001-2002
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 2001, Table 10: Local
Authority Components of Change, 2008.

" Note that these e stimates do not take into account population implications of current policy
— such as planned house building activity — but only changes that have happened in previous
ears.

% Net migration expresses the balance of inward and outward migrants (combining both
international and domestic flows). ‘Other changes’ includes population movement relating to
communal establishments (an establishment providing managed residential accommodation,
such as care homes) and armed forces personnel.
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Chart 21: Natural change and net migration by region, 2007-2008
(thousands)
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Source: ONS Crown Copyright, ‘Mid Year Population Estimates’, 2008, Table 10: Local
Authority Components of Change, 2009.

The charts show that there has been an almost universal increase in the
importance of natural change across the English regions between 2001-2002
and 2007-2008. In detail, this shows the following:

¢ In the East Midlands, net migration and other changes accounted for
29,800 of the 32,000 additional residents in mid-2002 compared to
mid-2001, or 93% of total change. By 2008 however, net migration and
other changes accounted for only 62% of population growth, or 20,800
of the additional 33,300 residents since mid-2007;

e This trend was reflected in England overall. Net migration and other
changes contributed 69% of the 202,600 additional residents between
mid-2002 and mid-2001. In 2008, net migration and other changes
contributed only 43%;

¢ In other regions, natural change provided a negative contribution
between 2001 and 2002, with the South West losing 6,100 residents
through natural change (i.e. 6,100 more deaths than live births that
year), with net migration accounting for 120% of population growth.
Only in London did natural change provide the larger contribution (with
a negative net migration flow of -7,800 that year); and

¢ Between 2007 and 2008, natural change was positive in all regions,
and provided the largest share in the North West and London (where it
counteracted negative net migration) and the West Midlands (where it
exceeded net migration, at 20,200 compared to 9,100 additional
residents).

Chart 22 illustrates the balance between the two components of change for
the region’s County and Unitary Authorities between mid-2007 and mid-2008.
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Chart 22: Natural change and net migration County/UA,
2007-2008 (thousands)
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This shows that the drivers of population growth across the region vary
significantly:

Northamptonshire, the area with the largest volume of population
increase between mid-2007 and mid-2008, experienced equal
contributions from both components;

However, Lincolnshire, which experienced a comparable volume of
increase, and Rutland, which experienced a high rate of increase, both
grew entirely because of migration. Both areas experienced zero
natural change (i.e. parity between births and deaths). Rutland’s
population grew because of a positive net flow of 800 migrants over the
12 months, whilst Lincolnshire experienced positive net migration of
5,200; and

Natural change overwhelmingly drove population growth in Leicester
and Derby Cities. Leicester City lost 600 residents through negative
net migration between mid-2007 and mid-2008. This was
compensated by positive natural change of 2,700 (leading to a
population growth of 2,100). Derby City lost 100 residents through
negative net migration, so its total population growth in the 12 months
of 1,300 was due to a natural change contribution of 1,400.

To understand recent increases in the importance of natural change as a
component of population growth, Chart 23 illustrates long-term trends in live
births and deaths alongside net natural change in the East Midlands. This
shows that:

Although live births in the region have exceeded deaths throughout the
period since 1991-92, the net contribution of natural change fell
between 1991-92 and 2001-02;

The number of deaths remained fairly static up to 2002-03, around
43-45,000 per year. Therefore the fall in net natural change was due to

39



a declining number of births, from 54,200 between mid-1991 and
mid-1992 to 44,600 between mid-2001 and mid-2002; and

e However, net natural change began to increase year-on-year from
2002-2003 (from 2,400 per year to 12,500 in 2007-2008). This was
because of both a strong increase in births per year combined with a
steady decrease in deaths.

Chart 23: Natural change in the East Midlands: live births, deaths and
net change, 1991-1992 to 2007-2008
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Source: ONS Crown Copyright, ‘Mid Year Popul ation Estimates’, 1992-2008, Table 10: Local
Authority Components of Change, 2009.

Although the contribution of net migration to total population growth has
exceeded natural change throughout the period since 1991-1992, the balance
between the two components has changed significantly. Chart 24 illustrates
that:

e The two components were relatively close between 1991-1992 and
1997-1998. Between mid-1991 and mid-1992, natural change
accounted for 42.3% of population growth, and migration accounted for
57.7%;

e Net migration then grew rapidly from 1997-1998, and peaked at 32,400
additional residents between mid-2003 and mid-2004 (accounting for
92.6% of total population change); and

e The volume of net migration then fell to 20,800 between mid-2007 and
mid-2008. As Chart 23 demonstrated, net natural change increased
year-on-year from 2002-2003. By 2007-2008 it contributed 37.5% of
total population change (with migration contributing 62.5%).
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Chart 24: Net components of change in the East Midlands,
1991-1992 to 2007-2008 (thousands)
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Source: ONS Crown Copyright, ‘Mid Year Popul ation Estimates’, 1992-2008, Table 10: Local
Authority Components of Change, 2009.

The recent trend in natural change is due to increasing life expectancies
(especially for men) alongside a more recent increase in fertility rates.
However, this component is closely interlinked to migration, as inward
migration is a key driver in increasing birth rates, as migrants tend to have a
younger age profile, and thus higher fertility rates, than non-migrants.

Migration is the more difficult of the two components to estimate, and is
derived from a range of different sources, including the International
Passenger Survey (IPS) for international migrants, and GP registration data
and a range of other administrative sources for internal migrants. The most
detailed estimates are published for individual Local Authority Districts, and
include inflows and outflows for both international and internal migrants
between each Mid-Year Estimate. Comparable data is not currently available
for higher levels of geography, such as County and Unitary Authority areas or
Government Office Regions, as some migrants move between Local
Authorities within Counties or regions, thus their move is not across a county
or regional boundary. For this reason, internal migration into and out of the
higher level areas is not the sum of numbers moving into or out of the
component lower level areas.™

* ONS Crown Copyright, notes for ‘Table 1: Migration indicators for local authority areas in
England & Wales, mid-2001 to mid-2008’, August 2009.
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Chart 25: Balance of internal and international migrants by Local

%

Authority, 2001-2002 (net migration as a % of mid-2002 population)
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Chart 25 shows net international and net internal migration as a percentage of
the population across the 40 Local Authority Districts and Unitary Authorities
in the East Midlands between mid-2001 and mid-2002, whilst Chart 26 shows
this for mid-2007 to mid-2008. The overriding message from this data is that
in almost all Local Authorities, for both time periods, internal migration (from
other areas in the UK) makes up by far the largest share of net inward
migration. Comparison between the two time periods also demonstrates that
net migration in 2007-2008 was considerably less than in 2001-2002 in many
districts. For example, in North Kesteven, the district that experienced the
highest level of migration in both periods, net migration decreased from 2.7%
of the total population in 2001-2002 to 1.5% in 2007-2008. In addition to this,
the charts show that:

In the balance of internal against international migration, a small
number of districts stand out as exceptions, with international migration
accounting for the larger share. These districts include Nottingham
City, Leicester City, Derby City, Northampton and Broxtowe, which are
all areas with large university student populations;

Rural districts in the south and east of the region have the highest
proportions of overall migration, and internal migration accounts for the
largest share of this. In North Kesteven, net internal migration
accounted for 2.5% of the 2002 resident population and 1.4% of the
2008 resident population, whilst net international migration accounted
for 0.2% and 0.1% respectively; and

Leicester City and Nottingham City have both experienced large net
internal out-migration in both periods. In 2007-2008, net internal
migration accounted for -1.1% of residents of Leicester City, and -0.9%
of Nottingham City residents.
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Chart 26: Balance of internal and international migrants by Local
Authority, 2007-2008 (net migration as a % of mid-2008 population)
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Migration expressed as a proportion of the population allows comparison of
internal and international migration across districts of varying population sizes,
but disguises large variations in the volume of migration. Chart 27 presents
net international and internal migration in volume terms for the period
mid-2007 to mid-2008. This shows that:

Nottingham City had by far the largest volume of in-migration.
Although Nottingham experienced a net outflow of internal migrants,
the inflow of international migrants was so large, at 4,631 additional
residents, the total balance of migration, at 1,966, was higher than any
other Local Authority District or Unitary Authority in the region;
However, Leicester City, despite having a large net inflow of
international migrants (2,701), experienced such a large net outflow of
internal migrants that the total net-balance was negative. Between
2007 and 2008, Leicester lost a total of 606 residents due to net out
migration, the largest total net-outflow of the region’s Local Authority
Districts or Unitary Authorities; and

In most Local Authorities, internal migration accounts for the largest
volume as well as share of migration. For example, in North Kesteven,
1,436 of the total net increase of 1,574 migrants was due to internal
migration.

43



Chart 27: Volume of internal and international migrants by Local
Authority, 2007-2008 (absolute numbers)
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Key Points: Components of recent population change

Net population growth is a consequence of the balance between births
and deaths (‘natural change’) and outward and inward migration.
Collectively these factors are known as the ‘components’ of population
change.

Natural change has increased in importance in all regions between
2001-2002 and 2007-2008. In the East Midlands, natural change
accounted for only 7% of population change between mid-2001 and
mid-2002, but by 2007-2008 this share had increased to 38%.

Since 2002-2003, the number of births in the East Midlands has been
increasing, whilst the number of deaths has been falling. This is due to
increasing life expectancies as well as recent increases in fertility rates.
In Northamptonshire, the local area which has experienced the greatest
volume of growth between mid-2007 and mid-2008, the contribution of
natural change and migration was fairly equal. However in
Lincolnshire, which experienced the second highest volume of growth,
migration and other changes accounted for all of the increase in
population.

Detailed estimates of international migration and migration from other
areas of the UK are available for the 40 Local Authority Districts in the
region. In most cases, internal migration from elsewhere the UK
significantly exceeded the volume of international migration. However
in a small number of districts with large resident student populations,
such as Nottingham, Leicester, Derby and Broxtowe, the reverse is
true, with international migration accounting for the largest share of net-
migration.
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4. Future projections of population change

The following section looks at future prospects for population change, using
the 2006-based Sub-National Population Projections (the 2006-based SNPP)
published by the ONS in June 2008. These are trend-based projections of
future population numbers that assume that future levels of births, deaths and
migration will follow the trajectory of observed levels over the previous five
years (2002 to 2006). They provide the Government’s standard accepted
estimate of future population levels. However, they take no account of local
development policy, economic factors or capacity of areas to accommodate
population. Their aim is simply to provide an indication of possible future
population size and structure based on past trends.™

The trend-based approach used for the projections is consistent across all
local areas. They cover a 25 year horizon, but the nature of projections
means that there is greater degree of uncertainty the further ahead the
projection is made. For this reason this section concentrates on the
projections for 10 years from the base year (i.e. 2006 to 2016). The base year
is 2006 MYE, which will differ from the 2008 MYE used to describe the current
profile of the region’s population earlier in the chapter.

4.1 Projections of total population change

The 2006-based SNPP projects that the East Midlands is expected to be the
fastest growing English region between 2006 and 2016. The population of the
region is projected to increase by 10.5%, to 4.8 million in 2016. This
compares to average growth for England of 7.8%. This is shown in Table 4
and Chart 28.

Table 4: 2006-based Sub-National Population Projections — key data for
the English regions

2006 2006-2016 2006-2026 2006-2031
Population | 000s % 000s % 000s %

England 50,762.9 3,961.3 78| 7,919.5 15.6 | 9,668.6 19.0
North East 2,555.7 82.7 3.2 174.2 6.8 2134 8.3
North West 6,853.2 339.5 5.0 693.0 10.1 842.7 12.3
Yorkshire and

the Humber 5,142.4 478.9 9.3 958.8 18.6 | 1,176.2 22.9
East Midlands 4,364.2 460.4 10.5 922.0 21.1]1,126.5 25.8
West Midlands 5,366.7 295.8 5.5 609.8 11.4 747.0 13.9
East of England 5,606.6 572.9 10.2 | 1,140.8 20.3 | 1,390.8 24.8
London 7,512.4 601.9 8.0 1,120.2 14.9 | 1,345.5 17.9
South East 8,237.8 632.8 7.7 | 1,2855 15.6 | 1,576.0 19.1
South West 5,124.1 496.3 9.7 | 1,014.8 19.8 | 1,250.3 24.4

Source: ONS Cro wn Co pyright, ‘200 6-Based Su b-National Po pulation Proj ections’, Ju ne
2008.

“The projections used in this document are the main, published 2006-based SNPP. This is
sometimes referred to as the ‘central projection’, in reference to a number of variant
projections published at national level, which include higher or lower migration and natural
change assumptions than those used in the central projection. The assumptions
underpinning the central projection are based on past trends, higher or lower variant
projections change those assumptions in order to investigate different trajectories than those
previously experienced.
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The East of England is projected to be the second fastest growing region,
increasing in population size by 10.2% over the 10 years to 2016. The South
East is projected to remain the most populous region, with the highest
population increase in absolute terms, rising by 0.6 million to 8.9 million.

The North East is the region projected to have the smallest increase in
population (in both number and percentage) by 2016, up by 3.2% (less than
0.1 million) to 2.6 million.

Chart 28: Total projected population growth by region, 2006-2016 (%)
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Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’,
June 2008.

Within the East Midlands, the Local Authorities in the south and east of the
region are projected to experience the fastest growth rates, whilst those in the
north and west of the region are projected to grow more slowly over the
decade. Chart 29 shows that:

e Northamptonshire is projected to have the fastest growth rate between
2006 and 2016, at 14.7%, increasing from 669,300 to 767,400
residents over the decade;

e Lincolnshire is also projected to grow considerably, by 13%, from
686,300 to 775,500, 2.5 percentage points higher than average
regional rate of growth. Nottingham City is also projected to grow at an
above average rate, compared to the last decade (where it grew at a
slower rate than the regional average). In 2016 the population of the
city is projected to reach 321,900, an increase of 12.4% on 2006; and

e The lowest rates of growth are projected to be in Derbyshire, Derby
City and Nottinghamshire, at 7.5%, 7.7% and 8.7% respectively over
the decade. However, it is important to note that all three authorities
are projected to grow at rates close to the national average. Even
Derbyshire, with the lowest projected growth rate in the region, is still
forecast to gain an additional 56,400 residents over the decade to 2016
(compared to 33,600 over the previous decade from 1996).
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Chart 29: Total projected population growth by LA/UA, 2006-2016 (%)
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Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’,
June 2008.

Chart 30 shows projected population growth rates between 2006 and 2016 for
the region’s Housing Market Areas (HMASs). In the previous discussion of
recent growth since 1998, the division of the region into HMAs highlights the
variation in population trends within counties (such as between Coastal and
Central Lincolnshire) and the effect of combining city authority with districts
that encompass their wider conurbation (Nottingham Core HMA compared to
the Nottingham City Local Authority, for example). Key observations are as
follows:

e The division of Northamptonshire into West and North
Northamptonshire HMAs illustrates that the fastest growth is projected
to be in the south of the county. West Northamptonshire is projected to
grow by 15.3%, compared to 13.9% in North Northamptonshire HMA.
West Northamptonshire is already the more populous of the two HMAs,
and this growth rate will increase the relative population concentration
in thegouth of the county further. Both HMAs are in the MKSM Growth
Area;

e In Lincolnshire, the projections suggest that, as in the case of past
trends, the fastest future growth is projected to be in Central
Lincolnshire, with significant but slower growth in the eastern, coastal
districts. Central Lincolnshire is projected to experience population
growth of 14%, compared to 12.6% in Coastal Lincolnshire. As in the
case of Northamptonshire, Central Lincolnshire is already the more
populous HMA so this growth pattern could increase concentration of
population in the central part of the county;

'® The Milton Keynes South Midlands (MKSM) Growth Area is one of the Government's
designated areas for large scale housing development in order to ease pressures on London
and the South East and to provide affordable accommodation for key workers. It incorporates
all of Northamptonshire in the East Midlands, along with Milton Keynes, Aylesbury Vale,
Bedfordshire, and Luton in the South East and East of England.

47



e Projected growth over the decade is considerably lower in Nottingham
Core HMA, at 9.1%, which is below the East Midlands average and
third lowest of the regions’ HMAs (when Nottingham City was third
highest of the nine County and Unitary Authorities); and

e The Peak, Dales & Park HMA is proj ected to grow at the slowest rate
(6.1%), and was the least populous of all 12 HMAs in 2006. Its relative
share of the region’s total population could therefore decline by 2016
(from 3.7% to 3.5%).

Chart 30: Total projected population growth by HMA, 2006-2016 (%)
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Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’,
June 2008.

Chart 31 illustrates projected growth by the Defra urban and rural district
classifications. This confirms the picture presented by the earlier analysis by
County/UA and by HMA — that the most rural parts of the region are projected
to experience the fastest rate of population growth. The average growth for
the most rural district classification, ‘Rural 80’, is projected to be 14.2%
between 2006 and 2016, almost 4 percentage points higher than the regional
average. ‘Significant Rural’ districts are also projected to grow faster than
average, at 11.9%. Both urban classifications in the East Midlands are
projected to experience significantly slower rates of growth, at 9.1% for ‘Other
Urban’ districts and 8.9% for ‘Large Urban’ districts.
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Chart 31: Total projected population growth by urban and rural
classification, 2006-2016 (%)
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June 2008.

Map 6 shows projected growth rates for Local Authority Districts. This again
shows high growth rates concentrated in the more rural south of the region.
It also shows a stronger contrast between higher growth rates in the east
compared to slower growth in the west of the region (again contrasting more
rural with more urban areas).

South Northamptonshire, with a growth rate of 22.9% between 2006 and
2016, is projected to be the second fastest growing Local Authority in England
(behind Camden). Daventry and East Northamptonshire are also projected to
grow considerably faster than the regional average.

North Kesteven, in central Lincolnshire, is projected to be one of the fastest
growing parts of the region (at a rate of 17.3%). Although the coastal districts
of East Lindsey and Boston are both projected to grow at relatively strong
rates (13.3% and 11% over the decade), this growth is significantly slower
than North Kesteven.

The slowest growing areas are projected to be in the north of the region,

particularly the Derbyshire Dales, at 3.3%, and North East Derbyshire, at
3.8%.
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Map 6: Total projected population growth by LAD/UA, 2006-2016 (%)
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4.2 Projections of future population change by age group

The SNPP provides detailed data by population age, enabling a discussion of
how forecast population growth varies across the three broad age groups
(school age, working age and pensionable age). The following projections
take into account the implications of the changing legislation for the State
Pension Age. Projections from 2006-2016 will be affected by legislation that
will gradually extend the female state pension age to 65 between 2010 and
2020, bringing this into line with the male state pension age. This means that
the projections for the broad age groups include progressive adjustments
between the working age and pensionable age groups.®

Chart 32: Projected population growth by broad age band, 2006-2016 (%)
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Source: ONS Cro wn Co pyright, ‘200 6-Based Su b-National Po pulation Proj ections’, Ju ne
2008.

Chart 32 shows that between 2006 and 2016, the East Midlands is projected
to experience the fastest growth of all English regions both in the pensionable
age group (15.6% compared to 10.1% in England overall) and the working
age group (10.1% compared to 7.7% in England overall). The school age
group is projected to grow at a slower rate (6.9%), although this still exceeds
the growth of the age group in England overall (6.1%).

This profile of strong growth in the pensionable and working age groups and
much slower growth in the school age group is similar to the East of England
and the South West regions. London is projected to experience negative
growth in the pensionable age group, with the strongest growth in the school
age group (12.1%) of all English regions.

'® To account for the change in the state pension age initiated by the 2007 Pensions Act, the
2006-based population projections adjust the working age and pensionable age groups, using
a matrix that allocates an increasing proportion of women aged between 60 and 64 to the
working age group between 2010 and 2019.
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The outcomes on these differential growth rates on the region’s age profile are
as follows:

e The school age group could decrease in share of the total population,
from 18.8% in 2006 to 18.2% in 2016;

e The working age group could also decrease slightly, from 62.1% to
61.9%; and

e The pensionable age group could increase from 19.1% to 20.0% over
the decade."’

The impact of these changes on dependency (the relationship between the
working age and the other two economically ‘dependent’ age groups) will be
discussed later on in this section.

Chart 33: Projected population growth by broad age band by County/UA,
2006-2016 (%)
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Source: ONS Crown Copyright, 2006-Based Sub-National Population Projections’, June 2008.

Chart 33 illustrates the projections for growth by broad age group across the
East Midlands County and Unitary Authorities. The chart is arranged by total
population growth, illustrating the very different profiles for growth across the
region:

e Northamptonshire and Lincolnshire have the strongest overall projected
growth rates in the region and both have very strong projected growth
in the pensionable age group (21.5% and 22.8% respectively) but also
strong growth in the working age group (13.5% and 11.6%
respectively);

e Nottingham is forecast to have the third fastest growth rate in the
region, but this is in spite of significant negative growth in the

7 These proportions will differ from those cited earlier in the chapter (based on the 2006 Mid-
Year Estimates) due to rounding — with data from the 2006-based SNPP being rounded to the
nearest 1,000.
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pensionable age group (-7.8%) offset by very strong growth in the
working age and school age groups (15.9% and 15.1% respectively);
e Rutland is projected to experience by far the fastest growth rate in the
pensionable age group (27.2% over the decade), far outstripping
growth in the working age (7.9%) and school age groups (4.1%); and

e Leicester City is projected to see negative growth in the pensionable
age growth, albeit at modest rate (-1.4%), whilst total growth is
principally driven by the school age group (16%).

As Leicester City already has the youngest age profile in the region, this
growth is likely to make this difference greater still — especially as many Local
Authorities are projected to experience very small growth in their school age
populations.

Maps 7 and 8 illustrate growth rates for the working age and pensionable age
population groups by Local Authority District (school age is not shown as
there is less variation in growth between most districts, with the exception of
the strong growth in Leicester City and negative growth in parts of
Lincolnshire). Map 7 shows that the fastest growth rates in the working age
population could be in the south of the region and west Lincolnshire. South
Northamptonshire is projected to experience a growth in its working age group
of 21.4% between 2006 and 2016 and North Kesteven is expected to
experience a growth rate of 16.2% in this group. South Derbyshire is also
projected to experience strong growth in its working age population, at 18.8%.
The slowest growth rates in this age group are projected to be in the far north
of the region, with the working age population shrinking by -0.2% in the
Derbyshire Dales over the decade.

Map 8 shows that the fastest rates of growth for the pensionable age group
are projected for districts across Lincolnshire, but also in other more rural
parts of the region, especially in the south. East Northamptonshire is
projected to experience a growth rate of 33.6% for the pensionable age group,
whilst this group in West Lindsey is projected to grow by 27.6% over the
decade to 2016. The slowest rates of growth are again projected to be in the
north of the region, but also in the three cities, with the pensionable age group
in Nottingham City projected to decline by -7.8% over the decade.
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Map 7: Projected population growth for the working age group,
2006-2016 (%)
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Map 8: Projected population growth for the pensionable age group,

2006-2016 (%)
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4.3 Impact of changing age profile on dependency ratios in the region

Chart 34: Estimated and projected age structure of the East Midlands
population: mid-2008 & mid-2031
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Chart 34 illustrates the long-term impacts implied by the 2006-based SNPP on
the age profile of the East Midlands population, compared to the 2008 profile
described earlier in this chapter. This chart shows that, although all age
bands are projected to increase, the largest increases are to be expected
amongst the upper age bands:

The age groups that are projected to increase by the most, both in
volume and percentage terms, are all in the upper age ranges. The
65-69 year old age group could increase by 121,400 individuals to
329,600, a growth of 58% between 2008 and 2031 (compared to a
growth of 23% for all age groups over the period 2008-2031);

Each subsequent age group is projected to increase by at least 50%,
with the two oldest 5-year bands, 80-84 and 85 and over, projected to
increase by 92% (or 98,800 additional individuals) and 137% (131,200
additional individuals) respectively; and

Although growth in the younger age groups is projected to be less
significant, there are a number of younger age bands projected to
experience above average growth. In line with recent increasing birth
rates, the 5-9 year age group is projected to increase by 25% (or
61,000 additional individuals), whilst 30-34 year olds are projected to
increase by 26% (an additional 66,500 individuals).

Dependency ratios provide a useful means of assessing the impact of an
area’s changing age structure on its ability to support those parts of the
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population that are ‘dependent’ on the working age group — i.e. children and
pensioners. Through the three broad age groups used above, dependency
ratios are calculated as follows:

e ‘Child dependency’: the school age group as a proportion of the
working age group (school age/working age x 100);

e ‘Aged dependency’: the pensionable age group as a proportion of the
working age group (pensionable age/working age x 100); and

e ‘Total dependency’: the sum of the school age and the pensionable
age groups as a proportion of the working age group ((school age +
pensionable age)/working age x 100).

Chart 35: Dependency ratios in the East Midlands and England,
2006 and 2016
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Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’, June
2008.

Chart 35 shows that in the East Midlands aged dependency will increase
significantly, whilst changes in child and total dependency ratios will be very
slight.

Child dependency is projected to decrease in both the East Midlands and in

England overall, as the working age population will grow more rapidly than the

school age population over the decade. In the East Midlands, child

dependency was 30.2% in 2006, and could fall to 29.4% in 2016 — compared

to 30.6% (2006) and 30.1% (2016) in England overall. Aged dependency
could increase from 30.8% to 32.3% in the East Midlands over the decade,
compared to an increase from 29.9% to 30.6% in England overall. The
outcome of these two trends is that total dependency could increase from

61% to 61.6% in the East Midlands, but could only increase by 0.2 percentage

points to 60.7% in England overall.
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Chart 36: Aged dependency by County/UA, 2006-2016
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Looking at dependency within the region, Chart 36 shows aged dependency
ratios for the County and Unitary Authorities — as it is in aged dependency that
the largest changes are projected to occur in most authorities. This shows a
clear difference between rural and urban Local Authorities in the region:

e Lincolnshire and Rutland are both projected to experience considerable
increases in their aged dependency ratios over the decade — from
38.8% to 42.7% in Lincolnshire and from 35.5% to 41.9% in Rutland.
These future changes in the balance of dependency are likely to have
implications for both service provision and levels of economic activity;
and

e Nottingham, Leicester and Derby Cities are all projected to experience
a decrease in aged dependency. Aged dependency in Nottingham
could decrease from 20.8% in 2006 to 16.5% in 2016, in Leicester it
could fall from 22.1% to 19.7% and in Derby it could fall from 29.2% to
28%. This could lead to a decrease in total dependency ratios in all
three cities. In the case of Leicester City, the strong growth in the
school age population (and resulting increase in child dependency)
could mean that the decrease in total dependency is slight.
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Key Points: Projections of future population change

e The East Midlands is projected to experience the fastest population
growth of any Englis h region be tween 2006 and 2016, at a rate of
10.5% compared to 7.8% in England over all. This is equivalent to an
additional 0.5 million residents over the decade.

e Northamptonshire is projected to be the fastest growing County or
Unitary Authority. This is one of the fastest rates of growth of any Local
Authority in England.

e Of the region’s HMAs , West Northampt onshire is projected to grow at
the fastest rate, at 15.3% overt he decade. The Peak, Dales & Park
HMA is projected to grow at the slowest rate, at 6.1%.

e The East Midlands is projected to ex perience the fastest growth of any
English region in bo th the pensionable age  and t he working age
groups. Between 2006 and 2016, the pr oportion of all East Midlands
residents in the school age gr  oup could decrease from 18.8% to
18.2%, the proportion of the populati on in the working age group could
also decrease from 62.1% to 61. 9%, and the proportion in the
pensionable age group could increase from 19.1% to 20%.

e Northamptonshire and Lincolns hire are both projected to experience
strong growth in the pensionable age and working age groups, whilst
both Nottingham and Leicester Cities are projected to experience a fall
in the pensionable age group.

e The growth of the pensionable age group in the East Midlands overall
could have significant implications for dependency in the region. Within
the region, this could affect Lincolnshire and Rutland the most, whilst
Nottingham, Leicester and Derby Citie s could all see a decreas e in
aged dependency ratios.

4.4 Components of future population change

The 2006-based Sub-Nationa | Population Projections inc  lude tables on
components of population change, enabli ng a disc ussion of the possible
balance between natural change and migrat ion in population growth in the
future. Again it is important to emphasise that these data are based on recent
trends, and do not account for the impact  of future policy changes (such as
immigration policy), housing or infrastructure development. They only indicate
what could happen if recently observed trends were to continue.

Chart 37 shows births and deaths in the East Midlands projected five years on
from 2006. This shows that the contribution of natural change is likely to grow
over time, as the number of deaths continues to fall  with increasing life
expectancy, and the number of births cont inues to increase. This means that
the net ¢ ontribution of natural cha nge to the regional population could
increase from 10,200 additional resident s in 2007 to 14,000 in 2011, and to
15,800 by 2016. This trend of increasing births rates and falling death rates is
also projected for England overall.
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Chart 37: Projected births and deaths in the East Midlands,
2007-2011 (thousands)
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Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’, Table 6:
Natural change and Migration summaries’, June 2008.

However, it is important to emphasise that this trend cannot be isolated from
migration. As stated earlier, migration affects the balance of births and deaths
because migrants have different age profiles than non-migrants. Migrants that
have moved to most parts of the region are significantly younger than non-
migrants, and thus have higher fertility rates (with exceptions such as parts of
Lincolnshire and Rutland, which have experienced significant in-migration of
older people). This is because a large proportion of migration is for economic
reasons, so migrants tend to be in fertile age groups. Work done for emda by
Experian in 2007 demonstrated that the overall impact of migration has been
to decrease the average age of the region’s population.’

A key area of discussion around the 2006-based SNPP has been the impact
that post-2004 migration from the Central and Eastern European Accession
states may have had on skewing the projected extent of inward international
migration. It has been suggested that including 2 years of above trend
international migration in the 5 years preceding the 2006 base year in the
latest SNPP could provide a higher net international migration component
than is reasonably likely to occur, given the likelihood (also supported by
recent administrative data) that A8 migration to the UK, and to the East
Midlands, will begin to tail off. In response to this it is important to confirm two
decisions taken by the ONS in producing the 2006-based SNPP, which
effectively render such concerns unjustified:

'8 Experian, on behalf of emda, ‘The Contribution of Migration Flows to Demographic Change
in the East Midlands’, March 2007.

International migration has increased the working age population in the region, whilst the
outflow of older people overseas has also mitigated the ageing of the region’s population.
Whilst internal migration has acted to push up aged dependency ratios it has done so only
marginally, as the region as a whole has been subject to substantial inflows of working age
people from other regions as well as those of pensionable age. Nottingham and Leicester
have witnessed a significant decline in the pensionable age population as a consequence of
internal migration, while rural areas (particularly Rutland and Lincolnshire) have experienced
an increase in both the working age and pensionable age population as a result.
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e The projections only include long-term migrants (resident for more than
one year). A large proportion of A8 migrants are treated as short-term
migrants — and as thus not counted in the SNPP. The proportion
classed as short or long-term migrants is based on figures used in the
Mid-Year Population Estimates; and

e Furthermore, the SNPP sets international migration to tail off to nil-net
migration (where out-migration equals in-migration) by 2012.

At a UK level, the Government Actuary’s Department (GAD) and the ONS
have published a number of variants on the 2006-based projections. In
producing a zero net migration variant, the ONS demonstrate that migration
has been the principal driver of the increasing contribution of natural change
for this reason: even with zero net migration (i.e. in-migration artificially set to
equal out-migration), some 69% of the projected population growth for the UK
to 203119 would be directly or indirectly attributable to future net migration of all
types.

Chart 38 shows projected trends for inward and outward migration from the
2006-based Sub-National Population Projections for the East Midlands. This
shows that inward international migration®° to the region is projected to level
off from 2008. The trend in outward international migration is projected to
increase very slightly. Therefore, there will be a positive net gain from
international migration of around 20,000 each year.

In terms of internal migration (from other English regions), both the inflow and
the outflow are projected to increase, but, as Chart 38 illustrates, the outflow
is projected to increase at a slightly faster rate, meaning that the balance of
net internal migration will decrease. In 2007, the projections include 107,700
inward migrants from other English regions in that year, increasing to 111,500
by 2011 (an increase of 3,800). Outward migration to other English regions
increases from 91,200 in 2007 to 96,500 (an increase of 5,300).

When international and internal migration flows are combined, the net
contribution of migration peaks in 2008 (with the peak in the trend in
international migration) at 34,900 additional residents that year, before
decreasing year on year to 32,800 in 2011. By 2016, net migration is
expected to decrease to 31,300.

"% Government Actuary’s Department, ‘Migration and Population Growth’, article
accompanying the 2006-based national population projections, 2007.
% This includes cross-border migration from other UK nations.
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Chart 38: Projected internal and international migration in the
East Midlands, 2007-2011 (thousands)

120 -
R A . Y —e— Internal Migration In
100
Internal Migration Out
S 80 -
S —a— International and Cross
2 Border Migration In
T 60 g
3 —m— International and Cross
3 " & A A Border Migration Out
< 40 -
|_
= = = ——#&
20
0
2007 2008 2009 2010 2011

Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’, Table 6:
Natural Change and Migration Summaries’, June 2008.

Chart 39 looks at the two components together, demonstrating the changing
relative contribution over the five year period for which data is published. This
shows that the balance of natural change compared to migration (both internal
and international) is projected to shift over the period. The contribution of
natural change could increase from 24.3% of total net population growth in
2007 to0 29.9% in 2011. By 2016 it is projected to increase to 33.5%.
However, it is still important to note that migration would still contribute by far
the larger share in these projections (from three quarters in 2007 to two thirds
by 2016), and, as stated above, is a key driver for increasing natural change
(with migrants contributing to higher birth rates and lower death rates).

This trend is also the case in England overall, but to a lesser extent. Itis
important to note that the balance between the components is quite different,
as the migration component for England does not include the internal
migration between English regions (as this obviously does not affect the net
change). In England over the period 2007 to 2011, the share of natural
change in total population growth increases slightly from 53.7% to 54%, whilst
migration decreases from 46.3% to 46%.
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Chart 39: Projected share of total annual population change in the East
Midlands, natural change and migration (%)
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Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’, Table 6:
Natural change and Migration summaries...’, June 2008.

Chart 40 summarises the changing balance between natural change and
migration in the future for the region’s County and Unitary Authorities by
showing the proportion of total net growth accounted for by natural change

alone,

comparing the years 2007 to 2011. This shows that natural change

could account for an increasing proportion of annual growth in 2011 compared
to 2007 in all cases except for Lincolnshire (where, conversely, migration is
increasing in relative terms):

Leicester City is projected to experience negative net migration by
2011, losing around 100 people in the year. This is counteracted by
natural change of 3,200 in 2011 (103% of total growth in that year);

Nottingham and Derby are both projected to experience positive net
migration, but this could decrease in relative share of total population
growth over the period. Nottingham is projected to experience an
absolute decline in net migration, from 1,900 additional residents in
2007 to 1,300 in 2011. Conversely, natural change in Nottingham is
projected to increase from 1,700 to 2,500 between 2007 and 2011 (or
from 47.2% to 65.8% of total annual growth);

In Derby, migration is projected to increase between 2007 and 2011 —
but the rate of growth is significantly lower than natural change. This
means that the contribution of natural change in Derby could increase
from 66.7% to 68.4% over five years. These trends in Nottingham and
Derby are due to the young age profiles of both cities (and thus higher
fertility) and out-migration of older people (leading to declining death
rates); and

In the other extreme, Lincolnshire — which is projected to experience
the second fastest rate of total population in the region —is also
projected to have a negative natural change contribution. Thus the full
extent of population growth in the county could be driven by migration,
which will account for 104.7% and 102.2% of total population growth in
2007 and 2011. This reflects the higher age profile of residents
(especially in the Lincolnshire Coast) and thus lower fertility and higher
death rates compared to elsewhere in the region.
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Chart 40: Projected share of total annual population growth accounted
for by natural change by County/UA, 2007 and 2011 (%)
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Source: ONS Crown Copyright, ‘2006-Based Sub-National Population Projections’, Table 6:
Natural change and Migration summaries...’, June 2008.

Key Points: Components of future population change

The 2006-based projections suggest that the contribution of natural
change to overall population growth is likely to grow over the next
decade, with continued falls in the number of deaths and increasing
birth rates. However, this trend cannot be separated from migration —
as the two components are interdependent. Migrants tend to be
younger, and more likely to start families, so migration is a factor in
increasing net natural change.

In the East Midlands, the contribution of natural change to total
population growth will increase from 24.3% in 2007 to 33.5% in 2016.
However, it is clear from this that migration will still continue to account
for the largest share of population growth.

Inward international migration to the region is projected to increase
between 2006 and 2008, but then level off. Outward international
migration is projected to increase slightly.

In the case of internal migration between other English regions, both
the outflow and inflow are projected to increase, but the outflow is
projected to increase at a faster rate. This means that total net
migration will make a decreasing, but still very significant, contribution
to population growth over the decade 2006-2016.

Leicester City is projected to experience net out-migration, which is
counteracted by the increasing net contribution of natural change.
Lincolnshire is projected to experience negative natural change
alongside strong levels of migration.
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5. Conclusions

Although the East Midlands has a relatively small population (4.4 million, or
8.6% of the total English population), it has experienced significant population
growth in recent years. It is the only one of the northern or midlands regions
to have experienced population growth in excess of the national average.
However, the East Midlands remains one of the most sparsely populated
regions in England, and much of this recent growth has been in more rural
areas. The most densely populated areas of the region have experienced
only modest rates of growth (Leicester, Nottingham and Derby).

In the future, the East Midlands is forecast to experience the fastest
population growth of any English region. This growth is projected to be
concentrated in the south and east of the region and in the more rural areas.
The HMAs of West Northamptonshire, Central Lincolnshire, North
Northamptonshire and Coastal Lincolnshire are projected to grow at
particularly fast rates. Significant growth in rural areas to the south and east,
and slower growth in the cities and the more urbanised north of the region
suggests that the region’s population could become increasingly dispersed if
recent trends continue.

Although areas in Northamptonshire are projected to experience significant
growth in their working age population, much of the growth in Lincolnshire and
other more rural areas will be driven by the pensionable age group. This will
have implications for economic activity, service provision, the type of dwellings
required, and the kind of infrastructure required to support them. The age
profile of the East Midlands is already slightly older than in England overall,
but population projections suggest that this difference will become more
significant over time.

However, it is important not to overstate the ageing population as a region-
wide phenomenon. Strong growth in the working age population means that
aged dependency will remain stable around the three cities and in the south of
the region. Conversely, Leicester is projected to become younger over time,
as high birth rates will contribute to the city being one of the few areas in
England to experience a growing school age group. Population ageing is
therefore a challenge that is likely to affect coastal Lincolnshire and parts of
Derbyshire much more than the rest of the region.

In other parts of the region, the consequence of recent and forecast
population changes is increased ethnic diversity. Overall, numbers of people
who would categorise themselves as belonging to a BME group have grown
faster than people who would categorise themselves as ‘White’. Growth in the
BME population has accounted for the largest share of overall population
growth in some parts of the region, such as Leicester City. BME groups tend
to have a much younger age profile than average, so this is associated with
the increase in the school age group.

Migration has contributed to a more diverse and younger population in the

East Midlands, and international migration has acted to slow population
ageing in areas like Lincolnshire. However, with the exception of areas with
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large student populations, such as Nottingham City and Broxtowe district, the
scale of migration from other parts of the UK significantly outweighs the scale
of international migration.

According to the most recent data, growth in migration appears to be levelling
off. The final significant development observed in this chapter, therefore, has
been the increasing contribution of natural change to overall population
growth. As the region’s birth rate increases, and the number of deaths falls
year-on-year, natural change has accounted for an increasing share of
population growth compared to migration, and is forecast to continue to do so.
However, the two components cannot be separated, as migrants, being
younger and thus more likely to start families, are a key driver of the
increasing positive contribution of natural change.

In summary, recent population trends have seen the East Midlands become
more dispersed and more diverse. Some of the areas that have experienced
the largest population growth rates are more rural, and, in the case of coastal
Lincolnshire, less well connected to the region’s economic and administrative
centres. These areas have also experienced the greatest growth in their
pensionable age populations, whilst the working age has continued to grow in
the better connected south and the three cities. The East Midlands has also
undoubtedly been one of the fastest growing regions in England over the last
10 years, and if past trends continue, it will be the fastest growing region in
future years.
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Annex 1: Spatial definitions

There are a number of different spatial definitions used to describe trends in
the size and nature of the population and housing in the region. All are based
on existing administrative areas, to ensure availability of consistent and
comparable data. At the highest geographical level, the nine English
Government Office Regions will be used to compare trends in the East
Midlands to trends elsewhere in England.

Within the East Midlands, the top level of sub-regional comparison will be the
nine County and Unitary Authority areas. To identify more detailed spatial
variations, key variables for the 36 Local Authority Districts (plus the 4 Unitary
Authorities) will be illustrated on thematically shaded maps. In certain cases,
broad comparisons will be made on an additional aggregation of Local
Authority Districts and Unitary Authorities — the urban and rural district
classification published by the Department for the Environment, Food and
Rural Affairs (Defra).

The urban and rural district classification is one of two approaches for defining
rurality recommended by Defra. In 2004, a classification was developed,
based on Census Output Areas that identified settlement types and then
measured how ‘sparse’ that area was, in terms of population density. This
hierarchical ‘settlement morphology’ grouped Output Areas as urban or rural,
then ‘sparse’ or ‘less sparse’, and then, for the rural OAs, into settlements
such as ‘small town and fringe’, ‘village’, or ‘dispersed’. Defra recommend the
OA classification for measuring population (such as the proportion of
population living in rural settlements), but recognise that it can only be used
for data that is available at OA level — principally Census or administrative
data (such as benefit claimants).?’ For the purposes of comparisons over
time and for use with sample surveys, Defra also commissioned a Local
Authority District-based classification, which is used more widely in ‘The East
Midlands in 2010°. However, this second approach needs to be used with
caution, as it classifies an entire district according to its dominant settlement
type (so a ‘Rural 80’ district describes an area where at least 80% of the
population live in rural areas — although up to 20% could live in settlements
that could be described as ‘urban’).

In the district classification there are six urban/rural Local Authority (LA)
Classifications:

Major Urban — which covers Local Authorities with either 100,000 people or
50% of their population living in urban settlements with a population greater
than 750,000 (there are no Major Urban LAs in the East Midlands);

Large Urban — with either 50,000 people or 50% of population in urban
settlements with between 250,000 and 750,000 people (there are 7 Large
Urban LAs in the East Midlands);

1 See The Countryside Agency, Defra, ODPM, ONS, Welsh Assembly Government, ‘Rural
and Urban Area Classification 2004: An Introductory Guide’, April 2005.

67



Other Urban — with less than 37,000 people or less than 26% of their
population in rural settlements or market towns (there are 8 Other Urban LAs
in the East Midlands);

Significant Rural — with more than 37,000 people or more than 26% of their
population in rural settlements or market towns (there are 7 Significant Rural
LAs in the East Midlands);

Rural-50 with at least 50% but less than 80% of their population in rural
settlements and market towns (there are 8 Rural-50 LAs in the East
Midlands), and;

Rural-80 — with at least 80% of their population in rural settlements and
market towns (there are 10 Rural-80 LAs in the East Midlands).

A final level of geography covered in the Evidence Base is the Housing
Market Areas (HMAs), which are: “geographical areas defined by household
demand and preferences for housing. They reflect the key functional linkages
between places where people live and work.””? HMAs are aggregations of
Unitary and Local Authority Districts used in the Regional Spatial Strategy
(RSS). They cover an area containing the majority (70%) of all household
moves and have a close relationship to sub-regional labour markets.?*> Table
1 and Map 1 show the LAs covered by each HMA.

2 Commu nities and L ocal Governm ent, * Identifying Sub-Regional Hou sing Market Areas
Advice Note’, 2007.

# DTZ Pieda Consulting, on be half of the Ea st Midlands Regional Assembly and the East
Midlands Regional Housing Board, ‘Identifying the Sub-Regional Housing Markets of the East
Midlands’, April 2005.
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Table 1: East Midlands Regional Spatial Strategy Housing Market Areas

(HMAs)

HMA

Local Authority Districts/Unitary Authorities

Central Lincolnshire

Lincoln

North Kesteven

West Lindsey

Coastal Lincolnshire

Boston

East Lindsey

Derby

Derby

Amber Valley

South Derbyshire

Leicester & Liecestershire

Leicester

Blaby

Charnwood

Harborough

Hinckley and Bosworth

Melton

North West Leicestershire

Oadby and Wigston

North Northamptonshire

Corby

Kettering

Wellingborough

East Northamptonshire

Northern (Sheffield/Rotherham)

Bolsover

Chesterfield

North East Derbyshire

Bassetlaw

Nottingham Core

Erewash

Nottingham

Broxtowe

Gedling

Rushcliffe

Nottingham Outer

Ashfield

Mansfield

Newark and Sherwood

Peak, Dales & Park

Derbyshire Dales

High Peak (plus Peak District National Park Area)

Peterborough Partial

Rutland

South Holland

South Kesteven

Northampton (West
Northamptonshire)

Northampton

Daventry

South Northamptonshire

Source: Intelligence East Midlands, on behalf of the East Midlands Regional Assembly, ‘East
Midlands Regional Plan — annual monitoring report 2006/7°, 2008.
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Map 1: The East Midlands Housing Market Areas (HMAS)
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Housing in the East Midlands

2.1 Introduction

This Chapter looks at the demand for and supply of housing in the East
Midlands. It uses the same spatial definitions as used in Chapter 1: the nine
English Government Office Regions, County and Unitary Authorities and other
aggregations of Local Authority Districts, including Housing Market Areas
(HMAs) and urban and rural district classifications.

The housing market and the housing decisions taken by individuals and
families are influenced by a combination of social, financial, and practical
factors. This combination of factors means that clear relationships between
demographic changes and demand for housing in a given location can rarely
be identified. Even where a given trend is clear the housing outcomes can be
complex. For instance, in-migration to an area because of the creation of new
jobs could result in overcrowding or occupation of unfit dwellings, rather than
a demand for new dwellings if the new jobs are poorly paid.

However, in order to plan for future housing development, it is important to
have an understanding of all these factors and possible outcomes. Policy can
be informed by identifying areas of likely housing pressure and concerns for
affordability, and the extent to which current plans are likely to ease these
pressures. An understanding of the demographic changes covered in
Chapter 1 could also inform the type of housing likely to be required, such as
the particular housing requirements of an ageing population in parts of
Lincolnshire compared to a young population in Leicester City.

Section two of this Chapter will provide an introduction to the policy context for
housing in England, and summarises some policy priorities in the East
Midlands. The overriding policy objective is the Government’s challenging
target for house building across the UK in order to alleviate increasing
affordability problems. The framework for this objective is provided by
Planning Policy Statement (PPS) 3. The principal aim of PPS3 is to enable
everyone to have the opportunity to buy or rent a decent home at an
affordable price. It requires planning authorities to plan for affordable housing
and to take into account the accommodation required by different household
types. More recently, PPS4 emphasises the Government’s view that
sustainable development can best be achieved by concentrating new
developments around existing infrastructure. Other recent developments
have raised the importance of the quality of housing stock, including targets to
increase the proportion of households assessed as ‘decent’. Also, housing
policy has increasingly become part of a broader place shaping agenda,
where design of new developments should include a more holistic
consideration of relationships with roads, footpaths and public spaces, and
should encourage a sense of security and community identity. Finally,
housing development is an important tool in moving towards a lower carbon
future, and the aim of current policy is that new housing should increasingly
meet sustainability performance standards.



Section three assesses trends and projections of the number of households
and their composition. The East Midlands has the second smallest number of
households out of the nine English regions but has experienced an above
average rate of growth. The region is also projected to grow at a faster rate
than any other English region in the future. Within the East Midlands, the
West Northamptonshire HMA is projected to grow at the fastest rate between
2006 and 2016 whilst the Northern HMA is projected to grow the least.
Generally, the more rural parts of the region are projected to grow at
significantly faster rates than urban areas. Households are projected to get
smaller over time, with one-person households growing at a particularly strong
rate.

Section four provides an overview of housing supply by considering trends in
the stock of dwellings. The East Midlands also has the second smallest
number of dwellings out of the English regions, but this stock has increased at
the second fastest rate out of the nine English regions between 1998 and
2008. Owner-occupied dwellings make up the largest share of stock in the
region, but the number of dwellings rented from Registered Social Landlords
has grown most rapidly over the last decade. This is principally due to
transfer from Local Authority tenure.

Section five analyses recent trends in the housing market and outcomes in
affordability. Up until 2008, house sales in the East Midlands grew at an
above average rate but house prices increased in line with the national trend.
With the onset of recession, house sales fell significantly in all regions. The
recession also impacted upon house prices, with mean prices falling more
rapidly between 2007 and 2008 in the East Midlands than nationally. More
recent data also suggests that house prices in the East Midlands have also
recovered less rapidly than elsewhere in the country through 2009.

Section six describes the condition of housing stock in the region. A slightly
higher proportion of households lived in ‘non-decent’ dwellings in the East
Midlands than in England overall, and unemployed or lone-person households
in the region were particularly likely to be in ‘non-decent’ accommodation.
However, households in the East Midlands were more likely to be satisfied
with their accommodation than average, and less likely to be living in over-
crowded or damp accommodation.

The final section goes on to summarise recent trends in house building, and
notes that the net additions to housing stock in the East Midlands have
decreased more in the last year, with the impact of recession, compared to
other regions. Annual levels of net additions in the region are also
significantly lower than the number of new dwellings implied by the housing
and population projections. Finally, section seven looks at the quality of
design and construction in the region, and how far this has met some of the
objectives set out in recent government policy. An assessment of recent
developments found that the East Midlands had the highest proportion of
developments assessed as having ‘poor’ design standards of all nine regions,
presenting significant challenges for policy makers in increasing the standard
of design in the future.



2.2 The policy context for housing

2.2.1 National policy

The overriding policy priorities for housing in England are set out in the
Government’s housing Green Paper, ‘Homes for the Future’. This responded
to an independent review carried out by Kate Barker for the Chancellor of the
Exchequer and Deputy Prime Minister, which recommended an ambitious
programme of house building to alleviate the worsening problems of
affordability.” By 2004, the average house price had increased to over eight
times the average annual salary, which, the Government argued, was in part
due to a historic shortfall in housing completions. Annual completions in
England are almost half the 350,000 achieved in the late 1960s. With a
growing population, this has caused demand to grow faster than supply,
leading house prices to double between 1997 and 2007, and to rise more
quickly than earnings in all regions.> The Government’s policy response was
to set a target for house building in England to rise over time to 240,000
additional homes a year by 2016, compared to estimates of 185,000 per year
when strategy was published. Due to the impact of recession on the housing
market and the construction sector, build rates are believed to have fallen
significantly through 2008 and 2009. In total the Government identified a
need for 3 million new homes by 2020, 2 million of which should be provided
by 2016.

The Government’s housing policy is implemented through planning policy
statements (PPSs), with PPS3 setting out the planning policy framework for
delivering the Government’s housing objectives. The principal aim of PPS3 is
to enable everyone to have the opportunity to buy or rent a decent home at a
price they can afford, and in a place where they would want to live. If these
objectives are to be met, it is expected that there will need to be a step-
change in housing delivery to the scale set out in the '"Homes for the Future’
Green Paper.

PPS3 sets the requirement for local planning authorities to identify and
maintain a rolling five-year supply of deliverable land for housing. A key
concept in PPS3 is one of achieving the right ‘mix’ of housing. Housing
Market Areas should include some homes that are affordable and some that
are at the market value, to widen the opportunities for home ownership,
particularly for those who are vulnerable, and “address the requirements of
the community”. To plan for this ‘mix’ of housing, local planning authorities
should develop a view of the different types of households likely to require
housing during the planning period. In doing this, they should have regard to
future demographic trends in order to accommodate the requirements of
particular household types, such as families with children, disabled people
and older people. This should inform the size and type of affordable housing

! Kate Barker, on behalf of the Office of the Deputy Prime Minister and HM Treasury, ‘Review
of Housing Supply — Delivering Stability: Securing our Future Housing Needs’, March 2004.

2 Department for Communities and Local Government, Green Paper, ‘Homes for the Future:
more affordable, more sustainable’, July 2007.



needed and the range of circumstances in which affordable housing will be
required.

Housing policy is not just concerned with achieving a quantity of homes that
meets demand and stabilises affordability, it is also increasingly concerned
with ensuring a level of quality in housing stock. A key aspect of this is the
concept of ‘decent’ housing. The ‘Decent Homes Standard’ is a minimum
standard, initially applied to social housing and then extended to the private
rented sector in 2002. A ‘decent’ home should be warm, weatherproof and
have reasonably modern facilities (for further detail, see Section 2.6 on
condition of housing stock). In the case of the private sector, the Government
is particularly keen to reduce the number of vulnerable households living in
non-decent homes.®> The Government expects 95% of all social housing to be
‘decent’ by 2010, which means that delivery agencies will need to refurbish
3.6 million homes by this date.* Local Authorities are encouraged to meet this
challenge by increased use of other bodies to manage housing stock, or direct
transfer of that stock to other organisations. Strategies include: setting up
Arm's Length Management Organisations (ALMO) to manage and renovate a
council’s housing stock; using Private Finance Initiative (PFI) to encourage
extra private sector investment in partnership with public finance, and;
transferring all or some of the stock to a Registered Social Landlord (RSL),
leaving the Local Authority free to focus on more strategic housing functions.
The Decent Homes Standard can therefore be seen as one of the policy
developments that have contributed to declining stock held by Local
Authorities and increasing stock held by RSLs and other organisations.

The importance of high quality building and design is also increasingly
emphasised, especially in regards to how housing development can contribute
to low carbon and place making/community cohesion objectives. In 1999, the
Government established the Commission for Architecture and the Built
Environment (CABE) to advise on architecture, urban design and public
space. Working with the Home Builders’ Federation, CABE produced the
‘Building for Life Standards’,’ setting 20 criteria defining good design, which
could be used to assess the quality of housing and neighbourhoods.

Regional and local planning bodies must now include assessments of the
quality of new housing development, using the Building for Life Standards, in
their annual monitoring reports. This indicator would report the number and
proportion of total new build completions of housing sites assessed as very
good, good, average and poor against the 20 Building for Life criteria.

® For the purposes of the Decent Homes Standard, ‘vulnerable households’ are defined as
those in receipt of at least one of the principal means tested or disability related benefits, such
as income support or housing benefit.

* Communities and Local Government, ‘A Decent Home: Definition and Guidance for
Implementation — Update’, June 2006.

® See CABE, ‘Building for Life — 2008 Edition’, 2008.

® The Building for Life Criteria are as follows:

Environment and Community: criteria 1-5 — the provision of community facilities (1), a mix
of accommodation type (2) and tenure (3) that reflects the needs of the community; access to
transport (4) and, features that reduce the environmental impact of the development (5).
Character: criteria 6-10 — design that is specific to the scheme (6), use of existing buildings,
landscape and topography (7), distinctiveness of character (8), a logical and clear layout (9)
and, streets that are defined by a well-structured building layout (10).



2.2.2 Regional policy

The current Regional Spatial Strategy (RSS) sets the framework for local
strategies to deliver the objectives described in PPS3 and identifies particular
regional priorities to direct planning decisions in each region. RSSs do not
deal in site specific detail, but instead identify the scale and distribution of new
housing across the region. Specific developments at a local level are detailed
in Local Development Frameworks.

In the East Midlands, the RSS covers the period up to 2026. It is currently
undergoing a process of partial review, but from April 2010 the adopted RSS
was combined with the current Regional Economic Strategy to become the
interim Regional Strategy, in line with the timetable set out in the policy
guidance for the Local Democracy, Economic Development and Construction
Act. Currently the RSS includes the following key policy objectives:

e The principal housing policy priority in the RSS is one of urban
concentration: “in the next two decades development should be
concentrated on the region’s major urban areas in ways that allow cities
and towns to work together for mutual benefit while retaining their
distinctive identity.” The rationale for this overarching policy is one of
sustainability: the RSS argues that by focusing new development in and
around centres of existing population, the need for individuals to travel will
be reduced, and the impact on the environment will be lessened; and

e The principal of urban concentration is set out in Policy 3, which states that
a “major proportion” of new growth should be concentrated in and around
the Principal Urban Areas of Derby, Nottingham, Leicester, Northampton
and Lincoln. Additionally, “appropriate development of a lesser scale”
should be concentrated in towns designated by the RSS as ‘Sub-Regional
Centres’, including: Boston, Grantham and Spalding in Lincolnshire;
Daventry in Northamptonshire; Chesterfield and Swadlincote in
Derbyshire; Mansfield, Ashfield, llkeston, Newark, and Worksop in
Nottinghamshire; and Coalville, Hinckley, Loughborough, Market
Harborough and Melton Mowbray in Leicestershire.

In July 2008, the Government asked the Regional Assembly to undertake a
Partial Review of the RSS, in response to both the housing Green Paper and
recommendations from the Panel responsible for the RSS Examination in

Streets, Parking and Pedestrianisation: criteria 11-15 — a building layout that takes priority
over streets and car parking, so that highways do not dominate (11), well integrated car
parking (12), pedestrian, cycle and vehicle-friendly streets (13), integration with existing
streets, paths and surrounding development (14) and, public spaces and pedestrian routes
that are overlooked and feel safe (15); and

Design & Construction: criteria 16-20 — public space that is well designed and suitable
managed (16), buildings that exhibit quality architecture (17), internal spaces and layout allow
for adaptation, extension or conversion (18), use made of advances in construction
technology to enhance performance, quality and attractiveness (19) and, buildings and
spaces that outperform statutory minima, such as building regulations.

" Government Office for the East Midlands, ‘East Midlands Regional Plan’, March 2009



Public (which reported in November 2007). This included requests to look in
detail at the housing implications of the 2006-based population and household
projections, affordable housing targets, transport, and issues around
development in flood risk areas in Lincolnshire.® The Regional Assembly
presented Partial Review Options in June 2009 for public consultation, which
included a review of the transport strategy elements of the RSS to ensure that
transport infrastructure and services meet the needs of a growing population
in a sustainable manner.? After this consultation, elements of the review that
looked at housing numbers were removed from the process, with the
exception of housing in coastal Lincolnshire. To inform this, a major
Lincolnshire Coastal Study was initiated to examine the scale of development
in light of flood risk. The RSS has adopted a precautionary approach that
limits housing numbers in the three Lincolnshire coastal districts to existing
commitments. The RSS Partial Review was submitted to the Secretary of
State in March 2010.

2.3 Estimates and projections of households in the
East Midlands

The term ‘household’ as defined by the ONS in the last Census, refers to one
person living alone or a group of people who share the same address with
common housekeeping as their only main residence. This is further clarified,
for a group of people, as sharing at least one meal a day or sharing living
accommodation (a living or sitting room). The occupant(s) of a bedsit who do
not share a sitting or living room with anyone else comprise a single
household.

Household projections are produced by calculating household formation rates
from previous Censuses, and then applying these to the National and Sub-
National Population Projections. The sub-national projections are initially
made independently of the national projections, and then adjusted for
consistency with the national data. Similarly, projections for sub-regional
areas are adjusted for consistency with the regional projections.” Household
projections are not an assessment of housing need and, like the population
projections, do not take account of future policies or the capacity of private
sector developers to deliver. They are an indication of the likely change in the
number of households in the long-term if previous demographic trends
continue. The latest household projections were published by the Department
for Communities and Local Government (CLG) in March 2009, and are based
on the 2006-based Sub-National Population Projections.

® East Midlands Regional Assembly, ‘Draft Partial Review Project Plan’, October 2009.

® East Midlands Regional Assembly, ‘Partial Review: Options Consultation’, June 2009.

'% The household projections are quality assured by an independent Advisory Group. This
group includes national experts from Anglia Ruskin University, Cambridge University, CLG,
Experian, GLA, ONS, NHPAU, Nottingham County Council, Oxford Economics and the
University of Reading.

The data sources used for projecting household membership rates are the 2001 Census,
special analyses of 10% samples of the 1971, 1981 and 1991 Censuses; the ONS
Longitudinal Study samples from the 1971 and 1981 Censuses and the Labour Force Survey
(LFS) from 2002 onwards. The LFS is considered the best available source of data about
household membership rates after the 2001 Census.



Two further terms are used in conjunction with households: ‘need’ and
‘demand’. PPS3 defines ‘need’ as “the quantity of housing required for
households who are unable to access suitable housing without financial
assistance,” and ‘demand’ as: “the quantity of housing that households are
willing and able to buy or rent.”"’

The key sources for informing the current and likely future demand for housing
are the household estimates and projections published by the Department for
Communities and Local Government (CLG). The following sub-section looks
at how the number of households has changed historically in the region, the
projections for future change at a regional and HMA level, the changing
composition of households, and the drivers of likely future change.

Chart 1: Number of households by English region, 1972-2006 (000s)
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Source: Communities and Local Government, ‘Household Estimates by Region, 1972-2006’,
Table 403, March 2009.

2.3.1 Key household trends

The household projections are accompanied with estimates of historic change
in the number of households nationally. Chart 1 shows the number of
households in each English region from 1972 through to 2006 (the base year
for the projections). This illustrates that the East Midlands has the second
smallest number of households out of all the English regions, but the rate of
growth has been slightly higher than the national average. This means that
the region’s share of the England total has increased over time, from

" Communities and Local Government, ‘Planning Policy Statement 3 (PPS3): Housing’,
November 2006.



1,263,000 households in 1972, 7.8% of the national total, to 1,849,000 in
2006, 8.6% of the national total.

In light of the recession and the associated downturn in the housing market,
there may be expectations that the trend could slow or even begin to fall
during the period 2007-2009. However, looking at the long-term trend from
1972, there is little evidence from previous recessions that trends in
household numbers are likely to change significantly. Households in the East
Midlands increased every year since 1972, and it is not clear that periods of
lower household growth can be linked to the economic cycle. For example,
during the recession of the late 1980s / early 1990s, the number of
households increased by around 1.5% per annum in the East Midlands, whilst
during years of economic growth in the late 1990s, households increased by
less than 1% per annum in the region. This is because household trends are
far more closely linked to demographic phenomena, meaning that although
recessions coincide with subdued housing market activity, the demand for
housing associated with population trends continues to increase.

Chart 2 shows growth in the number of households in 10-year bands (with a
final entry for total growth between 2006 and 2031, the extent of the
projections). Between 1986 and 1996, the number of households in the East
Midlands grew at a faster rate than the national average, at 11.8% compared
to 8.9% in England overall. This was equivalent to an additional 176,000
households over the decade.

The fastest rate of growth was in the South West, at 12.2%. Between 1996
and 2006 the East Midlands also grew faster than the average for England, at
10.7% compared to 9%. This was equivalent to an additional 179,000
households in the region. London grew the fastest of all English regions over
this decade, at 11.9%. Looking forward, Chart 2 also illustrates that over the
decade from 2006 the East Midlands is likely to experience the fastest rate of
growth of any other English region.

The East Midlands is projected to experience a growth rate of 15.6% over the
decade to 2016, compared to the national average of 12%. This is equivalent
to 289,000 households — increasing the East Midlands total to 2,138,000
households by 2016, or 8.9% of the total for England.

In addition:

e The next fastest rate of growth over the decade is projected to be in the
East of England, at 14.5%. The largest absolute increase is projected to
be in the South East, which will gain 391,000 additional households by
2016;

e The slowest rate of growth is projected to be in the North East, at 8.2%;
and

¢ Interms of average annual increases, the East Midlands is projected to
gain 28,900 households per annum between 2006 and 2016, compared to
39,100 in the South East and 9,100 in the North East.
In England overall, an additional 259,100 households per annum are
projected.



Chart 2: Change in the number of households by English region,
1986-2031 (%)
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Source: Communities and Local Government, ‘Household Projections by Region, 2006-2031’,
Table 408, March 2009.

The 2006-based household projections cover the period up until 2031. Due to
the nature of projections, the margin for error increases the further the
forecast goes into the future. For this reason, the reporting that accompanied
the statistical release focuses on the period 2006-2016. However, the RSS
Partial Review now looks forward to 2031, the full period covered by the 2006-
based household projections. Key points for the period 2006-2031 are as
follows:

e The number of households in the East Midlands is expected to increase to
2,539,000 by 2031. This represents a growth of 37.3% over the period
2006-2031, or an additional 690,000 households. This is the fastest rate
of growth of any English region, and is significantly higher than the national
average of 29.3%;

e The average annual increase in the East Midlands is 27,600 households
over 25 years, which is slightly lower than the rate of growth projected over
the period 2006-2016;

e The number of households in the East Midlands is projected to increase to
9.1% of the total for England; and

e The South West is projected to experience the next fastest growth, at
35.7%, whilst the North East is projected to experience the slowest growth,
at 18.6%.
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Table 1: Household projections by Housing Market Area (HMA),
2006-2031 (000s and %)

2006 2016 2031
Increase | Increase Increase | Increase

Households Households % (numbers) | Households | % (numbers)
Central
Lincolnshire 118,300 141,000 19.2 22,700 172,200 45.6 53,900
Coastal
Lincolnshire 86,100 101,600 18.0 15,500 123,500 434 37,400
Derby 188,700 216,300 14.6 27,600 255,100 35.2 66,400
Leicester and
Leicestershire 376,800 431,300 14.5 54,500 508,900 35.1 132,100
North
Northamptonshire 127,800 152,100 19.0 24,300 186,500 45.9 58,700
Northern 166,200 184,700 11.1 18,500 211,200 27 1 45,000
Nottingham Core 204,600 229,600 12.2 25,000 266,800 30.4 62,200
Nottingham Outer 140,700 161,800 15.0 21,100 191,700 36.2 51,000
Peak, Dales and
Park 69,000 77,000 11.6 8,000 89,300 29.4 20,300
Peterborough
Partial 217,300 256,500 18.0 39,200 305,700 40.7 88,400
West
Northamptonshire 153,900 185,800 20.7 31,900 227,800 48.0 73,900
East Midlands 1,849,000 2,138,000 15.6 289,000 2,539,000 37.3 690,000

Source: Communities and Local Government, ‘Household Projections by Region, 2006-2031’,
HMA calculations by East Midlands ONS Regional Team, April 2009.

Table 1 sets out the key points from the 2006-based household projections for
the HMAs in the East Midlands and the overall rate of growth for each HMA
between 2006 and 2016 is shown in Chart 3. This shows that the fastest
growth in the region is projected to be in the southern and more rural HMAs,
with the northern HMAs all growing below the regional average:

e West Northamptonshire is projected to experience the fastest rate of
growth, with the number of households increasing by 20.7% over the
decade, over five percentage points more than the regional average;

e The most populous HMA, Leicester and Leicestershire with 376,800
households in 2006, will grow slightly more slowly than the regional
average, at 14.5%. However, it will experience the largest absolute
increase — with an additional 54,500 households over the decade; and

e The Northern and the Peak, Dales and Park HMAs will grow at the slowest
rates, at 11.1% and 11.6% respectively. However, it is important to note
that this growth rate is still close to the English average of 12% between
2006 and 2016.
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Chart 3: Change in number of households by HMA, 2006-2016 (%)
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Source: Communities and Local Government, ‘Household Projections by Region, 2006-2031’,
HMA calculations by East Midlands ONS Regional Team, April 2009.

Chart 4 summarises the differences in household growth between urban and
rural areas by looking at the Defra district classifications. As in the case of
population change, this illustrates that the highest growth rates are projected
to be in the most rural, ‘Rural 80’, districts — where the number of households
are projected to increase by 19.3% over the decade 2006-2016 (compared to
the regional average of 15.6%). Both urban classifications are projected to
experience slower than average growth in households, with ‘Large Urban’
districts increasing by 14%.

Chart 4: Change in number of households by urban-rural district
classification, 2006-2016 (%)
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Source: Communities and Local Government, ‘Household Projections by Region, 2006-2031’,
Defra urban-rural district calculations by East Midlands ONS Regional Team, November
2009.
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Map 1 shows that the districts that are projected to experience the fastest rate
of growth in the number of households will be in the far south of the region, in
central Lincolnshire, and in other more rural districts, such as southern
Derbyshire. The number of households is projected to increase by 27.6%
between 2006 and 2016 in South Northamptonshire, and by 23.3% in East
Northamptonshire. The number of households is forecast to grow by 22.8% in
North Kesteven, whilst West Lindsey is projected to experience growth of
22%. South Derbyshire is projected to experience growth of 24.5%, the
second fastest rate of growth in the region behind South Northamptonshire.

Growth in the number of households is projected to be slower in the far north
of the region, at 8.6% in North East Derbyshire and 8.7% in the Derbyshire
Dales. However, it is also projected to be relatively slow in a number of
districts immediately adjacent to Leicester and Nottingham Cities. Oadby and
Wigston, near Leicester, is projected the slowest growth rate in the number of
households in the region, at 5.8%, whilst Gedling, near Nottingham, is
projected to experience a growth of 9.4%.

This pattern of growth in the number of households broadly reflects the recent
and projected distribution of population growth across the region.
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Map 1: Change in number of households by LAD/UA, 2006-2016 (%)
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As well as overall numbers, the 2006-based household projections also
include data on the changes in household composition. Composition is
discussed in terms of five categories:

e Married couple households (which contain one or more married couple
families);

e Co-habiting couples (containing one or more co-habiting couple families,
but no married couples);

e Lone parent households (containing one or more lone parent families, but
no married or co-habiting couples);

e Other multi-person households (containing neither a married or co-habiting
couple family, nor a lone parent household — examples include unrelated
adults sharing a house or flat or a lone parent with only non-dependent
children); and

e One person households (one person living alone who shares neither
housekeeping nor a living room with anyone else).

Chart 5 shows growth rates over the period 2006 to 2016 across these five
groups. From this it is clear that co-habiting couple households are projected
to have the highest rate of growth (at 41.8% in the East Midlands) whilst one
person households are also projected to grow significantly (at 27.2%).
Conversely, the number of married couple households are projected to
decline slightly in England overall (by -3%) and increase only very modestly in
the East Midlands (by 1.7%).

Chart 5: Change in households by composition category, England and

East Midlands, 2006-2016 (%)
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Source: Communities and Local Government, ‘Household Projections by Region, 2006-2031’,
Table 404, March 2009.
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Chart 6 shows how these differential growth rates will affect the composition
of households in the East Midlands over the medium and long-term:

¢ In 2006, married couple families accounted for the largest share of
households in the region, at 46.8%. The next largest proportion was
accounted for by one person households, at 29.8%;

e The proportion of married couple households will decrease by 2016, to
41.2%, whilst co-habiting couple households will grow to 13% (from
10.6% in 2006) and one person households to 32.8%. The share
made up of one parent and other multi-person households will stay
static, around 7% and 6% respectively; and

e By 2031, one person households will grow to 36.6% of all households,
whilst married couple households will continue to fall, also to 36.6%.

This illustrates that an increasing number of new household formation is
projected to be from one person households, significantly changing the nature
of housing required over the forecast period.

Chart 6: Household composition in the East Midlands by category (%)
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Chart 7 shows the impact of the changing balance of household composition
on overall household size. The ratio of the number of people to number of
households has fallen steeply over time, and is projected to continue to fall. In
1997, there were 2.41 people to each household in both the East Midlands
and England. The chart shows five year intervals from 2001, which illustrates
that the rate of decrease in the East Midlands becomes slightly more rapid
than England from 2006 onwards. In 2006 the ratio was 2.32 both regionally
and nationally. By 2016, the ratio is projected to be 2.22 in the East Midlands
and 2.23 in England, falling to 2.12 in the East Midlands and 2.13 in England
by 2031. As Chart 6 suggests, the declining size is largely due to the rapid
increase in one person households.
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Chart 7: Ratio of people to households, England and East Midlands,
2001-2031 (ratio, five year intervals)
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Source: Communities and Local Government, ‘Household Projections by Region, 2006-2031’,
Table 404, March 2009.

2.3.2 Components of household growth

The Department for Communities and Local Government (CLG) have
investigated the impact of the different components of household growth. This
is done by running the projection model and holding the factor of interest
constant, allowing all the other factors to change — and observing what effect
this has on the resulting number of households compared to the main
projection.

The three components investigated in this way were:

e Population level — where all the demographic factors (age structure, and
level of population due to migration and natural change) are held constant;

e Age structure — where just the age structure of the population is held
constant; and

e Household formation — where all the demographic factors are allowed to
change and just the household formation rate is held constant.

The three components are closely interrelated, so the impact all three have on
the total household group add up to more than 100%.
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Chart 8: Components of household growth by English region,
2006-2031 (%)
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Source: Communities and Local Government, ‘Household Projections by Region, 2006-2031’,
Table 415, March 2009.

The impact of these three components on total household growth by region is
shown by Chart 8. This illustrates that, in all regions, the main driver for
projected growth in households is the increase in population, which reflects
the combined effects of increasing fertility rates, rising life expectancy and net
inward migration. In the East Midlands, factors associated with population
change account for 79% of total household growth between 2006 and 2031,
compared to 74% in England overall (CLG estimate that, of this national
figure, 33% can be attributed to net migration).

Age structure alone contributes 11% to household growth over the projection
period in the East Midlands, compared to 12% for England overall. Outcomes
of changing age structure relevant to household growth include the growing
number of one person pensioner households.

Finally, household formation rates alone contribute 14% to total household
growth in the East Midlands, compared to 18% in England overall. All three
components have a positive impact on total household growth in all regions,
with London being the only region where age structure makes a slightly higher
contribution than household formation (with London being an atypical region
with a particularly young age profile).

2.3.3 Additional demand for accommodation
In addition to having regard to estimates of household population, Local

Authorities are also required to monitor other indicators of demand for
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potential housing, especially regarding vulnerable groups. The Housing Act of
1996 places a statutory requirement on Local Authorities to assist families
who are homeless or threatened with homelessness, by securing
accommodation in certain circumstances: “they must secure suitable
temporary accommodation until a settled home becomes available.” Other
duties are for Local Authorities to provide help to households in accessing
information and applying for assistance. They are also encouraged to work
closely with social services and other statutory, voluntary and private sector
partners to tackle homelessness more effectively.'?

The Government’s suggested measure for tracking progress is achieving a
reduction in the number of households living in temporary accommodation
under homeless provision (National Indicator 156). This data is now
published on a quarterly basis, and the following analysis looks at the first
quarter (1st January — 31st March) for each year between 1999 and 2009 in
order to make consistent comparisons between years:

¢ In the first quarter of 2009, the East Midlands accounted for the second
smallest proportion of homeless households in temporary accommodation
of the nine regions, at 1.5% of the English total, with 930 households. This
share has decreased from 3.5% of the national total in the first quarter of
1999;

e The number of homeless households in temporary accommodation has
fallen significantly in the East Midlands, by -53.3%. The trend has been
quite volatile, with the number increasing to 3,030 in the first quarter of
2005, before falling again. However, the East Midlands’ trend compares
favourably to the national picture, where the number of homeless
households has increased by 13.1% between quarter one 1999 and
quarter one 2009; and

e London accounts for by far the largest share of the national total, at 47,780
households in the first quarter of 2009, or 74.7% of all homeless
households in temporary accommodation in England.™

Equivalent data is not available for all nine of the Upper Tier Authorities in the
East Midlands, so only regional comparisons can be presented here.

Local Authorities also have a statutory duty to accommodate gypsy and
traveller households. Data on this is provided by the count of gypsy and
traveller caravans' (known as the ‘caravan count’), which is undertaken for

'2 Communities and Local Government, ‘Homelessness Code of Guidance for Local
Authorities’, July 2006.

'* Communities and Local Government, NI 156, analysis provided by the ONS East Midlands
Regional Team.

A ‘caravan’ is defined in the Caravan Sites and Control of Development Act 1960 as "any
structure designed or adapted for human habitation which is capable of being moved from
one place to another (whether by being towed or by being transported on a motor vehicle or
trailer) and any motor vehicle so designated or adapted”. The count should include all mobile
homes, ‘trailers’ and converted vehicles which fall within the definition of a ‘caravan’ and are
occupied by ‘gypsies’, which are defined as "persons of nomadic habit of life, whatever their
race or origin". Local Authorities should include in the count return only those ‘touring’
caravans which are used as additional sleeping accommodation on a permanent or semi-
permanent basis.
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each Local Authority and reported to the Department for Communities and
Local Government in January and July each year. The Government also
collect information on the size and nature of sites provided for gypsy and
traveller caravans, whether they have planning permission, and whether theg/
are ‘tolerated’ by Local Authorities if they do not have planning permission.’

Chart 9 shows the total number of caravans counted in each English region in
the July count of 2007, 2008 and 2009 (the January count is not included due
to seasonal variation). This shows that the count of gypsy and traveller
caravans fluctuated in most regions between 2007 and 2009, with no
consistent trend. In the East Midlands, the count has increased from 1,248
caravans in July 2007 to 1,452 in July 2008, but then decreased to 1,402 in
July 2008.

e This is the third lowest count of t he English regions, with the North East
having the lowest number of caravans throughout the period.

e However, the overall rate of incr ease in caravan count in the East
Midlands between July 2007 and July 20 09 is the highest of all English
regions, at 12.3%, compared to a 1.7% increase in En gland overall. This
is also the largest abs olute increase — with an additional 15 4 caravans in
July 2009 compared to July 2007.

e This means that the East Midlands ’ share of the total Englis h caravan
count has increased over the three year period, from 7.3% to 8% between
July 2007 and July 2009.

e The largest number of caravans was in the East of England, whic h had a
count of 4,025 in July 2009, 23.1% of the total for all England.

Chart 9: Count of gypsy and traveller caravans by English region, July
2007- July 2009 (total number of caravans)
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Source: Communities and Local Government, ‘Count of Gypsy and Traveller Caravans, last
five counts’, 16th July 2009, Table 1, downloaded 25th February, 2010

'® ‘Tolerated’ caravan sites that do not have planning permission are those sites against
which the planning authority has decided not to take action. Where a site is ‘not tolerated’, the
planning authority or land owner will have decided to seek the removal of the caravans.
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Chart 10 shows how the number of caravans in the East Midlands is
distributed across the different kinds of site ownership, the proportion of
caravans on unauthorised sites that were ‘tolerated’ by planning authorities,
and how this differs from the national average:

e The East Midlands has a smaller share of caravans located on authorised
sites rented from Local Authorities or Registers Social Landloards (socially
rented) than in England overall, at 22.5% compared to 37.9%.
Conversely, it has a larger proportion of caravans located on private sites,
at 49.3% compared to 40.7%;

e The East Midlands had a larger share of the total count of caravans
located on unauthorised sites owned by the gypsies or travellers that were
‘not tolerated’ by the planning authorities, at 11.1% compared to 5.7% in
England overall; and

e There was a larger share of caravans on unauthorised sites that were not
owned by the gypsies or travellers but were still tolerated by the planning
authorities, at 7.4% compared to 3.3% nationally.

The region has experienced an above average growth in caravans over the
three year period, and this may explain why there is a larger proportion of
caravans on unauthorised sites not owned by gypsies or travellers tolerated
by land owners or planning authorities.

Chart 10: Count of gypsy and traveller caravans, July 2009
(% of total number of caravans)
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Source: Communities and Local Government, ‘Count of Gypsy and Traveller Caravans, last
five counts’, 16th July 2009, Table 1, downloaded 25th February, 2010.

Chart 11 shows how the total caravan count for the East Midlands is
distributed across the nine Upper Tier Authorities. Some areas, such as
Lincolnshire, have experienced a significant increase over the period, whilst
the trend has been less clear in other areas. Leicestershire and
Northamptonshire had the largest shares in July 2007 and July 2008
respectively, but the rate of change in Lincolnshire was such that the county
recorded the largest caravan count in the region in July 2009, with 22% of the
East Midlands total. Chart 11 also suggests that the more rural Local
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Authorities in the region are significantly more likely to be accommodating
gypsy and traveller communities than elsewhere. Nottingham, Derby and
Leicester City all have relatively small caravan counts (with a combined total
of 8.3% in July 2009). With the exception of Rutland (with only 0.9% of the
region’s caravans), this data suggests that the accommodation of gypsy and
traveller communities is principally a rural issue.

Chart 11: Count of gypsy and traveller caravans by Local
Authority/Unitary Authority, July 2007- July 2009 (total number of
caravans)
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Source: Communities and Local Government, ‘Count of Gypsy and Traveller Caravans, last
five counts’, 16th July 2009, Table 1, downloaded 25th February, 2010.

Finally, Local Authorities provide information on the nature and capacity of
sites allocated for gypsy and traveller communities. In July 2009, there were
259 ‘pitches’ in the region provided by Local Authorities and Registered Social
Landlords, 5.4% of the total for England, providing capacity for 449 caravans
(5.6% of the total capacity provided for England). This is the second smallest
capacity of the English regions (with the North East providing 4.5% of pitches
and 4% of total national caravan capacity). This share is significantly lower
than the East Midlands share of the total national caravan count (8%) and
may explain why the region has a higher proportion of caravans located on
privately owned sites than in England overall.

The largest number of Local Authority or Registered Social Landlord pitches
for gypsy or traveller caravans in the East Midlands is provided by
Lincolnshire County Council, with 76 pitches. However, these pitches provide
capacity for 109 caravans, which is lower than the capacity in
Northamptonshire. In July 2009, Northamptonshire provided capacity for 135
caravans across 75 pitches.
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This includes the largest site in the region, Ecton Lane Park Caravan Site,
which includes 35 pitches and has a capacity for 70 caravans.'®

Key Points: Household trends and additional demand for housing

e The East Midlands has the second smallest number of households of the
nine English regions, but the number has increased at a faster than
average rate.

¢ 1In 2006, there were 1,849,000 households in the East Midlands, 8.6% of
the English total.

e Between 2006 and 2016, the number of households in the East Midlands
is projected to grow faster than any other region, at a rate of 15.6%
compared to 12% in England overall. By 2016, there will be 2,138,000
households in the region.

¢ The West Northamptonshire HMA is expected to experience the greatest
rate of growth within the East Midlands, followed by Central Lincolnshire.

e The more urban HMAs, Derby, Leicester and Leicestershire and
Nottingham Core, will all grow below the East Midlands regional average.
The slowest rate of growth is projected to be in the Northern HMA.

e Co-habiting couples and one person households are the composition
categories that will grow the fastest. A significant proportion of growth in
the future will be accounted for by the formation of new one person
households. By 2031, one person households will make up the same
proportion of the total household population as married couple
households.

e The average size of households will continue to get smaller over the
forecast period, and at a slightly faster rate in the East Midlands.

e The biggest drivers for household growth are the increasing size of the
population due to migration, natural change and changing age structure.
This accounted for 79% of household growth in the East Midlands over the
projection period (2006-2031).

e The East Midlands has a relatively small share of homeless households in
temporary accommodation, and this has decreased over time.

e The region’s share of gypsy and traveller caravans increased between
2007 and 2009. Larger numbers of caravans were located in the more
rural Local Authorities, especially Lincolnshire, which accounts for the
largest share of the region’s caravan count.

e Possibly because of a smaller proportion of sites provided by Local
Authorities and Registered Social Landlords in the region, gypsy and
traveller caravans were more likely to establish authorised settlements on
privately owned sites. Of non-authorised settlements, planning authorities
in the region were more likely to ‘tolerate’ caravans on sites that were not
owned by the gypsies or travellers themselves in the region than in
England overall.

'® Communities and Local Government, ‘Gypsy sites provided by Local Authorities and
Registered Social Landlords in England’, Table 2, 16th July 2009, downloaded 25th February,
2010.
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2.4 Dwelling stock

If household estimates can be used to represent the demand for housing, an
indication of the quantity of supply is provided by estimates of dwelling stock.

Data on dwellings use the latest applicable Census definition. In the data
used in this section, the 2001 Census definition applies. This describes
dwellings as either containing a single household space or several household
spaces sharing some facilities and designed as a self-contained unit of
accommodation. Self-containment is where all of the rooms (including
bathroom and toilet) are behind a single door which only that household can
use. Non self-contained household spaces at the same address should be
counted together as a single dwelling. Therefore a dwelling can consist of
one self-contained household space or two or more non self-contained
household spaces at the same address. The term ‘multiple occupancy’ refers
to a single dwelling containing more than one household.

The 2001 Census defines dwelling by type as follows: houses, bungalows,
flats, maisonettes, and bedsits. However, no clear definition for each is
available. Houses include single story bungalows. Flats are particularly
difficult to define, but the Building Regulations (2000) defines a flat as follows:
“A flat is a separate and self-contained premises constructed or adapted for
use for residential purposes and forming part of a building from some other
part of which it is divided horizontally.” A maisonette is a flat encompassing
more than one story."’

Another type of dwelling is a ‘communal establishment’, i.e. an establishment
providing managed residential accommodation. These are usually not
counted in overall dwelling stock data, but include university and college
student accommodation, hospital staff accommodation, hotels and hostels,
defence establishments and prisons.

Non-permanent or ‘temporary’ dwellings — which include caravans, mobile
homes, converted railway carriages and houseboats — are included if they are
the occupants’ main residence and council tax is payable on them.
Permanent gypsy and Traveller pitches are also counted if they are, or likely
to become, the occupants’ main residence. In all stock figures, vacant
dwellings and second homes are included.

The dwelling stock statistics used in this section are published in the CLG
annual ‘Housing Statistics’ release, and are based on Local Authority Housing
Flows Reconciliation returns, whilst more detailed data, such as age of stock,
is estimated on the basis of the latest Survey of English Housing (a national
sample survey carried out on behalf of the Government).

7 Communities and Local Government, ‘Housing Statistics 2008’, December 2008.
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2.4.1 Key trends in dwelling stock

Charts 12 and 13 shows the change in the number of dwellings over time,
illustrating that the trend in dwelling stock follows the trend in households
(shown in Chart 1) quite closely in each English region:

Chart 12 shows that dwellings have increased in all regions, but the East
Midlands has consistently had the second smallest dwelling stock of the
nine regions, at 1,937,000 in 2009 (8.6% of the total for England).
However, this share has increased over time as dwelling stock in the East
Midlands has increased at a faster rate than the English average;

To compare to recent population trends described in Chapter 1 (1998-
2008) and household trends in Section 2.3 of this Chapter (1996-2006),
two different time periods have to be used. Dwelling stock in the East
Midlands increased at a faster rate than population between 1998 and
2008, at 10% compared to a population growth rate of 7.3%, but at a
slower rate than numbers of households between 1996 and 2006, at 9.5%
compared to 10.7%;

The faster rate of household growth compared to population growth can be
attributed to the decline in the number of people per household and
increasing number of single person households;

In both periods, dwellings in the East Midlands increased at a faster rate
than the English average. Between 1998 and 2008, dwellings in the East
Midlands increased from 1,748,000 to 1,923,000. This is the second
highest growth rate of the nine English regions over this period; and

The number of dwellings has remained higher than the number of
households throughout the period 1996 to 2006, although the difference
between the two has decreased from 47,000 to 31,000 over the period.
This is because of vacant dwellings and second homes.
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Chart 12: Number of dwellings by English region, 1991-2009 (000s)
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Source: Communities and Local Government, ‘Dwelling Stock by Tenure and Region’, Table
109, December 2010.
Note: data for 2002 to 2009 is provisional.

If trends in the number of households are not affected by recession, growth
rates in the number of dwellings clearly are, given the impact recession has
on the house building sector (Chapter 8, Transport and Infrastructure,
examines construction trends in detail). Chart 12 illustrates that the increase
in dwellings slowed between 2008 and 2009 compared to the long-term trend.
In the East Midlands, the number of dwellings in 2009 increased by 0.7% on
2008, the smallest annual increase for the period 1991-2009.
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Chart 13: Growth in dwellings by region, 1998-2008 (%)
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Source: Communities and Local Government, ‘Dwelling Stock by Tenure and Region’, Table
109, December 2010.

There are four categories of tenure used to describe dwelling stock and
household data:

1.

2.

Owner-occupied: this includes accommodation that is owned outright or is
being bought with a mortgage;

Rented privately: this is defined as all non-owner-occupied property
excluding that which is rented from Local Authorities and Registered Social
Landlords or accommodation provided by private or public bodies as part
of an employment contract. This includes property occupied rent-free by
someone other than the owner. Collectively, owner-occupied and private
rented dwellings are referred to as ‘private sector dwellings’;

Rented from Registered Social Landlords (RSLs): this is the technical
name for social landlords that are registered with the Tenant Services
Authority (TSA), the regulator for social housing. Most are Housing
Associations (HAs), but there are also trusts, co-operatives and
companies. HAs are independent societies, bodies of trustees or
companies established for the purpose of providing low cost social housing
for people in housing need on a non-profit making basis. Much of the
supported housing accommodation in the UK is provided by HAs, with
specialist projects for people with mental health or learning disabilities,
substance misuse problems, the formerly homeless, young people, ex-
offenders and women fleeing domestic violence. HAs not registered with
the TSA are not strictly RSLs unless otherwise stated, but these make up
a very small proportion of RSLs in the UK. RSL housing is usually
grouped as ‘public sector dwellings’; and

. Rented from Local Authorities: this category represents all dwellings

owned and built by Local Housing Authorities under the Housing Act of
1985. Statistics in this category also include dwellings built by New Towns
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and other Government Departments (such as the Ministry of Defence)
because the numbers involved are very small. These dwellings are also

referred to as ‘public sector dwellings’.'®

The most recent data for which there is a breakdown of dwelling stock by
tenure relates to 2007. In these categories, the profile of dwelling stock in the
East Midlands is very similar to that for England overall, as shown in Chart 14.
However, the region has a higher proportion of owner occupied dwellings (at
74% compared to 70% in England) but lower proportions of dwellings rented
privately (11% compared to 13%) and rented from RSLs (5% compared to
9%). The East Midlands also has a higher proportion of dwellings rented from
Local Authorities than nationally (11% compared to 9%).

Chart 14: Dwellings by tenure, England and East Midlands, 2007 (%)
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Source: Communities and Local Government, ‘Dwelling Stock by Tenure and Region’, Table
109, December 2010.

Chart 15 illustrates trends in the stock of dwellings in the East Midlands by
tenure. This shows that:

e The largest tenure category, owner occupied dwellings, increased
significantly, from 1,158,000 in 1991 (71% of all dwelling stock in the
region) to 1,398,000 in 2007 (74% of dwelling stock). Over the decade
1997-2007, the number of owner occupied dwellings in the East Midlands
increased by 12.9%;

e The fastest growth rate has been in dwellings rented from RSLs, at 91.7%
over the decade 1997-2007, principally due to transfer from the Local
Authority sector. However, it must be noted that although RSL dwellings
have more than doubled as a proportion of the regional total since 1991
(from 1.7% to 4.8%), absolute numbers remain comparatively small. In

'® |bid, ‘Housing Statistics 2008’
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1991, there were an estimated 28,000 dwellings in RSL tenure in the East
Midlands, by 2007 this had increased to 92,000; and

e Local Authority (LA) owned stock decreased by -28.7% in the East
Midlands between 1997 and 2007. Since 1991, the share of total housing
stock in Local Authority tenure has decreased from 314,000 dwellings in
1991 (19% of all East Midlands stock) to 209,000 (11% of stock) in 2007.

The trend of declining numbers of Local Authority stock, and higher numbers
of RSL stock, is due to a number of developments in the management of
public sector housing over the last two decades. New Housing Associations
have been formed to move stock across from the Local Authority to the RSL
sector, known as Large Scale Voluntary Transfer (LSVT), whilst developments
such as ‘the right to buy’ offered to Council housing tenants has led to LA
stock moving into the private sector. According to the Government Office for
the East Midlands, there were eight Large Scale Voluntary Transfers in the
period 1997-2007, accounting for a total of 35,608 dwellings (almost 40% of
which were from districts in Lincolnshire). Of relevance to the discussion later
in this section, 10,505 were classed as ‘non-decent’, reflecting practice of
transferring LA stock in need of repair to the RSL sector.'® RSLs have also
been able to increase their stock due to access to new funding, which has not
been available to Local Authorities.

Chart 15: Trends in dwellings by tenure in the East Midlands, 1991-2007
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Source: Communities and Local Government, ‘Dwelling Stock by Tenure and Region’, Table
109, December 2008.

Chart 16 details dwelling stock by type of dwelling. This shows that the East
Midlands has a greater proportion of houses or bungalows than in England
overall, with 92% of stock categorised as such compared to a national

'® Government Office for the East Midlands, ‘Completed LSVTs’, October 2009.
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average of 82%. Within this broad category, the region has higher proportions
of both detached and semi-detached houses and bungalows, but a lower
proportion of terraced houses. Conversely, the East Midlands has a lower
proportion of dwellings categorised as flats or maisonettes than in England
overall (7% compared to 17%).

Comparisons with the national average are somewhat misleading, as it is
skewed by the atypical nature of dwelling stock in London (55% of which are
houses or bungalows, 43% are flats or maisonettes). However, although
dwelling stock in the other eight regions has a similar profile, the East
Midlands still has the highest proportion of dwellings classed as houses or
bungalows and the lowest classed as flats or maisonettes.

Chart 16: Dwelling stock by type, England and the East Midlands,
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Source: Communities and Local Government, ‘Dwelling Stock, England: type of
accommodation, by region’, Table 117, from 2007-2008 Survey of English Housing.

Sub-regional data on dwelling stock is limited. No overall totals are available
because data on private sector housing (both owner-occupied and privately
rented) is not published at Local Authority level. Data is instead limited to
RSL rented stock and Local Authority owned stock, although it must be noted
that for most areas these categories of tenure account for the minority of total
housing stock (see Chart 14).
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Chart 17: East Midlands Local Authority owned dwelling stock by HMA,
1994-2008
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Source: Communities and Local Government, HMA calculations produced by East Midlands
ONS Regional Team, November 2009.

Chart 17 shows the East Midlands total of Local Authority owned stock split by
HMA. This shows that Local Authority owned stock has been declining in all
HMAs for the period 1994-2008. In the case of some HMAs (e.g. Coastal
Lincolnshire) where some of its constituent Local Authorities have become
Large Scale Voluntary Transfer authorities, the stock has reduced to zero or a
very small number. For other HMAs, this decline has been more gradual.

To be consistent with earlier time series, looking over the decade 1998-2008:

e Leicester and Leicestershire HMA had the largest share of LA stock in the
region, at 41,629 dwellings in 2008. This has declined by -20.8% since
1998, compared to a decline of -32.9% in the region overall;

e The fastest rate of decline has been experienced by North
Nortamptonshire, at -59.2% over the period. However, in Coastal
Lincolnshire HMA, Large Scale Voluntary Transfer meant that the 10,171
LA owned dwellings in 1998 reduced to zero by 2008. Across
Lincolnshire, dwellings rented from the Ministry of Defence make up a
significant proportion of LA stock; and

¢ Nottingham Core, Derby, West Northamptonshire, Central Lincolnshire,
and Peak, Dales and Park HMAs also all experienced decreases in their
LA stock in excess of 30% over the decade 1998-2008.

Chart 18 shows the distribution of rented dwelling stock managed by
Registered Social Landlords (RSLs) across the region’s HMA. This data has
remained fairly stable between 2002 and 2008, but there was a significant
change in the definition from 2002 (with the addition of bed spaces to the self-
contained units that were previously measured), which means that earlier data
is not comparable. The share of the East Midlands total of RSL stock by HMA
differs from the distribution of LA owned stock. As established earlier, this is
partly a function of the transfer of LA stock to RSLs through Large Scale
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Voluntary Transfer, meaning that some of the areas with the smallest shares
of LA stock have higher shares of RSL stock:

e The HMAs that cover the three largest cities account for the largest
proportion of RSL stock. Nottingham Core HMA had 21,084 self-contained
units and bed spaces rented by RSLs, 19.3% of the total for the region.
Leicester and Leicestershire and Derby HMAs account for 15.8% and
12.9% of the regional total respectively;

e Whilst Coastal Lincolnshire had very small numbers of LA stock, it
accounts for a significant proportion of the region’s RSL stock, accounting
for 10.6% of the East Midlands total with 11,553 self-contained units or
bed spaces; and

e Some of the more rural HMAs account for relatively small shares of RSL
stock, with Peterborough Partial, Northern and Peak, Dales & Park having
the smallest numbers in the region.

Chart 18: Share of RSL stock by HMA, 2008 (%)
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Source: Communities and Local Government, HMA calculations produced by East Midlands
ONS Regional Team, November 2009.

2.4.2 Vacant dwellings

In profiling the extent of the region’s dwelling stock, it is important to
summarise trends in the number of vacant dwellings. Data on vacant
dwellings is only available for public sector stock (Local Authority and RSL)
which, as demonstrated earlier in this section, accounts for a relatively small
share of total dwelling stock.

Data from 1999 to 2009 shows that vacant stock in Local Authority ownership
has declined significantly in all regions. In the East Midlands, the number of
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vacant dwellings in LA ownership fell from 5,400 in 1999 to 3,300 in 2009, a
decrease of -39%. This fall has been slower than many other regions, with
vacant LA dwellings falling by -59% in England overall. This means that the
East Midlands share of total LA vacant dwellings in England has increased
over the decade, from 6.4% in 1999 to 9.5% in 2009.

However, as Chart 15 demonstrated, the total number of dwellings in LA
tenure has been decreasing in both the East Midlands. Therefore the
proportion of all LA dwellings that are vacant has remained fairly flat in both
the region and in England overall. In 1999, 1.9% of all dwellings in the East
Midlands in LA tenure were vacant, compared to 1.8% in 2009.

It is important to emphasise that LA dwellings can be vacant because they
have been taken into council ownership and closed for clearance or to make
way for new development. Therefore it is important to distinguish between
dwellings that are vacant, and those that are vacant and available for
immediate letting, or which will be available after only minor repairs. These
dwellings are known as ‘management vacant’. Throughout the period 1999 to
2009, there has been a higher proportion of LA dwellings classed as
‘management vacant’ than in England overall, meaning a higher proportion of
this stock could represent viable additional accommodation. In 2009, 57.6%
of vacant LA stock (1,900 dwellings) in the East Midlands was ‘management
vacant’, compared to 47.1% in England overall.°

Looking at stock in RSL tenure, the number of vacant dwellings has also
decreased, although at a slower rate than LA owned vacant dwellings in the
East Midlands, falling from 2,198 in 1999 to 1,535 in 2009, a decrease of just
over -30%. In England overall, vacant RSL stock has remained fairly stable,
decreasing by only -1%. As a proportion of all RSL stock, vacant dwellings
have decreased quite significantly, from 3.8% in 1999 to 1.8% in 2009. As
total RSL stock increased over the same period, this is likely to be a function
of Large Scale Voluntary Transfer from LA tenure: with Local Authorities
transferring vacant stock that can be quickly let to the RSL sector, which then
rapidly becomes occupied once in RSL tenure. This interpretation is
supported by the fact that a higher proportion of RSL stock is ‘management
vacant’ compared to LA stock. In 2009, 63% of vacant RSL stock in the East
Midlands was ‘management vacant’, over five percentage points higher than
the proportion of LA stock described as ‘management vacant.?’

% Deperment for Communities and Local Government (CLG), ‘Vacant Dwellings: local
authority vacant dwellings, by region: England 1989 — 2009’, Table 611, November 2009.
2 CLG, ‘Vacant Dwellings: RSL vacants, by region, from 1994’, Table 613, September 2009.
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2.4.3 Projections of future dwelling stock

Chart 19: Projections of population, dwellings and households in the
East Midlands, 2006-2031
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Source: Simpson, L, et al., Population Studies and Projection Services, University of
Manchester, on behalf of the East Midlands Regional Assembly, ‘Demographic Projections for
the East Midlands, Local Authorities and Housing Market Areas’, June 2009.

Finally, this section presents the possible future demand for dwellings
associated with population and household projections.

Chart 19 presents the official 2006 based projections for population and
households to 2031 alongside dwelling numbers. This is based on work
undertaken by the University of Manchester, using the ONS 2006-based Sub-
National Population Projections. The dwelling figures are therefore trend
based: they do not take into account planned housing developments, future
policy change, or the capacity for local areas to accommodate this growth.
The dwelling projections are produced by estimating rates of households
sharing dwellings, vacant dwellings and second or holiday homes. These
assumptions are based on the 2001 Census, adjusted in some cases by data
from Local Authority Council Tax records. Chart 19 demonstrates that:

e Over the period 2006 to 2031, the projections assume1.04 dwellings to
every one household across the East Midlands as a whole. As stated
above, the number of dwellings exceeds the number of households
because of second homes, vacant dwellings, etc;

e Based on this ratio, an average increase of 27,570 households per annum
would result in a demand for 28,600 additional dwellings per annum; and
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This would lead to a total requirement for 2,633,000 dwellings in 2031,
representing 715,000 additional dwellings since 2006.

The above projections can be compared with estimates of actual dwelling
stock for the period 2006 to 2009 (introduced in Section 2.4.1). This enables
a comparison of actual increases in dwelling stock to the demand for
additional dwellings associated with projected population growth:

Official estimates of dwelling stock indicate an average of 19,250
additional dwellings per annum between 2005-2006 and 2008-2009.
However, this includes a significant fall in the rate of increase in 2008-2009
(with only 14,000 additional dwellings over the year, compared to 21,000 in
2007-2008 and 22,000 in 2006-2007).

The projections for the same period suggest a need for an additional
28,700 dwellings per annum, with no corresponding fall between 2008 and
2009. This is because the projections are trend based and cannot account
for the impacts of the recession on house building. The projection for 2009
is for 2,002,000 dwellings, compared to the official estimate of dwelling
stock of 1,937,000, a 3.4% difference.

Two observations can be made from this. Firstly, the relatively small
difference between the projections for 2009 and the estimates of actual
dwelling stock suggests that the projections provide a reasonably accurate
picture of likely requirement for housing in the short to medium-term.
Secondly, the fact that population trends are not affected by recession in
the same way as growth in dwelling stock suggests that there could be an
accumulation of latent demand for housing during the current period of
subdued construction activity.
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Key Points: Dwelling stock in the East Midlands

Historically, the number of dwellings has closely followed the number of
households in most regions. However, there are higher numbers of
dwellings than households both regionally and nationally, due to vacant
dwellings and second homes. In 2009, there were 1,937,000 dwellings in the
East Midlands, 8.6% of the English total.

Between 1998 and 2008, the number of dwellings in the East Midlands
increased at a faster rate than the population, at 10% compared to 7.3%.
However, for the period for which we have estimates of recent household
trends, 1996 to 2006, the number of dwellings increased at a slower rate
than households. The faster rate of household compared to population
growth can be attributed to the decline in the number of people per
household and increasing number of single person households.

Dwellings in the East Midlands increased at a faster rate than the English
average. Between 1998 and 2008, the rate of growth in East Midlands
dwelling stock was the second fastest of the nine English regions.

However, there is evidence to suggest that the recession has had an impact
on the growth in dwelling stock in the region. Between 2008 and 2009,
dwelling stock increased by only 0.7%, the smallest annual increase for the
period 1991-2009.

A larger proportion of dwellings are owner-occupied in the East Midlands
than nationally, at 74% compared to 70%. The East Midlands also has a
higher proportion of Local Authority owned stock than in England overall.
However, stock owned by Registered Social Landlords has grown faster than
other tenure categories over the decade to 2007, principally due to transfer
from the LA sector.

The East Midlands has the highest proportion of dwelling stock classed as
houses or bungalows, and the lowest classed as flats or maisonettes of all
English regions.

Dwelling stock owned by Local Authorities has declined in all HMAs over the
decade. Leicester and Leicestershire HMA accounts for the largest
proportion of LA owned stock in the region whilst North Northamptonshire
experienced the fastest rate of decline over the decade 1998-2008.

The most urban HMAs account for the largest share of stock rented by RSLs.
RSL stock has grown over time whilst LA owned stock has declined due to
Large Scale Voluntary Transfer of public sector housing stock from LA to
RSL tenure.

The number of vacant dwellings in both LA and RSL tenure in the East
Midlands has declined over time, but there is a higher proportion of vacant
stock in the RSL sector that can be described as ‘management vacant’ —i.e.
available for immediate letting or requiring only minor repairs. This may
reflect the fact that Local Authorities transferred larger proportions of stock
that was ready to let to RSLs, whilst vacant stock in LA tenure includes
dwellings that have been taken into council ownership to be cleared for new
development.

Dwellings projections, derived from the 2006-based population and
household projections, suggest that there could be a requirement for an
additional 28,600 dwellings per annum if past trends continue. This would
result in a total dwelling stock of 2,633,000 by 2031.
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2.5 House prices and affordability

This sub-section describes recent trends in the housing market across the
English regions and in the HMAs within the East Midlands. This will begin
with an assessment of trends in house sales and house prices as context for
the discussion of affordability that will follow.

Housing market trends are closely related to conditions in the wider economy.
Chart 19 shows data reported by HM Land Registry for property sales
between 1998 and 2008 (the latest year for which annualised data is available
— thus only the first year of the slump in sales due to the recession is shown
here). This illustrates that all English regions experienced overall increases in
house sales over the period, but that the trend has been extremely volatile.
There was a significant dip in 2005 for all regions, followed by a recovery in
2006 and 2007, and a subsequent steep decline in 2008 as the recession
began to take effect. The Barker Review notes that volatility has been a
significant feature of the UK housing market from the 1970s, characterised by
successive periods of strong house sales and house price growth followed by
slumps in sales and real house price decline. The Review also found that
such fluctuations are more likely to have wider impacts on the economy, as
household spending in the UK is more sensitive to the real and perceived
performance of the housing market than in other European countries.?

2.5.1 House sales and prices

As shown in Chart 20, the South East, the region with the largest stock of
dwellings (see Chart 11) has consistently recorded the highest volume of
sales over the period 1998-2008. The South East also demonstrates some of
the largest year-on-year fluctuations, with one of the steepest falls in sales
between 2004 and 2005 and 2007 and 2008. Indeed, the most striking
observation from this chart is the massive drop in sales across all regions
between 2007 and 2008, as the housing market responded to the impact of
the ‘credit crunch’ that became a full blown recession from the fourth quarter
of 2008 (the second successive quarter of negative growth).

In the East Midlands, sales fell from 102,840 properties in 2007 to 54,200 in
2008 — meaning that the number of properties sold almost halved.
Throughout the period the East Midlands has had the second smallest volume
of sales, and has closely followed the trend of sales in the West Midlands and
Yorkshire and the Humber, illustrating the inter-relationship of these housing
markets. Prior to the contraction of the housing market through 2007 and
2008, sales in the East Midlands had been increasing at a somewhat faster
rate than average in England (growing by 17.5% between 1998 and 2007,
compared to 15.4% in England overall).

22 Kate Barke r, on behalf o fthe Deputy Prime Mini ster and Chancellor of the Exchequer,
‘Review of Housing Supply — Se curing our Future Housing Need’, Interim Report — Analysis,
December 2003.
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Chart 20: Property sales by English region, 1998-2008
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Source: Communities and Local Government, ‘Table 588: Housing Market — property sales
based on Land Registry Data, by district, from 1996’, May 2009.

Chart 20 also demonstrates that another impact of the recession was to
reduce the disparity in property sales between regions. In 2007, there were
152,190 more property sales in the South East (the largest housing market)
compared to the North East (the smallest), but in 2008 this difference had
more than halved to 78,840. However, it is likely that the disparities in sales
between regions will increase as the housing market recovers, with different
regions recovering at markedly different rates.

Within the East Midlands, Leicester and Leicestershire HMA, which accounts
for the largest dwelling stock, also accounts for the largest volume of sales, at
19.1% of the regional total in 2008. This was equivalent to 10,370 property
sales. The other HMAs containing the region’s largest cities, Nottingham
Core and Derby, also account for large shares of the regional total, at 15.6%
and 10.6% in 2008. Peak, Dales and Park HMA accounted for the lowest
volume of sales in 2007, at 1,670 or 3.1% of the East Midlands total.

Alongside volume of sales, HM Land Registry also publishes trends in house
prices. Chart 21 shows house prices for the English regions between 1998
and 2008. This shows that, unlike sales, there has been a steep and
consistent year-on-year increase in most regions up until 2007-2008, when
the impact of the recession becomes visible with an abrupt flattening out of
the trend.

The Barker Review noted that the UK was unusual in terms of house price
trends in particular. Over the past 30 years there has been a long-term
upward trend in real house prices of around 2.5% per annum, a rate of growth
that has been broadly in line with incomes. This has meant that, unlike many
other goods and services, housing has not become cheaper over time
compared to income. Rate of increases in many other European countries,
such as France and Germany, have been lower. This is because of a number
of factors, including the UK’s small land mass relative to its population. This
causes prices to increase quickly because land is a relatively scarce
commodity. But policy and cultural factors have also had an impact. The UK
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has historically had a low rate of house building compared to other countries,
whilst there is an established tendency, supported by successive Government
incentives, for people to aspire to purchase property rather than to rent. In
Continental European countries renting remains much more prevalent.

Chart 21 demonstrates that house prices in the East Midlands have remained
below the English average throughout the time-series shown.

In 2008, the mean house price in the East Midlands was £163,300, down
-3.3% from £168,800 in 2007. This decrease is greater than the national
average, where mean house prices fell from £222,600 in 2007 to £220,300 in
2008, a fall of -1%. Up until 2008, house prices in the East Midlands
increased broadly in line with the national trend, although remain consistently
lower than the English mean (by around 28% each year). However, house
prices in the East Midlands have remained consistently higher than the means
for Yorkshire and the Humber, the North East and North West. London is a
significant outlier, with a mean house price of £362,800 in 2008 (over twice
that of the East Midlands), and the gap between house prices in London and
the national average has increased over the period. London is also the only
English region to have experienced house price increases between 2007 and
2008, at 2.3%.

Chart 21: Mean property prices by English region, 1998-2008
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Source: Communities and Local Government, ‘Table 585: Housing Market — mean
house prices based on Land Registry data, by district, from 1996°, August 2009.

The Land Registry provides the latest official estimates of house prices, which
are based on total registered sales for all property types. However, because
these are estimates of all sales, there is a substantial time lag, with 2008
being the most recent year for which data is available. Clearly in light of the
recession and early indications of a recovery in the economic indicators, it is
important to provide a more recent snap shot on housing market conditions.
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This is available from quarterly data published by the Nationwide Building
Society.??

Chart 22 shows quarterly average house prices recorded by the Nationwide
between the first quarter of 2006 and the fourth quarter of 2009, for the UK as
a whole and for the East Midlands region. Broadly this shows that the rising
trend up to 2007 illustrated in the Land Registry data in Chart 20 peaked in
quarter 3 of 2007 in both the East Midlands and the UK before falling though
2008.

In the first quarter of 2006, the average value for new loans written in the East
Midlands was estimated to be £143,840, compared to £160,319 in the UK.
This increased to £156,924 in quarter 3 of 2007 in the East Midlands, before
falling quarter-on-quarter to £126,673 in the first quarter of 2009. This
represents a decline of -11.9% between quarter one of 2006 and quarter 1 of
2009, a steeper fall than the -6.6% experienced nationally.

However, from the second quarter of 2009, house prices have started to
increase each quarter, to £136, 492 in the East Midlands in quarter 4 of 2009,
compared £162,116 in the UK. This represents a 2.5% increase on the fourth
quarter in 2008, which is lower than the increase in the UK of 3.4%. This
suggests that the housing market in the East Midlands is recovering less
rapidly than other regions in the country.

Chart 22: Nationwide estimates of quarterly average house prices,
quarter 1 2006 — quarter 4 2009 (£)
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Source: Nationwide House Price Index (HPI), quarterly regional house price estimates,
downloaded on 5th March, 2010.

% This is not comparable to the Land Registry estimates used elsewhere in this section
because it is based on the sample of new loads written by Nationwide (rather than all sales
recorded with the Land Registry), and it is adjusted for type of property and also seasonally
adjusted. This data is broadly similar to data published by the Halifax, which uses a
comparable methodology.

40



The annual Land Registry data is the only source of data that allows an
assessment of house prices within the region. Chart 23 shows mean house
prices for each of the region’s HMAs, compared to the mean for the East
Midlands overall and for England.

The first observation from this chart is that no HMA in the East Midlands has
house prices that are above the mean for England, although the Peak, Dales
and Park HMA is close, at £213,400 in 2008. It is important to note that this is
the HMA with one of the lowest volumes of private sales and one of the
smallest stocks of public sector dwellings, suggesting that, along with the
attractive environment that characterises this area, limited supply has
contributed to relatively high house prices.

The Nottingham Outer and Northern HMAs have the lowest mean house
prices, and the trend in house price increase in recent years slowed in
Nottingham Outer prior to the impact of the recession. Both HMAs have had
relatively low rates of household growth, but Nottingham Outer experienced
significant growth in house sales, whilst both HMAs have experienced
significant rates of internal migration over the last decade. This could suggest
that rather than weak demand for housing per se, there is little pressure on
house prices from the earnings of people resident in the area, due to
persistent deprivation and weak local employment opportunities, addressed in
the Deprivation and Economic Inclusion chapter.

Chart 23 also shows that the impact of recession on house prices in 2008
varied across the region’s HMAs. Peak, Dales and Park, the HMA with the
highest house prices, saw little decrease in mean prices (from £213,500 in
2007), whilst some of the more urban HMAs saw very significant falls. Mean
house prices in Nottingham Core HMA fell by 5.3% between 2007 and 2008,
and fell by 5% in Derby HMA.

Chart 23: Mean property prices by HMA, 1998-2008 (£)
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prices based on Land Registry data, by district, from 1996’, August 2009.
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2.5.2 Affordability

The above discussion of house prices provides context to the question of the
affordability of housing in the East Midlands. ‘Affordable housing‘ describes
accommodation that is provided to specified individuals whose needs are not
met by the market. This includes social rented and intermediate housing.
Affordability is defined as a “cost low enough to afford, determined with regard
to local incomes and local house prices.”®*

Affordability was prioritised by the Barker Review as an issue that affects both
the general welfare of the population in the UK as well as acting as a serious
and worsening barrier to social equity. Increasingly unaffordable housing
affects general welfare by inducing households, developers and landlords to
make more intensive use of existing housing, either through multiple
occupancy or through developing and occupying smaller dwelling spaces.
This can lead to overcrowding, impacting upon social cohesion problems and
putting undue demands on local infrastructure. It can also lead households to
substitute their desired form of tenure (‘getting on the ladder’ of home
ownership) with rented dwellings, or moving to a different, more affordable
location than desired. The ‘distributional impacts’ of poor affordability impede
social equity, because lack of affordable housing has a disproportionate
impact on lower income households. It can thus compound social exclusion.®®

For this reason, the Government’s favoured indicator of affordability is the
ratio of house prices that fall in the lower quartile range of all house prices
against earnings that fall in the lower quartile range of all earnings. This is in
order to focus discussion of affordability on providing access to housing to
those most likely to be excluded from property sold at the market price. This
is based on data from the Land Registry (house prices) and the HCA, and
Local Authorities (for rental prices) and the Annual Survey of Hours and
Earnings (ASHE), an ONS survey based on a sample of PAYE employers.

The National Housing and Planning Advice Unit (NHPAU) estimated that
nationally this ratio stood at 4 in 2000. In other words, a house in the lower
quartile of the total price range was, on average, four times the price of annual
earnings that fall into the lower quartile range. By 2006 this ratio had
deteriorated to 7.25. The NHPAU go on to predict that even if the level of
building currently set out in the emerging RSSs is achieved, affordability
would still worsen to a ratio of 8.6 by 2026.%°

! |bid, ‘Housing Statistics 2008.

% |bid., Barker, Interim Report — Analysis, December 2003.

% National Housing and Planning Advisory Unit (NHPAU), ‘Meeting the housing requirements
of an aspiring and growing nation: taking the medium and long-term view — advice to the
Minister about the housing supply range to be tested by Regional Planning Authorities’, June
2008.
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Chart 24: Ratio of lower quartile house prices to lower quartile earnings
by English region, 1998-2008
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Source: Land Registry, Communities and Local Government and ONS Crown Copyright,
presented by the ONS East Midlands Regional Team, March 2009.

Chart 24 shows lower quartile house prices to lower quartile earnings ratio s
for the nine English r egions between 1998 and 2008. 2’ This illustrates a
widening gap between the north and the s outh of the country, with trends in
affordability in the Ea st Midland s and We st Midland s closely t racking th e
national average. In 2008, the affordability ratio in the East Midlands was 6.6,
compared to an average for England of 7.0.

Regions in the Greater South East have experienced steadily increasing
affordability ratios throughout the decade, whilst the North East, North West
and Yorkshire and the Humber maintain stable affordability from 1997 to
2002, before sharply increasing from 2003 onwards. Affordability ratios in the
East and West Midlands have remained higher than the three northern
regions throughout the period, but the gap has significantly increased from
2000, as the trend in both regions went up in line with the national average.

In the East Midlands, affordability ratios have almost doubled over the 10
years for which data is available. In 1998, the average house in the lower
quartile of the house price range was 3.4 times the average lower quartile
salary. By 2001 this had increased to 3.7, and then the year-on-year changes
increase markedly, with the region’s affordability ratio reaching 7 by 2007,
before decreasing to 6.6 in 2008 as house prices began to fall with the impact
of the recession. However, although the house price data may suggest that
affordability issues may have eased, increasing difficulties in accessing
finance following the ‘Credit Crunch’ that preceded the recession means that
housing has remained out of reach for many. For other regions, the chart
shows that:

72008 data for the ratio of lower quartile house prices to lower quartile earnings had recently
been published at the time of writing for regions and Local Authority Districts, but the
necessary data to calculate ratios for aggregate geographies, such as HMAs, was not
available for 2008, as 2007 remained the latest year for which published annual house price
data was available.
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Affordability ratios have been similarly high in London, the South East and
South West throughout the period. Affordability ratios in London and the
South East in 1998 were 4.9 and 4.8 respectively. By 2007, they had risen
to 9.1 and 8.9.

Affordability ratios fell in all regions except London between 2007 and
2008. In London, they increased slightly to 9.3. The biggest fall was in the
East Midlands (with a decrease of 0.4 points from 7 to 6.6), whilst ratios in
the East of England and the West Midlands both decreasing by 0.3 points.

Affordability ratios remained lowest out of the nine regions in the North
East throughout the period, between 2.8 in 1998 and 5.4 in 2008.

The necessary data to calculate ratios for 2008 at HMA level was not
available at the time of writing, so Chart 25 shows trends in affordability ratios
over time across the HMAs between 1997 and 2007. As well as a clear
upward trend over the decade (particularly after 2001), it illustrates quite a
wide distribution of ratios, from under six to over nine in 2007. It also shows
that affordability in the region has diverged over time: ratios being grouped
between three and just over four in 1997.

The Peak, Dales and Park HMA was least affordable in both 1997 and
2007 (with ratios of 4.3 and 9.1 respectively).

Peterborough Partial, Central Lincolnshire and West Northamptonshire
have consistently recorded relatively high affordability ratios throughout the
time series.

In 2007, the HMAs in the north of the region were most affordable, with the
Northern HMA most affordable (with a ratio of 5.9), whilst in 1997 Derby
and North Northamptonshire were most affordable, with ratios of 2.9 and
2.8 respectively.
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Chart 25: Ratio of lower quartile house prices to lower quartile earnings

by HMA, 1997-2007
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Source: Land Registry, Communities and Local Government and ONS Crown Copyright,
presented by the ONS East Midlands Regional Team, March 2009.

Map 2 shows that although affordability ratios are generally higher in the more
rural south and east of the region, there are three clear ‘hotspots’ (one of
which is in the north west of the region). The Derbyshire Dales had the
highest ratio of lower quartile house prices to lower quartile earnings in the
region in 2008, at 9.8, followed by South Northamptonshire at 9.7 and
Rushcliffe (south of Nottingham City) at 9.3. In all three districts, high house
prices are the principal reason for poor affordability. However, the district of
East Lindsey also has a relatively high affordability ratio, at 8.4. In this case it
is not due to house prices, which are relatively modest, but low wages. This is
an example of an area where quality of employment is the principal driver of
poor affordability, illustrating the close relationship between housing supply
issues and labour market conditions.
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Map 2: Ratio of lower quartile house prices to lower quartile earnings by
Local Authority District / Unitary Authority, 2008
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Key Points: Affordability

e Housing market trends are closely related to conditions in the wider economy.
House prices in the UK are particularly volatile compared to other European
countries, and have grown at a similar rate to income, meaning that, unlike other
goods and services, housing has not become cheaper over time compared to
income.

e The Barker Review prioritised affordability as an issue that affects both the
general welfare of the population, through inducing over-crowding and the
development and occupation of less desirable dwellings, and acts as a barrier to
social equity, by disproportionately affecting lower income households.

e The number of houses sold in the East Midlands almost halved between 2007
and 2008 with the onset of recession and associated contraction of the housing
market. Prior to this, house sales in the region had been increasing at a faster
rate than the national average, at 17.%% between 1998 and 2007, compared to
15.4% in England overall.

¢ |Leicester and Leicestershire HMA accounted for 19.1% of sales in 2008, the
largest share of the East Midlands housing market.

e House prices in the East Midlands have remained below the English average, but
have closely followed the national trend. House prices increased year-on-year
until 2007, before falling in 2008. The decrease in mean prices in the region
between 2007 and 2008 was faster than in England overall, at -3.3% compared to
-1%.

¢ Quarterly data shows that house prices both regionally and nationally began to
fall after the third quarter of 2007, with the value of loans written in the East
Midlands reaching a low point of £126,673 in the first quarter of 2009. House
prices appear to have recovered both regionally and nationally after this point,
with prices for the fourth quarter of 2009 2.5% higher than the first quarter.
However, house prices in the East Midlands appear to be recovering at a
somewhat slower rate.

¢ No HMA in the region records a mean house price in excess of the English
average. Although there is generally a north/south divide in house prices in the
region, the HMA with the highest mean house price is the Peak, Dales and Park
HMA. The Nottingham Outer and Northern HMAs have the lowest house prices
in the region.

o Affordability has been worsening in the UK as a whole, and the NHPAU estimate
that the national affordability ratio will increase from 7.2 in 2006 to 8.6 in 2026.

¢ In 2008, East Midlands house prices in the lower quartile were 6.6 times earnings
in the lower quartile. This has almost doubled since 1998, but is lower than the
ratio of 7 in England. Regions in the south of England have considerably higher
affordability ratios than regions in the midlands and the north.

o Affordability ratios for HMAs are not available for 2008, but in 2007 the Peak,
Dales and Park HMA was the least affordable in the East Midlands, with lower
quartile house prices 9.1 times higher than lower quartile earnings. The most
affordable HMAs on this measure are the Northern HMA and Nottingham Outer
HMA.

e Rural areas tend to be less affordable than the more urban parts of the region.

e The Coastal Lincolnshire HMA has a relatively high affordability ratio although
house prices are relatively low. This is due to lower residence based earnings.
This shows that income deprivation can affect lower quartile affordability as well
as housing market issues.
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2.6 Conditions of stock

In order to assess how effectively the region’s supply of dwellings meets the
current and expected future requirements of the population, it is important to
discuss issues of quality as well as quantity. This section will look at the
proportion of homes categorised as ‘decent’, those that are overcrowded, and
those that are failing to meet other standards of adequacy, such as lacking
central heating or suffering from damp, as well as households’ overall
satisfaction with their accommodation.

According to the Government’s housing strategy, the vast majority of landlords
will be expected to ensure that homes are ‘decent’ by 2010. ‘Decent’ homes
are defined as accommodation that is free of ‘category 1 hazards’ (as set in
the Housing Health and Safety Rating System (HHSRS), which came into
effect in April 2006). A decent home should also:

e Be in a reasonable state of repair. A home would not be ‘decent’ if one or
more key building components was found to be old, and because of this,
needed replacement or major repair;

e Have reasonably modern facilities and services, i.e. a kitchen that is less
than 20 years old, and;

e Should provide a reasonable degree of thermal comfort, meaning that the
dwelling should have both effective insulation and efficient heating.?

This is a minimum standard that should trigger remedial action on behalf of
the landlord (i.e. renovation, replacement or repair). The proportion of homes
that fail to meet these criteria are estimated at a regional level through the
English House Condition Survey (EHCS), which combines three separate but
related surveys that take place over two consecutive years. These comprise
an interview with the household, a physical survey of the dwelling carried out
by a surveyor, and a market value survey of a dwelling. This section uses the
2005-2006 EHCS, which covers the combined results of field work conducted
through 2004-2005 and 2005-2006. Analysis on the East Midlands content of
the EHCS was conducted by the National Centre for Social Research
(NatCen) on behalf of emda.?

% Communities and Local Government, ‘A Decent Home: Definition and Guidance for
Implementation — Update’, June 2006.

% NatCen, on behalf of emda, ‘Evidence Base for the Single Regional Strategy — NatCen
contribution’, March 2009.
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2.6.1 Decent homes

In the East Midlands in 2005-2006, a slightly higher proportion of private
households lived in dwellings that were classified as ‘non-decent’, at 35% of
all households, compared to 34% in England overall. ** Table 2 shows how
the region compares to the national average across the different categories of
household used in the survey, with the following statistically significant
differences:

e The region has a slightly lower proportion of private households who own
their home outright living in ‘non-decent’ accommodation, but has a
significantly higher proportion of households in private rented
accommodation living in ‘non-decent’ dwellings, at 58% compared to 47%
nationally.

e There is also a significant difference in the proportion of households who
have been living in their dwelling for three — four years that are in ‘non-
decent’ accommodation (38% in the East Midlands compared to 29% in
England overall).

e Households where the Household Reference Person (HRP, the person
with the highest income, or the oldest in a joint-income household where
the incomes are equal) is unemployed are particularly likely to be in ‘non-
decent’ accommodation in the East Midlands compared to England overall,
at 57% compared to 42%.

e The household composition category most likely to be in ‘non-decent’
accommodation regionally is lone parent households (where 43% are in
‘non-decent’ dwellings, compared to 33% in England overall). However,
nationally it is single person households aged under 60 that are most likely
to be in ‘non-decent’ accommodation (at 39% in England, compared to
38% in the East Midlands).

% The 2005-2006 EHCS uses a definition of ‘decent homes’ updated to reflect the Housing
Health and Safety Rating System (HHSRS) criteria of hazards. This means that this data is
not comparable to earlier surveys, and results in a significantly higher proportion of dwellings
identified as ‘non-decent’ (for example: on the old definition, 27% of dwellings would be
classed as non-decent in 2005-2006; using the updated HHSRS definition, this increases to
35%).
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Table 2: Households in ‘non-decent’ dwellings, 2005-2006 (%)

Households in ‘non-
decent' dwellings —
HHSRS (%)

East
2005-2006 Midlands England
Household tenure type Own with mortgage 33 33
Own outright 34 36
Private rented 58* 47
Social rented 29 28
Length of residence Less than 1 year 37 36
1-2 years 33 32
3-4 years 38* 29
5-9 years 31 32
10-19 years 29 33
20-29 years 38 37
30+ years 43 43
HRP economic activity status Full-time work 32 34
Part-time work 43 36
Unemployed 57* 42
Retired 34 35
Other Inactive 39 34
Household composition Single person aged <60 38 39
Single person aged 60 or
over 35 38
Couple <60 35 35
Couple aged 60 or over 37 32
Couple with dependent
children 30 31
Lone parent with
dependent children 43* 33
Other 37 37
All households 35 34

* Indicates a statistically significant difference between an estimate for the East Midlands and

the corresponding estimate for England at the 5% level.

The base is all private households, where the unweighted base was 1,403 in the East

Midlands and 15,648 in England.

Source: NatCen, on behalf of emda, ‘Evidence Base of the Single Regional Strategy —
NatCen Contribution’, Appendix A, EHCS tables: Table E.1 and E.2, Decent Homes —

HHSRS Definition.

Table 3 shows the proportion of dwellings classed as ‘non-decent’ in 2005-
2006 by the different categories of dwelling used in the EHCS. The same
proportion of all dwellings were classed as ‘non-decent’ in the East Midlands
as England overall, at 35%. However, there are a number of statistically

significant differences in the dwelling categories in the East Midlands

compared to the national picture:

e Terraced houses in the East Midlands were considerably more likely to be

‘non-decent’ than in England overall, at 45% compared to 39%;
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o Flats were considerably less likely to be ‘non-decent’ in the East Midlands
than nationally, at 29% compared to 38%; and

e Older dwellings were more likely to be ‘non-decent’ in the East Midlands,
with 65% of dwellings built before 1919 classed as ‘non-decent’ in the
region compared to 58% nationally. Dwellings built between 1919 and
1944 were also more likely to be ‘non-decent’ in the East Midlands, at 45%
compared to 40% nationally.

In addition it should be noted that ‘non-decent’ dwellings were most likely to
be in city and urban areas in the East Midlands, with 45% classed as ‘non-
decent’ in such areas regionally, compared to 42% nationally. However, in
England overall, dwellings in rural areas were the most likely to be classed as
‘non-decent’, at 43%, compared to 41% in the East Midlands.

Table 3: Dwellings classed as ‘non-decent’, 2005-2006 (%)

Dwellings that are
‘'non-decent’ —
HHSRS (%)
East
2005-2006 Midlands | England
Dwelling type Terraced 45* 39
Semi-detached 37 34
Detached 32 32
Bungalow 23 25
Flat 29+ 38
Dwelling age Pre-1919 65* 58
1919 to 1944 45 40
1945 to 1964 34 32
1965 to 1980 26 30
Post-1980 11 12
Type of area City and other urban centres 45 42
Suburban residential areas 31 30
Rural areas 41 43
All dwellings 35 35

* Indicates a statistically significant difference between an estimate for the East Midlands and
the corresponding estimate for England at the 5% level.

The base is all private dwellings, where the unweighted base was 1,447 in the East Midlands
and 16,269 in England.

Source: NatCen, on behalf of emda, ‘Evidence Base of the Single Regional Strategy —
NatCen Contribution’, Appendix A, EHCS tables: Table E.3 and E.4, Decent Homes —
HHSRS Definition.

In summary, the 2005-2006 EHCS illustrates some important messages for
tackling the problem of ‘non-decent’ dwellings at a regional level. Firstly, in
the East Midlands it is more likely to be an urban problem than in England
overall and particularly relates to older and terraced housing stock. Dwellings
in the private rented sector are also significantly more likely to be ‘non-decent’
compared to the national average. Moreover, the problem of ‘non-decent’
accommodation is more likely to affect households that are already vulnerable
in the East Midlands than nationally, such as those where the reference
person is unemployed, or those classed as lone-parent families.

51



2.6.2 Overcrowding and other issues of housing adequacy

The Survey of English Housing (SEH) provides important information on the
adequacy of accommodation for households living in both private and public
sector accommodation.®’

A key output from the SEH is the proportion of households that live in
accommodation that meets the ‘bedroom standard’ of overcrowding. This
defines a dwelling as ‘overcrowded’ if the number of bedrooms available to
the occupiers is less than that which should be allocated to them according to
the ‘bedroom standard’ formula. %2

According to the SHE 2006-2007, a lower proportion of households in the
East Midlands live in dwellings that fail to meet the ‘bedroom standard’ of
overcrowding compared to England overall, at 2% compared to 3% (a
difference which NatCen report as statistically significant), and a higher
proportion were found to be above the standard (79% compared to 72%
nationally). Furthermore, looking at the different categories of tenure and
dwelling type:

e Households in private rented accommodation were significantly more likely
to be in accommodation that was above the ‘Bedroom standard’ in the
East Midlands than in England overall, at 67% compared to 53%. This
contrasts with the higher proportion of ‘non-decent’ homes in the private
rented sector in the region; and

e Terraced houses, which were also more likely to be ‘non-decent’ in the
East Midlands, were also less likely to be overcrowded — with 76% of
terraced houses above the ‘bedroom standard’ in the East Midlands
compared to 73% nationally.

This data suggests that overcrowding is slightly less of an issue in both the
private rented sector and in the total housing stock in the East Midlands
compared to the national average.®

The SEH also provides information on housing adequacy according to central
heating and the presence of damp. In 2006-2007, households in the East

* The Survey of English Housing (SEH) is a survey of households that has run annually from
1993-1994 until 2007-2008, after which it was combined with the EHCS to form the new
English Housing Survey (EHS). The sample is stratified by Government Office Region and
has a national sample of between 15,000 and 20,000 households each year. Unlike the
EHCS, which is a dwelling based sample, the SHE is household based.

%2 The formula for the ‘bedroom standard’ as defined in the Housing Act 2004 does not count
very small rooms (less that 50 ftz) nor kitchens or living rooms. The formula allocates a
bedroom to two adults living as a couple or single adults over 21 years of age, but for younger
people recognises that sharing may be required — although this is dependent on gender. For
example, two people aged between 10 and 20 could share a bedroom without the dwelling
being ‘overcrowded’, but only if they are of the same gender.

%% NatCen, on behalf of emda, ‘Evidence Base of the Single Regional Strategy — NatCen
Contribution’, Tables 2.19, 2.20, 2.25 and 2.26.
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Midlands were slightly more likely to report that they had central heating in all
of the rooms than the national average (at 90% compared to 89% of all
households respectively), and less likely to state that they had central heating
in none of the rooms (at 6% compared to 7%). However, households in the
private rented sector were less likely to report central heating in all rooms in
the East Midlands and more likely to report central heating in none of the
rooms.**

Households in the East Midlands were also less likely to report damp due to a
leaking roof, damp walls or floors, damp foundations, rotten floorboards or
window frames. Regionally, 12% of households reported damp in 2006-2007,
compared to 14% nationally. However, terraced houses were more likely to
have damp in the East Midlands than nationally, at 19% compared to 17%,
whilst flats were less likely (at 19% compared to 21%). Again, private rented
stock fairs less well in the East Midlands than in England overall, with 29% of
households in this sector reporting damp regionally compared to 25%
nationally. However, in this case, households in the social rented sector were
significa?’r;tly less likely to have damp problems in the region, at 16% compared
to 21%.

Finally, the SEH reports an overall measure of households’ satisfaction with
their present accommodation. In 2006-2007, a slightly higher proportion of
total households in the East Midlands stated that they were ‘very satisfied’
with their accommodation than nationally, at 63% compared to 62%. Tenants
in the private and social rented sector in the region were less likely to be ‘very
satisfied’ compared to the national average (at 42% compared to 43% for

private rented tenure, and 42% compared to 46% for social rented tenure).*

* |bid, Tables 2.29 and 2.30.
% |bid, Tables 2.37 and 2.38.
% |bid, Tables 2.41 and 2.42.
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Key Points: Condition of dwelling stock

e The East Midlands has a slightly higher proportion of private households
classed as living in ‘non-decent’ accommodation than in England overall,
at 35% compared to 34%.

¢ Asignificantly higher proportion of households in private rented
accommodation in the region lived in ‘non-decent’ accommodation, at 58%
compared to 47% in England.

¢ Unemployed and lone parent households were also more likely to be in
‘non-decent’ accommodation in the East Midlands than nationally.

e Terraced, older houses and dwellings in urban areas were also more likely
to be ‘non-decent’ in the East Midlands compared to the national average.

e However, households in the region were less likely to be overcrowded than
nationally, and more likely to be in accommodation that was above the
‘bedroom standard’ of overcrowding.

e Households in the East Midlands were also more likely to have central
heating and less likely to report damp than households in England overall.

e Moreover, households in the East Midlands were slightly more likely to
report that they were ‘very satisfied’ with their accommodation than
nationally, with the exception of tenants in the private rented sector, who
were less likely to be ‘very satisfied’ than the national average.

2.7 Trends in house building

The following section will briefly look at trends in house building and compare
these to trends in projected demand described in Section 2.4.3.

Data on net additional dwellings built in each Local Authority is published
annually by the Department for Communities and Local Government. This
measures the absolute increase in stock (private and public tenure) between
one year and the next, including other losses and gains (such as conversions
and demolitions). It is collected by Local Authorities and Regional Planning
Bodies to monitor progress toward RSS targets in Annual Monitoring Reports
(AMRs), and allows observations to be made on the likelihood that increasing
stock may meet the growing demand shown through household increases and
affordability ratios.
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Chart 26: Net additional dwellings by region, 2000-2001 to 2008-2009
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Source: Communities and Local Government, ‘Net additional dwellings to the stock by region’,
Table 118, February 2010.

Chart 26 shows net additional dwellings each year for each English region,
stratified in ascending order to represent their contribution to the national total.
This shows that:

e The number of net additional dwellings increased in most regions each
year between 2001-2002 and 2007-2008, before falling significantly in
2008-2009 with the impact of recession on house building;

e In the East Midlands, there were 14,210 net additions in 2008-2009, down
from 20,600 in 2007-2008;

¢ Inthe last three years’ of data, the East Midlands’ share of the national
total has fallen. In 2006-2007, net additions in the East Midlands
accounted for 11.1% of total additions in England. In 2008-2009, the
proportion fell to 8.5%, suggesting that house building in the East Midlands
has been more heavily affected by recession than elsewhere;

e Section 2.4.3 provides estimates of dwelling stock required to meet
projected demographic change, if current trends in household formation,
occupancy, etc. were to continue. According to the projections for the
period 2006 to 2009, a total of between 25,000 and 30,000 additional
dwellings per annum would be required to meet demand. Chart 26
illustrates that actual net additions fell below this level throughout the
period, especially in 2008-2009, when they fell to less than half the level
necessary to meet the demand associated with projected population
growth;

e This suggests that, to meet projected population change as well as the

latent demand built up during the period of reduced house building, net
additions will have to increase significantly in the next few years.
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2.7.1 Design and build quality of new developments in the East Midlands

As introduced in Section 2.2.1, design and build quality is an increasingly
important theme in national housing policy. The Building for Life criteria has
provided CABE with a framework for auditing new housing developments. In
2007, CABE published an assessment of the design quality of new housing
developments built between January 2003 and August 2006. The
assessment looked at approximately 33 housing developments (each
comprising at least 20 units)®” in each of the nine English regions. In the East
Midlands, this included large developments in Worksop, Retford, Rushcliffe,
Broxtowe, Nottingham, Ashfield, Newark and Northampton, along with smaller
developments in Rutland and Charnwood. Overall, CABE concluded that their
assessment “paints an uncompromising and unflattering picture of the quality
of new housing” where, “far too much development is not up to standard...
and [there is] far to little that is exemplary in design terms.”*®

Unfortunately this critical assessment particularly applies to new
developments in the East Midlands. Chart 27, illustrates that:

e The East Midlands has by far the highest proportion of developments rated
as having ‘poor’ design quality out of the nine regions, at 55% compared to
29% nationally. This rating means that less that half of the Building for Life
criteria had been met, meaning that the development cannot be
categorised as a ‘good development’ as set out in PPS3. ‘Poor’
developments make up the largest share of the developments assessed
by CABE in the East Midlands;

e The second largest proportion of new developments in the East Midlands
were rated as ‘average’, at 42%, compared to 53% nationally (a significant
majority of the national picture). Developments rated as ‘average’ would
not merit a Building for Life award, and are, in CABE’s review, a “wasted
opportunity to generate value and create sustainable places.” However,
they would meet the requirements set out in PPS3; and

¢ No development schemes in the East Midlands were rated ‘good’, whilst
3% (equivalent to a single development scheme) were rated as ‘very
good’, compared to 13% and 5% respectively in England overall. This is
clearly a very negative picture of the design quality of new housing in the
East Midlands compared to elsewhere, which will be investigated through
research undertaken in 2010.%

% The schemes assessed were drawn from the output of the 10 largest developers in each
region, predominantly from the mid-range in terms of price. Urban design specialists
assessed the developments according to the 20 criteria set out in Building for Life.

% CABE, ‘Housing Audit: Assessing the design quality of new housing in the East Midlands,
West Midlands and South West’, 2007.

*In February 2010, emda commissioned a research project into ‘Housing Design Quality and
Sustainable Economic Development in the East Midlands’, looking at the literature on impacts
of good design and outcomes such as employment, enterprise, low carbon and community
cohesion, and producing case studies on more recent developments in the East Midlands.
This will report in early summer 2010.
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Chart 27: CABE audit of design quality, England and the East Midlands
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Source: CABE, ‘Housing Audit: Assessing the design quality of new housing in the East
Midlands, West Midlands and South West’, 2007.

Key Points: Trends in house building and design quality

The number of additional dwellings increased in most regions until 2008-
2009, when they fell significantly as the recession impacted on house
building. In the East Midlands, net additions fell more than in other
regions, with the share of total net additions in England falling from 11.1%
in 2006-2007 to 8.5% in 2008-2009.

Between 2006 and 2009, net additions in the East Midlands have been
significantly lower than projections of additional dwellings associated with
population and household growth. In 2008-2009, the number of net
additional dwellings in the East Midlands was less than half the projected
demand for dwellings.

An assessment of recent housing development schemes carried out by
CABE found that the East Midlands had the largest proportion of
developments assessed as having a ‘poor’ standard of design of all nine
English regions, had no schemes assessed as ‘good’, and only one was
assessed as ‘very good’.

2.8 Conclusions

As in the case of population, the East Midlands is forecast to experience the
fastest rate of growth in the number of households of the nine English regions,
at a rate of 15.6% between 2006 and 2016 compared to 12% nationally. This
is likely to result in a significant increase in the demand for housing —
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especially as a larger majority of stock in the East Midlands is owner-occupied
compared to the national average. Long-term trends also demonstrate that
there is little relationship between the rate of increase in the number of
households and economic conditions, with little evidence of an impact of
previous recessions on household growth.

Household trends are instead much more closely related to demographic and
social changes. Migration is an important factor in driving the increase in the
number of households, but the changing balance of household composition
will also become increasingly important. Linked with an ageing population in
some areas, there will be an increasing number of one-person households
(which will equal the number of married-couple households by 2031). This will
have significant implications for the type and size of housing required in the
region.

The fastest rates of growth in households are also projected to be in the south
and east of the region, with the West Northamptonshire HMA projected to
grow at the fastest rate, followed by the Central Lincolnshire HMA. HMAs in
the north and west of the region are projected to grow least. Moreover, the
more urban HMAs, such as Nottingham Core, are projected to experience
relatively low rates of household growth. This projection could result in
delivery challenges for the region.

Moreover, recent data suggests that, although the East Midlands is
experiencing relatively rapid rates of growth in the number of households, it is
currently achieving below average rates of increase in the number of new
houses built each year. If these trends continue, this could exacerbate future
imbalances between demand and supply, with negative impacts on
affordability.

Although household trends do not appear to be affected by economic
conditions, the trend in dwelling stock is much more closely related to the
economy, with the recent recession causing a significant reduction in the
annual increase in dwelling stock between 2007 and 2008. Over the longer
term, the number of dwellings has increased more rapidly than the rate of
population growth, but slower than the rate of household growth —
demonstrating the impact that declining household size, and the growth of
single person households, has had on increasing the demand for housing.

Looking at possible future trajectories, if past population and household trends
continue, there could be an associated demand for additional dwellings that
significantly exceeds the current level of annual additions to stock. The East
Midlands share of the national total of new additions to dwelling stock has
fallen in recent years, whilst the region has seen a significantly above average
increase in households over the same period. Combined with the rapid fall in
house building in 2008, this could create a level of built-up demand that may
exacerbate affordability.

Housing in the East Midlands is more affordable than in some other parts of

England, but affordability is a significant challenge in some parts of the region.
Moreover, it is a challenge for the parts of the region that are forecast to
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experience the most rapid growth in demand — principally in the south of the
region. However, high house prices are not always the principal cause of
poor affordability. In East Lindsey, poor affordability is due to low wages,
linked to a poor supply of quality jobs. In this case, improvements in the
labour market are required to address affordability pressures — illustrating the
importance of addressing housing market issues through economic
development as well as housing supply.

The recession has had significant impacts on house prices, although
improvements in affordability have only been slight. The housing market in
the East Midlands appears to have been affected more than other regions,
and also appears to be recovering at a slower rate, with house prices
declining more rapidly than the national average through 2008, and
recovering more slowly through 2009.

Finally, although housing stock in the East Midlands is less likely to be
overcrowded than elsewhere in England, and residents are more likely to be
satisfied by their accommodation, achieving ‘decent’ homes remains a
challenge. ‘Non-decent homes’ are a particular problem in the private rented
sector in the East Midlands, in older and terraced houses (of which the region
has a higher than average number), and for households already in a
vulnerable situation — lone parent families and unemployed households.
Therefore, improvements in the condition as well as the size of the region’s
housing stock are key priorities for tackling social exclusion. Unfortunately,
current evidence on the quality of new housing stock suggests that design
standards are particularly poor, with a higher proportion of new developments
assessed as having been poorly designed than any other region. This means
that there are significant challenges for policy makers in the region to increase
not only the quantity, but the quality of housing stock to provide for the needs
of a changing population in a sustainable way.
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3.1 Introduction

This section assesses economic conditions in the East Midlands. It makes use of the
Government’s five drivers of productivity framework, examines the industrial structure of
the region and presents an assessment of future prospects. It should be noted that,
because of lags in production, some of the official data presented in this chapter does not
cover the period of the recent recession. Where possible, survey and other data have
been used in order to present as timely a picture of the regional economy as possible.
This section highlights long-term structural issues (some of which may be exacerbated by
the recession) that policy needs to address.

It should also be noted that there is a greater uncertainty than is usual around economic
forecasts in the current economic conditions, at least in the short-term. Nevertheless, the
long-term projection it still a useful guide to the likely trajectory of the East Midlands
economy. It should be noted that these forecasts are an independent assessment of
likely economic performance and do not reflect any regional policy aspirations.

Section 2 contains an assessment of current economic conditions and longer term trends
in the global economy. The recent recession is likely to be the deepest since the Second
World War, but is unlikely to affect some long-term trends in the global economy. In
some cases it is likely that the global recession will accelerate some of these trends, for
example in the emergence of China as a driver of the global economy. The analysis
suggests that in this global context, UK economic performance is not the worst of the
major industrialised economies. It also highlights the differential impact of the recession
on the English regions and particular impacts on the East Midlands, where the
construction, manufacturing and retail sectors have been particularly hard hit.

Section 3 assesses productivity in the East Midlands and demonstrates that productivity
in the region remains below the UK average. Productivity is highest in the Greater South
East and the East Midlands is a middle ranking region. Within the region output per head
is highest in the three cities of Derby, Leicester and Nottingham, but it should be noted
that commuting patterns affect this data. Data on household income suggest that the
more affluent parts of the region are outside of the three cities, in South Nottinghamshire
and Leicestershire and Rutland. This section also presents a measure of economic
wellbeing and this suggests that the East Midlands has an above average level of
economic wellbeing and that this has been growing relatively quickly during the last
decade.

Section 4 analyses the individual drivers of productivity, as identified by the Government.
This shows that levels of investment by UK and foreign owned companies in the region
were above the UK average prior to the start of the recession. On measures of
innovation activity, there is a mixed performance in the region. Expenditure on research
and development and the number of cooperative arrangements on technological
innovation in the region are relatively high. However, the outcome, in terms of turnover
associated with new products and processes remains relatively low. Analysis of data on
entrepreneurship shows that the rate of business start-up in the region is below the



average, but when a business is started it is more likely to survive. Business start-up
rates tend to be higher in the south of the region. Finally the region is one of the more
open regions of England, with exports accounting for a relatively high share of output. The
skills driver is treated extensively in the Labour Market chapter of The East Midlands in
2010.

Section 5 analyses the industrial structure of the East Midlands. Manufacturing accounts
for a relatively large share of the East Midlands economy, and the region has particular
strengths in the automotive and food and drink sub-sectors. The corollary of this is that
the share of service sector activity in the regional economy is relatively low.

Section 6 sets out future prospects for the East Midlands economy. In the current
conditions any forecast is subject to great uncertainty, particularly in the short-term.
However, they still provide a useful indication of the likely magnitude and direction of
travel over the longer term. The forecasts show that over the next 10 years economic
output and employment in the region are expected to grow at a similar rate to the national
average.

3.2 The global economy and the recession

This chapter focuses on economic conditions in the East Midlands and the drivers of
economic growth in the region. Lags in the publication of official data mean that most of
the data presented for the region is for 2007. However, the global economy entered
recession in 2008, following the contraction in activity in the money markets that began in
August 2007. The East Midlands is part of this increasingly integrated global economy
and this sub-section provides an overview of the state of the global economy through
2008 and expectations over the course of the next 18 months into 2011.

The recent recession has its origins in the financial markets. In August 2007, interbank
lending contracted sharply as concerns arose over the state of banks’ balance sheets and
their exposure to so-called ‘toxic assets’, linked to the US property market. As the scale
of these toxic assets and their impact on the banks’ balance sheets was not clear at the
time, banks reduced their lending to each other. While this was a rational response for
any individual bank, collectively it had much wider effects as credit in the wider economy
contracted. This subsequently fed through into the real economy and led to the recession
that started in 2008.

In response, policymakers around the world have taken unprecedented steps to stabilise
the banking system and combat the recession. For example, in the United States interest
rates have been cut to almost zero. In the UK the Bank of England has cut interest rates
to the lowest level since it was created (the interest rate was 0.5% in April 2010). In
addition governments have taken measures to boost growth, through fiscal measures
such as tax cuts and additional infrastructure spending.



Chart 1: Economic growth 2008-2011 (%)
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Chart 1 shows how the world economy has slowed during the last two years and how the
International Monetary Fund (IMF) expects the global economy to start growing this year,
with further improvement forecast in 2011. The IMF estimates that the world economy
contracted by -0.8% in 2009, following growth of 3.0% in 2008. The forecast is for growth
in the global economy of 3.9% in 2010 and 4.3% in 2011.

Although growth in all global regions fell through 2009, the IMF estimate that the
recession has been deepest in the major developed economies:

e The most significant contractions in 2009 were reported in Japan, Germany and
the UK. Germany and Japan are major exporters and demand for the goods they
produce (in particular cars) fell significantly in 2009. The Japanese economy is
estimated to have contracted by around 5.25% in 2009, and Germany and the UK
by around 4.75%;

e The IMF estimate growth to have been -3.9% in the Eurozone in 2009 forecast
growth of 1.0% in 2010. Within the Eurozone expected performance varies. In
contrast to Germany, the French economy contracted by -2.3% in 2009. The IMF
forecast growth of 1.5% and 1.4% respectively for Germany and France in 2010;



e The IMF expect the performance of the UK to be above the average for the
Eurozone, at 1.3% in 2010; and

e They also report that the recession has been less severe in the United States,
where output fell by -2.5% in 2009 and is forecast to grow more rapidly than
Europe, at 2.7% in 2010.

The ONS report that the UK economy emerged from recession at the end of 2009,
growing by 0.4% in the final quarter. However the recovery will be slow as unemployment
is expected (as at the end of previous recessions) to rise for a while as the economy
grows slowly. In addition, both consumers and government have high levels of debt, so
expenditure and investment will remain low. This will also contribute to a gradual
recovery. The UK is not expected to approach trend rates of growth (which is around
2.5% per annum) until 2011.

Growth has fallen in the major emerging economies but not to the same extent as in
Europe or North America. For example China is estimated to have grown by 8.7% in
2009 and is forecast to grow by 10% in 2010. While this is significantly lower than in
previous years it still means that the Chinese economy continues to increase in size
relative to the developed economies, a continuation of the trend in the last two decades.
This is explored further in the following sub-section.

These developments in the global economy have had, and will continue to have, an
impact on the English regions. The impacts of the recession have not been uniform
across the English regions. Data from the Purchasing Managers’ Index (PMI) suggests
that the East of England was the first region where output began to contract and the first
region to reach its low point in October 2008. This data suggest that other regions
reached the low point of the cycle in the first quarter of 2009 (this is explored in more
detail in subsequent sections). Since then the PMI suggests that all of the English
regions were growing again at the start of 2010.

All regions have experienced higher unemployment and lower employment. Quarterly
data suggests that labour market performance has deteriorated most rapidly in the West
Midlands, while unemployment increases have been more modest in the East of England,
East Midlands, London and the South East. The Labour Market chapter of The East
Midlands in 2010 sets out in detail recent trends in employment and unemployment.

In the East Midlands business activity slowed sharply in the final quarter of 2008 and the
first quarter of 2009. The recession in the region has been broad based, both spatially
and by sector. Jobs have been lost and unemployment has increased in all parts of the
region. However, during the second half of 2009 business sentiment began to improve,
though confidence remains at relatively low levels.

A number of service sectors in the region, such as retail and hotels & restaurants, have
been affected but the most significant impacts have been on production activity in the



region. In manufacturing, the automotive sector and its supply chain have been most
seriously affected as the demand for new cars has fallen sharply during the past year.

Construction has been the hardest hit sector in the East Midlands, as it has in many other
parts of the country. House building has fallen and funding for commercial property
activity has dried up (see the Transport and Infrastructure chapter for more details). The
Royal Institute of Chartered Surveyors report that demand for office, retail and industrial
space fell significantly between the first quarter of 2007 and the first quarter of 2009, with
industrial demand the most affected.

3.2.1 Long-term trends in the global economy

This section sets out the current position of the UK on key indicators of economic
performance in relation to its key competitors: the USA, Japan, Germany and France,
along with emerging economies such as China and India. Unlike the previous sub-
section the emphasis is on long-term trends, some of which the global recession is likely
to accelerate.

There is substant ial interest in the emer ging economies of China an d India, and to a
lesser extent Russia and Brazil (the ‘BRICs’). These emerging economies have received
such interest due to their rapid growth in recent times coupled with strong projected future
growth. The lon g-term trend is for a s hift in the balance of global economic power away
from the United States and Europe to the United States and Asia.

Updating their research on emerging economies, Goldman Sachs’ suggest that Brazil,
Russia, India and China (BRICs) all have strong economic growth potential. Of the
BRICs, China is expected to be the world’s largest economy (as measured by US$ GDP),
overtaking the US in 2027. China is currently the world’s third largest economy having
recently surpassed Germany. In terms of GDP, the UK is also projected to overtake
Germany to become the largest economy in Europe by 2050. More recent research?
notes that the trajectory of output growth demonstrated in the BRICs means that their
“‘combined output reach 50% of the G7 level by 2020”.

It should be noted that whilst these emerging economies are experiencing impressive
levels of growth, they remain relatively under-developed compared to the G7 economies.>
Only Russia is predicted to have living standards that are comparable to the United
States and Europe, as measured by GDP per capita, by 2050.

Further research® has highlighted the strength of the BRICs through the recession (the
previous section noted growth in China in 2009). The BRICs have demonstrated an

! BRICs and Beyond, Goldman Sachs Global Economics Group, November 2007.

2 The BRICs Nifty 50: The EM&DM winners, Goldman Sachs, November 2009.

% The G7 comprise of the United States, Japan, Germany, United Kingdom, France, ltaly, Canada.

* BRICs monthly, BRICs Lead the Global Recovery, Goldman Sachs, May 2009: BRICs monthly, The
BRICs as Drivers of Global Consumption, Goldman Sachs, August 2009.



ability to lead advanced economies and the rest of the emerging world in stabilising their
economies.

3.2.2 International comparisons of productivity

Raising productivity is a key objective of policy makers in developed economies. Two key
indicators are used to analyse international productivity, focusing on the UK’s key
competitors within the G7: the USA, Japan, France and Germany.®

GDP per worker is used as an internationally comparable measure of output. This
measure takes into account the very different levels of employment between countries
and is therefore a more useful indicator of productivity than other broader indicators, such
as GDP per capita. Chart 2 shows that in 2008:

= GDP per worker in the UK is above that of Japan (at 92% of the UK average) but is
lower than France and Germany (at 9% and 2% above the UK average
respectively).

= The UK still lags when comparisons are made with the USA on GDP per worker.
In 2008 GDP per worker in the USA was 33% higher than the UK.

= The G7 average on this indicator, which is 14% higher than the UK, is significantly
buoyed by the performance of the USA.

The long-term trend in this indicator, not shown in the chart, is one of steady growth in the
UK, and closing of the gap with France and Germany.

The second measure that allows international comparisons of productivity is GDP per
hour worked. This measure takes account of the fact that, due to many social, cultural
and economic factors, workers in different countries work, on average, for differing
amounts of time. In the USA for instance, workers tend to work more hours per week
than their European counterparts.® The data in Chart 2 shows that, on this measure, the
differences between the UK and its European competitors are more marked:

» The UK still lags its major competitors and the G7 average, with the exception of
Japan, Canada and Italy where productivity is 85%, 97% and 99% of the UK
average respectively;

=  Workers in France and Germany produce 16% and 17% more output per hour than
their UK counterparts respectively; and

= On this measure the USA is the most productive nation experiencing output per
hour worked 22% higher than the UK.

As with the other measures of productivity, the gap has closed significantly between the
UK and France, Germany and the USA since the early 1990s.

® Comparable data are not available for the BRIC countries identified above.
® OECD figures show that, in 2007, average annual hours worked in the USA were 2% higher than in the
UK, 10% higher than in France and 16% higher than in Germany.



Chart 2: International comparisons of productivity 2008, (UK=100)
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The productivity gap can be disaggregated into physical capital intensity (average capital
per hour worked), the average level of skills per worker and other factors that are not
direct inputs to the production process but still affect productivity, known as Total Factor
Productivity (TFP).” These three factors can be used to explain the productivity gap
between the UK and its competitors.

Recent research findings® suggest that whilst the UK has made good progress in relation
to France and Germany, it has failed to match the strong growth rates in labour
productivity in the US. This also suggests that relative to the UK, the productivity gap with
the US and France can be attributed to both higher levels of physical capital intensity and
higher levels of TFP. The German lead on productivity compared to the UK can be
explained almost entirely by physical capital intensity, with less of a contribution being
made by higher skill levels. This analysis also provides a sectoral breakdown of

" Total Factor Productivity (or Multi Factor Productivity) is the contribution of residual factors, after capital
and labour have been accounted for, to total productivity. TFP is used to capture factors such as economies
of scale, the quality of labour, competition, organisation and developments in technology that are not direct
inputs to the production process. See Productivity in the UK 7: Securing long term prosperity, HM Treasury
and the Department for Business, Enterprise and Regulatory Reform, November 2007.

® Research conducted by the Department for Business, Enterprise and Regulatory Reform analysed labour
productivity in the UK, US, France and Germany for aggregate market sectors between 1994-2004.
Department for Business, Enterprise and Regulatory Reform Occasional Paper No. 1, ‘Cross-Country
Productivity Performance at Sector Level: the UK Compared with the US, France and Germany’,
Department for Business, Enterprise and Regulatory Reform, February 2008.



productivity. The UK performs well in terms of productivity in the sub-sectors of food
manufacturing, printing and publishing, utilities, construction, transport services and
business services.

A significant body of research has emerged in an attempt to explain what forms of Total
Factor Productivity have been most prevalent in sustaining growth in the USA. The main
findings from this research strand suggest that earlier investment and adoption of
Information and Communications Technology (ICT) was the main driving force behind the
observed growth. This body of research points to retail as the sector where ICT has
made the greatest difference to productivity between the UK and the USA. Fernald and
Ramnath (2004)° suggest that the wholesale and retail sectors accounted for around
three quarters of the acceleration in productivity in the USA, benefiting from their strong
use of ICT. Kitson (2005)'° notes that technology using sectors are significantly larger
than technology producing sectors. This suggests that early adoption and implementation
of technology can have a significant impact on productivity.

Chart 2 suggests that there is a substantial cultural difference with respect to work
between European countries and the USA. As a direct result of relatively high GDP per
hour worked, workers in European economies are able to buy more leisure time than their
American counterparts. This analysis can be used to explain the difference between
GDP per worker and GDP per hour worked. It should be noted that this analysis is not
the only explanation of differing work/leisure balance between countries — each is the
result of different institutional, cultural, and policy choices made over a significant period
of time.

3.2.3 Wellbeing

Whilst GDP data offers a method of comparing the output and productivity between
countries, it offers few insights into what people, or society as a whole, consider as
contributing to wellbeing. So, while GDP is a measure of the monetary value of output it
does not allow us to draw any conclusions as to the life satisfaction of the population. For
example, GDP per worker shows the US is ahead of the UK, France, Germany and Japan
but this does not mean people in the US are more satisfied with life — the populations of
the UK, France, Germany and Japan may choose to ‘buy’ more leisure time and, as a
consequence, have higher life satisfaction.

There have been attempts to measure life satisfaction and wellbeing. These have taken
a variety of approaches and have included both subjective and objective wellbeing
measures. International comparisons of these measures need to be treated with caution
due to language and cultural factors. However, within the UK an objective measure of

® The acceleration in U.S. total factor productivity after 1995: The role of information technology, Fernald, J
G and Ramnath, S, Economic Perspectives, Federal Reserve Bank of Chicago, 2004

' The American Economic Model and European Economic Policy, M Kitson, Regional Studies, Vol 36:7,
October 2005
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wellbeing has been developed that allows comparison between regions. This is
explained further in section 5.3.5.

The term ‘wellbeing’ is broad in nature and has been the subject of much literature written
in recent years, with the aim of defining and subsequently measuring its progress. The
main theme running throughout the literature is that although the industrialised nations
have experienced increases in GDP, as well as tremendous societal developments (e.g.
technology, healthcare etc), people’s sense of wellbeing has behaved differently.
Wellbeing in the UK has remained steady, whilst the US has experienced a decline over
the last quarter of a century.™ Whilst this is suspected to be closely related to people’s
expectations, getting used to developments almost as soon as they occur, it is also
closely linked to income equality.

Key Points: The global economy

= The global economy is currently showing signs of recovery following the worst
recession since the Second World War. Output contracted sharply in 2009 but
is predicted to experience a shallow recovery through 2010.

= GDP per worker in the UK is lower than in Germany, France and the USA.

= Average GDP per worker in the G7 is higher than the UK, but this is significantly
buoyed by the performance in the USA.

= GDP per hour worked in the UK still lags its major competitors and the G7
average, with the exception of Japan, Canada and ltaly.

» Research suggests that the rapid adoption of Information and Communications
Technology (ICT) in the USA had a significant impact on levels of productivity
growth compared to the UK and elsewhere.

3.3 Output and productivity in the East Midlands

The analysis in the previous section showed disparities in the levels of output and
productivity between the UK and its major industrialised competitors. Data is available
that allows this analysis at regional level. The latest available data shows that significant
differences exist between the regions of the UK, and are shown in Chart 3.

* |n 2007, Gross Value Added (GVA)'? per head in the East Midlands was 88% of
the UK average.

1 Wellbeing over time in Britain and the USA: Blanchflower, D, Oswald, A, Journal of Public Economics,
2004.

12 Gross Value Added is the recognised measure of economic output used at a regional level. It is a
measure of output at basic prices, whereas GDP is a measure of output at market prices. The difference
between the two lies in the treatment of taxes and subsidies: GDP = GVA + taxes -subsidies. It is not
possible to reliably measure taxation and subsidies at regional level which is why GVA is used. In this
instance we use the workplace based GVA to give a more accurate indication of the level of output
generated within the region.
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»= London is the leading region where GVA per head was 70.6 percentage points
higher than the UK average. The lowest levels of GVA per head are to be found in
the North East, where it was just 77% of the UK average.

Chart 3 also demonstrates that the data for GVA per filled job and GVA per hour worked
share a number of similarities:

» The East Midlands is ranked fourth, behind London, the South East and East of
England on the filled job measure;

= The region is ranked fifth out of the nine English regions, behind London, the South
East, the East of England and the South West on GVA per hour worked;

» The East Midlands is below the national average on the filled job and hour worked
measures, by 7.6 and 7.5 percentage points respectively; and

= On both measures only London and the South East are above the national
average, whilst the East of England is above the national average, by 0.7
percentage points, on the GVA per hour worked measure.

Chart 3: Regional comparisons of output and productivity 2008 (UK=100)
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Chart 4 shows how the East Midlands has performed relative to the national average for
each of the three measures between 2002 and 2008.

= GVA per head in the region has fallen marginally from 89.7% of the UK average in

2002 to 88.0% in 2008, a fall of 1.7 percentage points. Since 2005 the level has
remained relatively stable, fluctuating between 88.0% and 88.8%. The fall in GVA
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per head can be explained, in part, by the level and type of population growth. The
population of the East Midlands has increased at an above average rate, but the
region has experienced particularly strong growth in the population over retirement
age, increasing the dependency ratio and reducing GVA per head. Population
growth is examined in more detail in the Demography chapter.

GVA per filled job and GVA per hour worked follow broadly the same trend over
the period from 2002 to 2008. Starting from a level of around 96% of the UK
average in 2002, GVA per filled job and GVA per hour worked rose to about 97%
in 2003 and 2004, and then both measures declined to their current levels of

around 92.5% of the UK average by 2008."

Chart 4: Change in output and productivity in the East Midlands, 2002-2008
(UK=100)
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3.3.1 Regional Short-Term Indicators

Following the onset of the economic downturn, towards the end of 2007, an increased
requirement for more timely regional statistics was highlighted to monitor the state of the
economy at a regional level. The Regional Short-Term Indicators Pilot project was
developed by the Office for National Statistics with assistance from the Regional

13 ONS have investigated the fall in GVA per filled job and GVA per hour worked between 2004 and 2005 in
the East Mid lands. It has be en s uggested that a nu mber of contr ibuting fac tors inclu ding re al chan ge,
methodological issues and statistical variation are responsible for this anomaly.
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Development Agency network to fulfil this requirement. The output of the project has
been the publication of a series of regional output indexes providing quarterly data from
2005 quarter four for the production, construction and market services sectors.

Analysis of these indicators provides a clearer picture of the direction of growth in these
sectors and a number of their sub-sectors. Caution should, however, be used in analysis
of the exact magnitude of growth as they are experimental data and have not been
published as National Statistics.

Chart 5 shows that the production sector has been significantly affected due to the
economic downturn and onset of the recession. The sector experienced a degree of
stability between 2005 quarter four and 2008 quarter one where the East Midlands
consistently tracked growth above that of the UK. Following the onset of the economic
downturn the production sector experienced a significant decline in output, falling well
below levels experienced since 2005 quarter four. The sub-sector of manufacturing
experienced one of the steepest declines in output over the same period, with the East
Midlands being affected to a greater extent than the UK as a whole.

Chart 5: Index of production, 2005 quarter four — 2009 quarter two, (2005 quarter
four = 100)
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Source: Regional Short-Term Indicators Pilot, Office for National Statistics, January 2010.

The construction sector has experienced a downward trend in output in the East Midlands
since 2006 quarter three, contrary to the slight growth experienced nationally. However,
the economic downturn had a significant and negative impact on businesses confidence
and ability to invest which in turn reduced output in the construction sector in both the
East Midlands and UK. Chart 6 shows that the negative effects were considerably more
pronounced in the East Midlands than in the UK. The data also suggests that
construction output in the region began to fall from 2007 quarter four, almost two quarters
before a discernable impact was experienced in the UK as a whole.
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Chart 6: Index of construction, 2005 quarter four — 2009 quarter two, (2005 quarter
four = 100)
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Source: Regional Short-Term Indicators Pilot, Office for National Statistics, January 2010.

In contrast to the sectors of production and construction, market services has performed
relatively well during the recession. Between 2005 quarter four and 2008 quarter two, the
sector experienced significant growth. Between 2008 quarter two and 2008 quarter four
the sector experienced a fall in output. However, levels remained above those of 2005
quarter four.

In 2008 quarter four, output from the market services sector in the East Midlands
stabilised and experienced a slight increase in growth to 2009 quarter two. Over the
same period output in the UK as a whole continued to fall.

Within this sector the sub-sector of hotels & restaurants experienced the greatest fall in

output, whilst business services demonstrated a higher level of resistance to the
recession than most other sub-sectors.
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Chart 7: Index of market services, 2005 quarter four — 2009 quarter two,
(2005 quarter four = 100)
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Source: Regional Short-Term Indicators Pilot, Office for National Statistics, January 2010.

3.3.2 Sub-regional performance

Data on sub-regional performance is more limited. GVA per head by NUTS3' area is
available for 2007 (the latest available) and is displayed in Chart 8. As this is a workplace
based measure, at this level of sub-regional geography commuting patterns skew the
data. This leads to an overstatement of GVA per head in areas that encompass larger
proportions of workplaces relative to resident population e.g. the three cities of
Nottingham, Derby and Leicester. Keeping this in mind, the data provides a useful
indication of differing levels of economic activity and performance in the region. Chart 8
shows the sub-regional disparities that exist in the East Midlands:

= GVA per head is highest in Nottingham City and Derby, where the levels are 31%
and 16% above the UK average respectively;

= GVA per head is also above the UK average in Leicester City (by 7%), whilst
Northamptonshire has GVA per head equal to the UK average;

= GVA per head is above the East Midlands average (88% of UK average) in these
four areas and Leicestershire and Rutland;

= South Nottinghamshire, East Derbyshire and Lincolnshire have the lowest levels of
GVA per head within the region, at just 67%, 70% and 70% of the UK average

“ Nomenclature of Units for Territorial Statistics (NUTS) areas were created by Eurostat as a hierarchical
classification of spatial units used for statistical production across the European Union. NUTS3 regions are
Counties, Unitary Authorities or groups of Local Authority districts.
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respectively. It should be noted that these areas, more than most, experience a
high level of out commuting, skewing the data; and

= GVA per head is also below both the UK and East Midlands averages in South and
West Derbyshire (77%) and North Nottinghamshire (79%).

Chart 8: Index of GVA per head by NUTS3 region in the East Midlands, 2007,
(UK=100)
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Source: Regional Productivity, Office for National Statistics, February 2010

Between 1997 and 2007 there has been a reduction in the gap between the best and
worst performing sub-regions in the East Midlands from 79 percentage points to 62
percentage points. This has been brought about through a reduction in GVA per head in
Nottingham from 145% of the UK average to 131% and an increase in South
Nottinghamshire from 66% to 69% over this period. Commuting patterns are likely to be
responsible in part for this change along with the changes to the labour market and
demography in these areas. More information on this can be found in the Demography
chapter.

Derby has experienced the greatest fluctuation on this measure increasing from 104% of
the UK average in 1997 to 125% in 2001, before falling back to 116% in 2007.

Derby, East Derbyshire, South Nottinghamshire and Northamptonshire have all
experienced growth relative to the UK average in this time period, whilst South and West
Derbyshire, Nottingham, North Nottinghamshire, Leicester and Leicestershire,
Lincolnshire and Rutland have all fallen.
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3.3.3 EU regional performance

It is important that the region remains competitive within a European context, increasing
the attractiveness of the region to investment from overseas. Strong international
business links promote growth and stability making the region more resilient to domestic
shocks in the economy.

One measure used to compare productivity between EU regions is Gross Domestic
Product (GDP) using an artificial currency known as Purchasing Power Standards
(PPS)" and is based on Purchasing Power Parities (PPP)."® Data is limited at regional
level and is not provided for all European regions but offers an insight into the relative
productivity of many regions. Chart 9 shows the five regions with the highest output per
head and the five regions with the lowest output per head in Europe, as well as the East
Midlands.

= |n 2006, output per head in the East Midlands was 25,300pps. This is around a
third of that in Inner London (the leading region in the EU with output of 79,400pps)
but over four times greater than the Romanian region of Macroregiunea doi (the
poorest region in the EU with output per head of just 6,600pps). The East
Midlands is also ranked above the average for the EU27, which is 23,600pps.

= The top performing regions all tend to be based around large, prosperous cities.
This highlights the importance of cities to the prosperity of regions throughout
Europe. In contrast, the lagging regions tend to be from those of recent entrants to
the EU such as Poland, Romania and the Baltic States.

= There are 13 regions comparable to the East Midlands (i.e. those within +/- 5% of
East Midlands output per head, as measured by PPS). These include Norra
Sverige in Sweden, Sudosterreich in Austria, Oost-Nederland in Holland, Centre-
Est in France, Kbzép-Magyarorszag in Hungary and the West Midlands, North
West and South West in the UK.

1% “The PPS (Purchasing Power Standard) is an artificial currency that takes into account differences in
national price levels. This unit allows meaningful volume comparisons of economic indicators between
countries. Aggregates expressed in PPS are derived by dividing aggregates in current prices and national
currency by the respective Purchasing Power Parity (PPP)” Eurostat News Release, 12" February 2008.

'® Purchasing Power Parities (PPP) are the rates of currency conversion (much like an exchange rate) that
are used to remove the differences in price levels between countries.
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Chart 9: Leading and lagging NUTS1 regions in the EU, 2006 (latest available) — in
relation to the East Midlands (Purchasing Power Standards (PPS) per Inhabitant)
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3.3.4 Gross Disposable Household Income in the East Midlands

An alternative measure of economic performance is Gross Disposable Household Income
(GDHI). This is the total household income less income and property taxes and National
Insurance and social contributions. This provides a picture of how much money the
household sector actually has at their disposal to spend or save.

This section uses the latest data provided by the Office for National Statistics. Between
2007 and 2008, GDHI per head in the UK increased by 3.9% from £14,300 to £14,900.
Over the same period the East Midlands experienced an increase of 3.3% from £13,200
to £13,600.

Using indexed GDHI per head it is possible to show how the nine Government Office
regions have performed relative to the UK (UK=100). Chart 10 shows that London has
been the top performing region on this measure whilst the North East has performed
relatively badly. In 2008, GDHI in London was 28% above the UK average whilst it was
just 84% of the UK average in the North East.
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GDHI in the East Midlands has remained relatively stable, fluctuating between 91% and
93% of the UK average between 2000 and 2008.

Chart 10: Indexed GDHI per head (UK=100), 2000 — 2008(p)
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Source: Regional Accounts, Office for National Statistics, 2010.

The data for NUTS3 areas shows that there are large sub-regional disparities in this
measure. There is currently a gap of 33 percentage points separating the NUTS3 regions
in the East Midlands. There is a sharp contrast to the GVA data as the commuting effects
are absent from the data. This clearly shows that the most affluent areas of the region
are to the south and tend to be more rural areas.

Of the NUTS3 areas, only South Nottinghamshire and Northamptonshire were above the
UK average in 2008. Derby, East Derbyshire, Nottingham, North Nottinghamshire,
Leicester and Lincolnshire all have GDHI per head of less than 90% of the UK average.

Since 1997 GDHI in the NUTS3 areas has remained relatively stable with the exception of
South and West Derbyshire and Nottingham. GDHI per head in South and West
Derbyshire increased from 90% of the UK average in 2000 to 95% in 2008. In contrast, in
Nottingham there has been a decline, falling from 80% of the UK average in 2000 to 70%
in 2008.
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Chart 11: Indexed GDHI per head (UK=100), 1997 — 2008 (p), by NUTS3 areas
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More information on earnings, a key component of GDHI, in the East Midlands can be
found in the Labour Market chapter of The East Midlands in 2010.

3.3.5 Economic wellbeing in the East Midlands

The previous section highlighted differences in productivity and hours worked between
countries. It suggested that a range of factors contributed to the individual decisions that
led to those macroeconomic outcomes and their associated consequences for quality of
life and economic wellbeing. In recent years there has been significant interest in
measuring wellbeing and this sub-section presents a short analysis of the Regional Index
of Sustainable Economic Wellbeing (RISEW).

The RISEW is a composite indicator that seeks to measure the different factors that
contribute to economic wellbeing in monetary terms. It starts with consumer expenditure,
and a series of adjustments are made to account for economic, social and environmental
factors. The most recent data shows that in 2007, RISEW per person in the East
Midlands was £11,689, representing a significant increase on the levels experienced in
1994.
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Chart 12: Regional Index of Sustainable Economic Wellbeing per capita
1994-2007 (£)
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Chart 12 shows the RISEW for the English regions. It is immediately apparent that this is
quite different to the data on gross value added presented in Figure 5.3. The highest
level of RISEW per capita in 2007 was £13,946 in the South West. London, which has
the highest level of GVA per capita, has RISEW per capita of £13,818. RISEW per capita
was lowest in Yorkshire and the Humber, at £8,357 followed by the South East, at £9,214.
Again, this contrasts with GVA per capita which is lowest in the North East.

Chart 12 also shows how RISEW per capita has changed over time. Between 1994 and
2007 RISEW per capita has increased by 102.5% in the East Midlands, significantly more
than the average of 35.0% for England and the fastest of all the English regions. Among
the nine English regions the East Midlands has risen from eighth in 1994 to fourth in
2007. Much of the change in the region has been driven by a reduction in environmental
costs as a result of improvements in the costs of resource depletion and air pollution.
There has also been significant growth in RISEW per capita in Yorkshire and the Humber
(51.0%) and London (68.2%). The slowest growth in RISEW per capita has been in the
South East (8.0%) and the West Midlands (16.5%).
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Key Points: Output and productivity in the East Midlands
In 2007, Gross Value Added (GVA) per head in the East Midlands was 88% of
the UK average.

» The East Midlands is currently ranked fourth and fifth respectively of all the
English regions on GVA per filled job and GVA per hour worked measures of
productivity.

= GVA per head is highest in Nottingham City and Derby, where the levels are
31% and 16% above the UK average respectively.

= South Nottinghamshire, East Derbyshire and Lincolnshire have the lowest levels
of GVA per head within the region, at just 67%, 70% and 70% of the UK
average respectively.

= Gross Disposable Household Income in the East Midlands has remained
relatively stable compared to the UK level, fluctuating between 91% and 93% of
the UK average between 2000 and 2008.

» Looking at international comparisons of output, the East Midlands experiences
output per head at around a third of that seen in Inner London (the leading
region in the EU) but over four times greater than the Romanian region of
Macroregiunea doi (the poorest region in the EU). The East Midlands is also
ranked above the average for the EU27.

= Economic wellbeing, as measured by the RISEW, experienced rapid growth
between 1994 and 2007 in the East Midlands and is currently above the UK
average.

» The recession has had a significantly larger negative impact on the sectors of
construction and manufacturing in the East Midlands than nationally. Market
services has held up reasonably well.

3.4 Drivers of productivity in the East Midlands

It has been established that regional productivity is of prime importance to the growth and
stability of the UK economy. Whilst improvements in productivity are generated from
producers, they have direct impacts on consumers in the form of lower prices, higher
quality and more innovative goods and services.!” Productivity growth, therefore, has the
potential to benefit both producer and consumer welfare alike.

There has been a substantial body of literature written on the subject of regional
productivity and competitiveness. Whilst this literature offers no consensus as to the
extent to which regions compete, it does identify a number of factors which affect regional
economic performance. These include: productive capital (the region’s economic and
business structure), human capital (labour force skills and qualifications), creative capital
(knowledge, innovation and entrepreneurship), infrastructure, socio-institutional capital

7 Productivity and Competition: An OFT perspective on the productivity debate. Office of Fair Trading,
January 2007.
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(business networks and associations, workplace traditions, public organisations etc.) and
cultural capital (range and quality of cultural assets and facilities)."

The Government has produced an economic performance framework with two main long-
term objectives. The first objective is to maintain macroeconomic stability allowing
individuals and businesses to have the certainty they need to make long-term investment
decisions. The second objective is to introduce microeconomic reforms to tackle market
failures associated with the drivers of productivity.

The five key drivers of regional productivity that underlie long-term economic performance
work in synergy and should therefore be developed together. The five drivers are:

= Investment;

= [nnovat ion;

= Skills;

= Enterpr ise; and

= Competit iveness.

This section will use the five drivers to analyse the position of the UK relative to its key
competitors, and the East Midlands relative to other English regions. This section will
examine four of these drivers in detail — skills will be covered in depth in the Labour
Market chapter of The East Midlands in 2010.

3.4.1 Investment

Investment in the UK had increased prior to the recession, due to a prolonged period of
economic stability and stable interest rates. In this section the term ‘investment’ is used
to describe all business investment by UK and foreign owned companies. The current
recession will have an impact on investment, through tighter credit conditions that will not
be captured by the data for two to three years.

Investment is a key driver of productivity as increasing the quality and use of capital
allows a greater level of output to be produced from the same level of inputs e.g.
investment in training for a single worker increases the capital that the worker can utilise,
enabling them to produce a higher level of output. Studies have shown that capital per
worker in the UK is significantly lower than its major competitors of the USA, France and
Germany. Investment in physical capital would go some way to closing the gap.’® Itis
estimated that every 1 percentage point increase in total investment leads, in the long-
term, to a 0.05 percentage point increase in the growth rate of labour productivity.

'8 Thinking About Regional Competitiveness: Critical Issues, Martin, R, University of Cambridge, emda RES
evidence commission, August 2005.

19 Cross-country productivity performance at sector level: the UK compared with the US, France and
Germany. BERR Occasional paper No 1, February 2008.
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Foreign Direct Investment (FDI) is one method through which the UK can directly benefit
from investment by foreign firms. Firms may look at many parts of a country’s economy
(fiscal system, labour market, geography etc.) before making an investment decision.

The more prosperous and stable an economy, the more open and attractive it will be to
FDI. Stable and attractive conditions in the UK have led to high levels of FDI compared to
the UK’s major competitors. The key benefits from FDI include:

= Utilisation of innovative practices and technology that were developed abroad in
domestic production;

= |ncreased domestic competition stimulating production and the diffusion of
innovative processes; and

= Spillovers increasing the productivity of domestic firms.?

A body of literature exists that gives weight to the argument that foreign owned firms are
generally more productive than incumbent firms, in some cases by up to 25%.%" A study
looking into FDI in the UK concluded that foreign firms, in particular US owned
multinationals, which operate in the UK, are more productive than their UK owned
counterparts.?? This suggests that there may be a higher return to foreign investment,
making it an attractive proposition for governments to pursue.

Chart 13 shows investment by UK and foreign owned companies in the East Midlands as
a proportion of regional GVA. It can be seen from the chart that, in 2006, the level of
investment by UK owned firms appeared to have been in decline whilst investment from
foreign owned firms appeared to be rising.

The global nature of the economic downturn has affected the ability and desire for firms to
invest in the UK, either from domestic firms or foreign firms in the form of FDI. The
magnitude of the decline in investment will become clearer as published statistics begin to
pick up the effects of the economic downturn, in the next two to three years.

2 Productivity in the UK 6: Progress and New Evidence, HM Treasury and the Department of Trade &
Industry, March 2006.

2! Foreign Ownership and Productivity: New Evidence from the Service Sector and the R&D Lab, Griffith, R,
Redding, S,J, Simpson, H, October 2004.

2 Multinationals and US Productivity Leadership: Evidence from Great Britain, Criscuolo, C, Martin,
R.,OECD, April 2004.
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Chart 13: Investment by UK and foreign owned companies in the East Midlands as
a percentage of regional GVA
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Source: Annual Business Inquiry and Regional Accounts, Office for National Statistics, 2009, available from
‘Regional Economic Performance Indicators’, BIS, May 2009, 2009.
Note: Data for 2003 ‘other’ and ‘total’ is missing due to disclosure controls.

= In 2006 the level of investment by UK owned companies was equivalent to 5.7% of
GVA in the East Midlands. This is 0.3 percentage points higher than in 2002
(5.4%) but remains considerably lower than the peak of 7% in 2000. Investment
by UK owned companies in the East Midlands is currently 0.3 percentage points
below the UK average but above the levels experienced in the South West (4.9%),
East of England (5.1%), London (5.2%) and the North East (5.4%)

= There has been less volatility in the level of investment by foreign owned
companies than by UK owned companies. In 2006 the level of investment by
foreign owned companies was 2.2% of GVA, which is the highest level of
investment recorded. The East Midlands is currently ranked second on this
measure behind the North East (2.5%) and is 0.4 percentage points above the UK
average.

A breakdown of the data by broad sector is also available and is also shown in Chart 13.
This shows that:

= |nvestment by UK owned manufacturing companies in the East Midlands declined

from 1.8% of GVA in 2000 to 0.9% in 2006. This level of decline in investment
mirrors national trends. The UK average has declined from 1.3% in 2000 to 0.6%
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in 2006. Investment by UK owned manufacturing companies is highest in the
North West, at 1.0% of GVA, and lowest in London, at 0.1%;

= The level of investment by foreign owned manufacturing companies has remained
relatively stable, fluctuating between 0.4% and 0.6% of GVA from 2000 to 2006.
Investment is currently 0.2 percentage points above the UK average and compares
favourably with other regions. Only foreign owned manufacturing companies in the
North East invested relatively more;

= |nvestment by UK owned service companies has remained consistently greater
than among manufacturing companies between 2000 and 2006. The level of
investment by UK owned service companies has fallen from 4.2% of GVA in 2000
to 3.8% in 2006. This has brought the East Midlands in line with other regions of
the UK, and is currently 0.6 percentage points below the UK average; and

= There has been an increase in the level of investment by foreign owned service

companies in the region from 0.6% of GVA in 2000 to 1.2% in 2006. This is
against a relatively stagnant national trend.

3.4.2 Innovation

This sub-section seeks to outline the links between innovation, growth and productivity.
The area of innovation has received significant attention over the last few years. The
Office for National Statistics defines innovation activity in the following way:

“We define innovation activity here as where enterprises were engaged in any of the

following:
= Introduction of new or significantly improved products (goods or services) or
processes;

= Engagement in innovation projects not yet complete or abandoned; and

= Expenditure in areas such as internal research and development, training,
acquisition of external knowledge or machinery and equipment linked to
innovation activities” (ONS, Economic Trends, 2006 page 59).

Without innovative activity an economy would be limited in its capacity to grow.

HM Treasury states that one key area of innovation policy is the strengthening of links
between universities and business. Between 2000-2001 and 2005-2006, universities
experienced an increase in their income generated by business of more than 100% and
growth in income from licensing arrangements of more than 200%.% Despite having a
strong academic base, the UK still lags behind its major competitors in terms of the levels
of research and development and patent applications.

% Productivity in the UK 7, securing long-term prosperity, HMT, 2007.
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The East Midlands Universities Association (EMUA) includes 10 East Midlands
Universities®*, which are major regional employers and they contribute significantly to the
regional economy. Universities in the East Midlands employ over 25,000 staff directly
and contribute to the employment of an additional 30,000 people in the region.25 The
network of universities in the East Midlands provides not only a significant contribution to
the regions labour market, but also the regions economy and capacity for innovation.
According to EMUA the Higher Education sector generates around £3.3bn of GVA and an
annual income of £13.8bn whilst undertaking around £260m of research.

East Midlands universities have a tradition of scientific excellence and research
breakthroughs, including the development of magnetic resonance imaging (MRI) at The
University of Nottingham and genetic fingerprinting at Leicester. Research strengths in
the region include biological sciences at Leicester, the built environment at Loughborough
and engineering disciplines at Nottingham, Leicester and Loughborough. The 2008
Research Assessment Exercise (RAE) highlighted the quality of research being
conducted by higher education institutions in the UK. The report judged 17% of research
conducted in UK HElIs to be world-leading and 37% as internationally excellent, towards
which HEIls in the East Midlands contribute significantly.

The Higher Education (HE) sector is a key player in innovation and knowledge exchange.
The HE sector has been proactive in employer engagement for learning and teaching and
responding to the needs of businesses and individuals during the recession.?

There is a significant body of literature addressing the subject of innovation.
Schumpeterian growth theory®’ suggests that innovative activity is sparked in firms when
there igsa perceived threat from foreign firms. This is backed up by Aghion et al (2007
Pg23):

“Threat of technologically advanced entry encourages incumbent innovation and
productivity growth in sectors that are initially close to the technological frontier,
whereas it may discourage incumbents in sectors further behind the frontier.”

This statement suggests that firms that are close to the technology frontier in a strong
market position will seek to maintain their advantage through innovation. Firms that are
already further behind the frontier may not experience an economic benefit to such
innovation due to the lower expected returns from innovating.

2 Bishop Grosseteste University College Lincoln, University of Derby, De Monfort University Leicester,
University of Leicester, University of Lincoln, Loughborough University, the University of Northampton, The
University of Nottingham, Nottingham Trent University, The Open University.
http://www.emua.ac.uk/pages/members.html

* East Midlands Universities Association (EMUA) http://www.emua.ac.uk/he/economic.html

% East Midlands Universities Association (EMUA) http://www.emua.ac.uk/he/business.html

2" Schumpeter, J. (1942), Capitalism, Socialism and Democracy. Harper and Row.

2 The Effects of Entry on Incumbent Innovation and Productivity, Aghion ,P , et al, 2007
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Innovation is heavily dependent on the available skills of the workforce. A recent report®®
summarises the direct and indirect linkages between skills, innovation and enterprise with
productivity and regional performance. Each of the drivers, skills, enterprise and
innovation, have direct and indirect implications for regional (and firm) productivity.
Innovation is significantly influenced by skills: academic skills, research skills and
creativity are examples of skills that enhance innovation activity and knowledge creation.
However, management and entrepreneurial skills are also crucial to turn innovative ideas
into economically valuable business opportunities.

Innovative activity is subject to a high level of competition increasing the need to protect
innovative products or processes. Patents exist to protect the inventor from competitors
emulating their inventions and benefiting from them. In reality patents are so specific that
opportunities to engineer or “innovate around” the Patented product exist, as noted by the
then DTI (2005).%° As noted by Striukova (2007),>! Mansfield et al (1981)* in their
influential paper suggest that around 60% of patents are imitated within four years of the
patent being issued. This has been widely quoted in subsequent work, see Grandstand
(2004).%* When a firm decides to invest in innovation, a key decision they must make is
whether they will be able to gain a suitable level of return for the effort they putin. To
increase the size of the return and the time period it can be extracted over, firms utilise a
range of tools to protect themselves.

Research and development (R&D) is conducted to enhance the position of a firm in a
market. Research has suggested that the social return to private investment far
outweighs the private return. Griliches et al (2000)** found excess return to firms is
around 10% whilst the social return is 25% (these figures are only relevant for privately
financed research). Although many studies miss important elements of R&D expenditure
or spillovers e.g. the international affects of R&D it can still be said that R&D produces
social benefits that outweigh the private return. The fact that spillovers occur and firms
are not able to enjoy the full benefit of an investment in innovative activities is an example
of market failure and provides a justification for public policy to address the imbalance.

3.4.2.1 Business enterprise research and development (BERD)

Business enterprise research and development (BERD) measured as a percentage of
GVA gives an indication of the level of innovation activity that is generated from within
firms operating in the UK. BERD has been consistently higher in the East Midlands than
the UK average between 1997 and 2007. Placing this data alongside more anecdotal

% Source: Gambin Lynn et al., Warwick Institute for Employment Research, University of Warwick,
commissioned on behalf of emda, ‘Exploring the links between skills and Productivity’, 2009.

30 Creativity, Design and Business Performance, DTl Economics Paper, DTI, November 2005.

31 Striukova, L, (2007), Patents and corporate value creation: theoretical approach, Journal of Intellectual
Capital.

32 Imitation Costs and Patents: An Empirical Study, Mansfield, E, Schwartz, M, and Wagner, S, The
Economic Journal, Vol. 91, No. 364, 1981.

33 Grandstand, O. (2004), Economics, Law and Intellectual Property, Boston.

% Do subsidies to commercial R&D reduce market failures? Microeconometric evaluation studies,
Department of Economics, University of Oslo, Griliches et al, 2000.
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evidence suggests that, whilst the East Midlands has a higher than average level of
BERD, this is concentrated in a relatively few large multinational firms with many smaller
firms in the region spending very little on R&D. It is unclear how the recession will impact
on R&D expenditure. For some businesses it will be viewed as an item of expenditure
that can be cut back, while for others it will be viewed as an essential means of competing
in their market.

Chart 14: Business enterprise research and development as percentage of GVA,
1997-2007
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Source: Business Enterprise R&D Survey and Regional Accounts, Office for National Statistics. Available
from ‘Regional Economic Performance Indicators’, BIS, May 2009.

= As Chart 14 shows, in 2007 BERD in the East Midlands was equal to 1.4% of GVA
and has remained at roughly this level since 2003. Itis currently 0.1 percentage
points greater than the national average.

» The East Midlands has experienced a decline in the level of BERD between 2000
and 2007 falling from 1.7% of GVA to 1.4%. In contrast BERD in the UK has
remained relatively stable over this period, fluctuating between 1.3% and 1.2%
between 2000 and 2007.

= Regions with the highest level of BERD in 2005 were the East of England and the
South East, at 4.1% and 2.0% of GVA respectively.
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3.4.2.2 Gross domestic expenditure on research and development

As well as BERD, spending in the public sector via Government and Higher Education
both contribute to the total level of spend on R&D. Due to the structural nature of these
two additional contributions to BERD they are substantially less variable over time.

Chart 15: Gross domestic expenditure on research and development as % of GVA,
1998 and 2007
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‘Regional Economic Performance Indicators’, BIS, May 2009.

It can be seen from Chart 15 that Higher Education is the next largest contributor
to expenditure on R&D after business. Levels of spending on R&D from Higher
Education in the East Midlands, at 0.4% of GVA, are currently below the national
average of 0.5%. In 2007, only the West Midlands and the South West had lower
expenditure on R&D from Higher Education than the East Midlands.

Levels of Government R&D remain low in the East Midlands, currently equivalent
to just 0.1% of GVA, half the national average of 0.2%. Government expenditure
on R&D remains concentrated in the East of England, the South East and the
South West.

Gross domestic expenditure on R&D has decreased by 0.1 percentage points in

the East Midlands between 1998 and 2007. This is in contrast to the increase
experienced nationally, of 0.1 percentage points.
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3.4.2.3 Proportion of enterprises with co-operation agreements on
technological innovation

Co-operation agreements are a key part of the innovation process allowing information on
innovative activities to be shared, developed and used by a wider audience. Co-
operation agreements allow partners to share cost, risk and knowledge leading to
substantial economic benefits.

Chart 16: Proportion of enterprises with co-operation agreements by region,
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Source: Community Innovation Survey 5, Department for Trade and Industry, 2007.

Chart 16 shows that the East Midlands, at 12.2%, has the highest level of co-operation
agreements of any region, placing the East Midlands above other regions such as the
South East and East of England where R&D expenditure is concentrated. The UK
average is relatively low (9.7%) due to the low levels of co-operation agreements in
Wales (8.2%), Scotland (8.4%) and Northern Ireland (6.5%). This strength provides a
solid foundation for benefitting from innovative activity in the East Midlands.

3.4.2.4 Proportion of turnover accounted for by new or improved products

The final output of the innovation process is a new or improved product or process. Itis
this stage of the process that creates the benefits both within the firm and the region as a
whole, and enables the process of innovation to be sustained in the long-term. Data is
available that shows the proportion of a businesses turnover that is attributable to new or
improved products.
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Chart 17: Average distribution of total turnover accounted for by product and novel
innovation which is new to market, new to firm or significantly improved, 2004-2006
45 m Significantly improved

4 product
0 m New to the firm

35
30 A
25 A
20
15
10 -
Pl T I BN BN BN BN En =B

New to market

Percentage (%)

Source: Community Innovation Survey 5, Department for Trade and Industry, 2007.

Analysis of this data shows that the East Midlands has relatively low turnover generated
from new or improved products despite the high levels of innovation activity. Chart 17
shows:

= In the East Midlands, 34% of turnover generated in firms who responded as being
product or process innovators was from products or processes that were either
new to market, new to the firm or significantly improved. This is 7 percentage
points below the leading region of the South East;

= Of the turnover generated by product or novel innovation in the East Midlands, the
highest proportion comes from innovation which is new to the firm; and

= |t should be noted that although the East Midlands has one of the lowest average
distributions of total turnover generated by innovation which is new to market (7%)
there is very little regional variation, with most regions experiencing between 7%
and 9% and London, the leading region, experiencing 11%.

The level of turnover generated by novel products or processes varies by sector. The
Primary and Knowledge intensive sectors experience the highest level of turnover
generated from innovative activities. Sectors such as construction and engineering-
based manufacturing that are relatively more significant in the East Midlands than
nationally tend to experience lower levels of turnover from innovative products or
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processes. This could go some way to explaining why the region appears to lag the UK
average on this indicator.

The ability to turn the research and innovative activities generated within universities into
commercial success is key to fully exploiting the potential of their work. EMUA note the
findings of the Higher Education-Business and Community Interaction Survey 2007-2008
which state that 610 companies are currently active, through graduate and staff start ups.
Turning research excellence into commercial success will continue to be promoted
through mechanisms such as the Lachesis Fund*® and incubation units.

3.4.3 Enterprise

Enterprise enhances the business stock and increases competition. It creates an
environment which stimulates creative destruction® leading to what is sometimes termed
‘churn’. Churn is the process by which new entrants into the market force out those
incumbent firms who are not able to compete. This process of creative destruction and
subsequent churn allocates resources out of older/less efficient industries and into
new/more efficient industries and is thus a key feature of high levels of economic
performance.

Entrepreneurial activity not only describes the creation of new businesses, it can also
include actions of individuals within businesses. This demonstrates that entrepreneurial
activity can be affected as much by the culture within a country as by the prevailing
economic conditions. Increased entrepreneurial activity can result in higher employment
growth rates and the reduction of unemployment rates.>

The UK has performed well when looking at factors affecting the level of entrepreneurial
activity. In 2008, the UK was ranked second amongst its European competitors and third
globally on the measure relating to ease of doing business.®® This report looked at the
financial infrastructure and access to capital to support entrepreneurial activity of 122
countries. Although the UK has seen a slight drop from first place overall this has been
due to improvements in the stability of its competitors and does not indicate a
deterioration in UK performance overall.

Whilst the UK has made significant progress in recent years and is ahead of many
European competitors, there is still a large entrepreneurial gap between the UK and the
US. The US has higher levels of enterprises per head and a faster rate of small business
growth. Embedded in the US is an enterprise culture, in which the fear of failure is not
seen as a significant barrier to entry. Fear of failure comes high on the list of concerns of

* http://www.lboro.ac.uk/business/luel/Lachesis/pages/index.html

% ‘Creative destruction’ is a term used to describe the change in a market where a new technological
development or process has been introduced creating a more efficient industry. This introduction ‘shakes
UP' the market and forces incumbent firms to increase efficiency to survive.

%7 Linking Entrepreneurship to Growth, David B Audretsch and Roy Thurik, OECD, 2001.

% Milken Institute, Captial Access Index (CAI), 2008.
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people in the UK when looking to start or grow a new business. In 2008, 38.9% of the
adult population of the UK cited fear of failure as a reason not to start a new business,
whilst tr?')lge East Midlands has the lowest fear of failure rate of any English region, at
34.9%.

A number of factors have been identified which characterise an entrepreneurial region:*

= Entrepreneurial regions have a culture that recognises, encourages and supports
entrepreneurs and entrepreneurial ways of working;

= Entrepreneurial regions have a dynamic business population that is based on a
healthy start-up rate, improving levels of firm survival, a large and rising proportion
of growing entrepreneurial firms and agglomeration effects that speed up regional
growth through clustering and the geographical concentration of businesses; and

= The institutions and infrastructure of a region support and enable entrepreneurial
activity.

Complementing this regional research, the HM Treasury Enterprise Strategy*' has
identified what they have termed ‘enterprise enablers’. These enablers are the underlying
factors which, in their absence, have the potential to limit the level and quality of
enterprise. These include:

= Cul ture;

= Knowledge and skills;

= Access to finance;

= Business innovation; and

= Regul atory framework.
These enablers have been drawn from the extensive literature on entrepreneurship that

apply specifically to national development. They do however, cover many of the factors
outlined in regional research on economic performance.

3.4.3.1 Total entrepreneurial activity

Total entrepreneurial activity (TEA) is measured by the Global Entrepreneurship Monitor
(GEM), a survey of entrepreneurial activity among the adult population. TEA is calculated

* Global Entrepreneurship Monitor: United Kingdom 2008, Aston Business School.

40 Entrepreneurial Regions, Exploring the Entrepreneurial Capacity of the East Midlands, Atherton, A, Frith,
K, University of Lincoln, emda RES evidence commission, August 2005.

! Enterprise: Unlocking the UK’s Talent, HMT, March 2008.
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as the sum of nascent entrepreneurs (those who said that they were actively involved in
creating a new business that they would own all or part of and have not paid any wages
or salaries to anyone for more than three months) and baby businesses (more
established owner-manager businesses that have been running for between four and 42
months). TEA is an important indicator of the relative strength and adaptive capacity*? of
an economy. Data from the Global GEM survey 2008 indicates that the UK, with a TEA
of 5.5% is more entrepreneurial than Germany (3.8%), Italy (4.6%) and Japan (5.4%).
Levels of TEA have, however, been increasing in many countries leading to the UK
slipping down the rankings. The UK still trails the USA (10.8%) and has now fallen
behind France (5.6%) and the G7 average (6.0%).** The remainder of this sub-section
will focus on TEA at regional level.

Chart 18: Total entrepreneurial activity in the UK, 2004 to 2008
(% of adult population)
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Source: Global Entrepreneurship Monitor UK, Aston Business School, 2008

= TEA in the East Midlands was 5.3% in 2008, 0.2 percentage points below the UK
average, and 0.1 percentage points higher than in 2007. These differences are not
statistically significant.

= The highest levels of TEA are to be found in the East of England (7.3%), the West
Midlands (6.4%) and the South West (5.9%).

*2 The term ‘adaptive capacity’ describes a regions ability to respond to economic shocks. Levels of
Education and TEA both enhance a regions capacity to respond to changing economic opportunities.

3 Global Entrepreneurship Monitor: United Kingdom 2008, Aston Business School.
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» The lowest levels of TEA are to be found in Yorkshire and the Humber and the
North East, where 4.2% and 5.1% of the adult population were involved in
entrepreneurial activity respectively.

= Levels of TEA in UK regions have changed markedly in recent years. Areas which
have experienced a decline include London, the South East, the South West and
the East Midlands whilst areas which have experienced growth include the North
East, North West and West Midlands.

There remains a substantial gap between the levels of entrepreneurial activity of males
and females. In 2008, 3.7% of females were classed as entrepreneurially active
compared to 6.8% of males. Whilst this gap is significant it follows the national trend in
entrepreneurial activity.

Data for 2008 does not suggest any decrease in the level of entrepreneurial activity due
to the recession in either the East Midlands or the UK as a whole. This may be a product
of entrepreneurs who were committed to their activity before the downturn took hold. It is
likely that the level of entrepreneurial activity will be affected both positively and
negatively by the current downturn. People may look to entrepreneurship as a source of
income as conditions in the labour market deteriorate, but tight credit conditions may
prevent much of this activity from occurring. The effects of the downturn will, therefore,
be captured in future data releases.

3.4.3.2 Business births

Chart 19 shows business births** as measured the Office for National Statistics** per
10,000 resident adults in the UK in 2008. Business births are a proxy for the level of
entrepreneurial activity in the region, with the difference between births and deaths giving
an indication of the strength of entrepreneurial activity in the region.

* A birth is identified as a business that was present in year t, but did not exist in year t-1 or t-2. Births are
identified by making comparison of annual active population files and identifying those present in the latest
file, but not the two previous ones.

* The starting point for demography is the concept of a population of active businesses in a reference year
(t). These are defined as businesses that had either turnover or employment at any time during the
reference period.
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Chart 19: Businesses births per 10,000 resident adults by region, 2008
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Source: ON S, Business D emography 20 08, accessed J anuary 2010 and ONS, Mid Year Population
Estimates, broad age bands, numbers, August 09, accessed January 2010.

In the East Midlands there were 47 business births per 10,000 resident adults in
2008, below the UK average, of 54.

Business births are significantly lower in the East Midlands than in the leading
region in the country, London, where there were 96 births per 10,000 resident
adults in 2008.

In the North East there were 37 births per 10,000 resident adults in 2008, 68% of
the UK average.

In the East Midlands there were 41 business deaths per 10,000 resident adults
over the same period, below the UK average, of 44. This data indicates a below
average level of churn in the East Midlands.
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Map 1: Business births per 10,000 resident adults by district, 2008
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Map 1 shows that there are significant differences in the business start-up rate per 10,000
resident adults between districts of the East Midlands:

= The highest start-up rates are to be found towards the south of the region where
Harborough and South Northamptonshire experience start-up rates of 73 and 71
businesses per 10,000 residents adults respectively;

= Districts to the north of the region such as Bolsover, Bassetlaw, Ashfield,
Broxtowe, Chesterfield and Mansfield and east of the region, such as East Lindsey
experience lower business start-up rates; and

= This analysis suggests there are relatively low business start-up rates in the
regions urban centres e.g. Nottingham and Derby. This is a product of the high
resident population in these districts rather than a lack of opportunities, or the
overall number of start-up rates.

Chart 20: Change in business births per 10,000 resident adults 2002-2008
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Source: Business Demography: Enterprise Births, Deaths and Survival, Office for National Statistics, 2009
and ONS, Mid Year Population Estimates, broad age bands, numbers, August 09, accessed January 2010.

= The number of business births in the East Midlands has fluctuated over time but
has displayed no clear trend, as illustrated by Chart 20.

= The number of business births per 10,000 resident adults has fluctuated between a
low of 46 in 2006 and a high of 54 in 2005.

= The same broad trend has occurred nationally where business start-ups have
fluctuated between a low of 51 in 2002 and a high of 61 in 2007.
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= No one region has experienced significant improvements in the number of
business start-ups relative to the UK average.

= The Chart shows that business births fell in both the East Midlands and United
Kingdom between 2007 and 2008. This may have been brought about by a
worsening of economic conditions as the economy entered recession.

3.4.3.3 Business survival in the East Midlands

It is important that the economy of the East Midlands is not only able to cultivate new
businesses but is also able to ensure that they survive, providing long-term benefits for
the region. The first three years in the life cycle of a business are considered to hold the
most risk, with the likelihood of continued survival increasing with time. Chart 21 shows
that the East Midlands performs relatively well on this measure.

Chart 21: Three year survival rate for business first becoming active®® in 2005 (%)
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Source: Business Demography: Enterprise Births, Deaths and Survival, Office for National Statistics, 2009

» In the East Midlands 65.4% of businesses becoming active in 2005 were still active
three years later, which is 0.7 percentage points above the UK average of 64.7%.

= As shown in Chart 21, among the English regions the business survival rate is
highest in the South East, at 67.4%, and lowest in London at 61.2%.

* These are defined as businesses that had either turnover or employment at any time during the reference
period.
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= The three year business survival rates have decreased in all English regions
between businesses born in 2003 and businesses born in 2005, with the exception
of London and the South East which experienced growth of 2.1 percentage points
and 0.8 percentage points respectively. Yorkshire and the Humber experienced
the largest fall of any English region, at -3.7%, over the same time period.

3.4.3.4 Access to finance

Access to finance has been highlighted by HM Treasury as an enabler of enterprise. The
availability and ease of obtaining finance can be crucial in the creation, survival and
growth of a business.*” Access to finance affects small businesses to a greater extent
than larger businesses as they generally have less equity and capital, and are assessed
as a higher risk to lenders. This both limits the finance available and increases the cost of
finance for smaller firms. Key sources of finance (as well as expertise) include venture
capital and business angels,*® as well as banks. Survey evidence suggests that the
current recession has had a large and negative impact on the ability of firms and
individuals in the UK to access finance. Banks ability and willingness to lend has been
significantly reduced and the cost of many types of new finance has increased.* It
should, however, be noted that access to finance remains a far larger concern to
businesses than the cost. This lack of confidence has, in turn, impacted on firms’
investment and growth decisions. Much of this impact will not be captured by official
statistics for another one to two years.

Recent reports® have highlighted a number of issues faced by small and medium
enterprises (SMEs) in the UK with regards to their ability to access finance:

= In 2004, the proportion of SMEs using external finance was 81%. By 2007 this had
fallen to 61%;

= The most common forms of external finance are credit cards and overdraft
facilities. The size and number of these facilities has not changed markedly
between 2004 and 2007;

= The proportion of businesses using any form of external finance rises with firm
size. This is a reflection of the relative risks involved with lending to smaller firms;

» The manufacturing sector has experienced an increase in the percentage of firms
seeking new finance in the years leading up to the recession, which is significantly
greater than other sectors; and

47 Growing pains: What is holding SMEs back, British Chamber of Commerce, March 2008.

‘Business angels’ are usually wealthy individuals looking for a medium to long-term investment in start-up
or developing firms and are not necessarily put off by the high risk nature of the investment. They often
have a history of success in industry and look to use this knowledge to develop the business into a
successful enterprise.

** FSB National Snapshot Poll on Small Business Credit and Cash Flow: East Midlands comparison to UK
average, Federation of Small Businesses, February 2009.

* Financing UK Small and Medium-sized Enterprises, The 2007 Survey, A Report from the Centre for
Business Research, University of Cambridge, August 2008.
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= Of all firms seeking new finance in the reference period, over two thirds (71%)
were successful. The reverse is that 15% of SMEs did not receive any of the
finance they required.

It should be noted that this report was completed in autumn 2007 and will not have picked
up any of the effects associated with a tightening of credit conditions brought about by
dramatic changes in the UK economy and banks’ lending practices.

Whilst the UK has one of the strongest private equity markets in Europe, there has been a
fall in the level of investment in early stage firms in recent years.’ The recent trend
towards business angel investment in larger, more established firms has exacerbated
early stage firms’ access to finance and increased their reliance on friends and family.
The current economic climate has put further pressure on early stage firms’ ability to
access finance.

3.4.4 Competition

Competition, or more importantly, fair competition is the cornerstone of any successful
economy. It is through fair competition that consumers are able to buy the goods and
services they demand, and it is competition that provides incentives for firms to innovate
(exploit new ideas and gain a competitive advantage) and become more efficient. For
this reason governments worldwide develop policy and legislation to protect and enforce
fair market competition. There is a substantial body of evidence that suggests market
reform and regulatory policy have a significant impact on promoting multi-factor
productivity.®®> Studies also show that aggregate productivity of an industry is significantly
affected by dynamic competition within it, reallocating resources from less efficient firms
and processes into more efficient ones.>® Research suggests that more than half of
productivity growth in the UK is related to competition and that low barriers to entry
(freedom of entry and exit in markets) is a key factor driving this. It should be noted that
whilst policy to reduce barriers to entry in markets and speed up reallocation through
competition can benefit regional productivity, it also has a temporary destabilising effec
as markets respond to the competitive forces.

t54

The Competition Act 1998 and subsequent Enterprise Act 2002 have both contributed to
the strengthening of competition policy and the power of regulators to act. The combined
enforcement power of the competition authorities is estimated to have saved UK
consumers at least £870 million between 2000-2001 and 2006-2007.%° The Office of Fair

°1 ‘Shifting sands — The changing nature of the early stage venture capital market in the UK’, NESTA, 2008,
referenced in, ‘Stimulating venture capital’, NESTA, 2008.

%2 Product market competition and economic performance in Canada, OECD Economics department
working paper No.421, 2005.

%% Competition, Innovation and Productivity Growth, OECD working paper, Ahn, S, 2002.

* Productivity, Competition and Downsizing, Barnes, M, Haskel, J, Queen Mary, University of London,
2007.

**Productivity in the UK 7, securing long-term prosperity, HMT, 2007.
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Trading (OFT) and independent regulators are estimated to have provided further savings
of at least £600 million per year through the deterrent effects of enforcement.>®

It is difficult to accurately measure the level of competition in any given national economy.
It can, however, be said that more efficient regulatory systems are indicative of efficient
and competitive economies, such as the economic environment seen in both the US and
UK. As the competition systems and policy apply equally to all regions within an
economy, analysing them at a regional level would not provide an insightful picture of
competition and its impacts on productivity at a regional level.

A measure of competition used at regional level in the UK is exports. Businesses that
export are likely to be more efficient than those that do not. Chart 22 shows that on this
measure the East Midlands has one of the most open economies of any region in the
country with a high level of exports.

Chart 22: Exports of goods as % of GVA, 2002-2008
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Source: Government BERR analysis of information provided by the Statistics and Analysis of Trade Unit,
HM Revenue and Customs and Short Term Employment Survey, ONS. Available from ‘Regional Economic
Performance Indicators’, BIS, May 2009.

Figures for 2008 show that exports in the East Midlands were equivalent to 19.7% of
GVA, 0.6 percentage points above the national average. On this measure the levels of
exports as a percentage of GVA are higher only in the South East (20.5%) and the North
East (26.9%).

*®The deterrent effects of competition enforcement, OFT discussion paper, 2007.
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= Since 2002 the trends in the level of exports as a proportion of GVA have been
very different in each English region. The North East has experienced a marked
increase in the level of exports from 22.3% of GVA in 2002 to 26.9% in 2008. In
contrast, exports in London have fallen over the same period, from 14.9% to
10.1%.

= Although the East Midlands experienced a spike in exports in 2006 (increasing to
24.2% of GVA) similar to other Northern and Midlands regions, the longer term
trend is that of a moderate decline from 21.5% in 2002 to 19.7% in 2008.

= London is now the least open region where exports account for 10.1% of GVA. It
should, however, be noted that this data only includes the exports of goods and not
services.

The current recession has had a mixed impact on exporters in the UK. The UK has
experienced a fall in the value of the exchange rate, which usually boosts exports as UK
products become cheaper to purchase from abroad. However, it also increases the cost
of imported raw materials and this has offset some of the benefits from this fall. Between
2008 and 2009 the level of trade in goods fell significantly. The value of exports from the
UK fell by 9.8% (by 8.0% from the East Midlands), while the value of imports into the UK
fell by 10.5% (and by 8.9% into the East Midlands).*’

3.4.5 Public expenditure in the East Midlands

The Public Expenditure Statistics Analyses, published by HM Treasury, gives data on
Government expenditure within the English Regions. In 2007-2008°® total identifiable
expenditure®® in the East Midlands was £30bn (6.4% of the UK total). Total identifiable
expenditure in the East Midlands consisted of £21.4bn from central government
departments and £8.6bn through local government allocations. The proportion of total
identifiable expenditure in the East Midlands has remained largely unchanged since
1999-2000. As expenditure in the UK is largely broken down by population those regions
with the largest populations currently receive the largest amount of expenditure (London,
the South East and the North West).

A more objective measure of expenditure, taking population into account, is that of total
identifiable expenditure per head. In 2007-2008 spending per head was £6,827, which
was 88.9% of the UK average. Regions with the highest level of expenditure per head
included London (117%), the North East (106%) and the North West (106%).

°" UK Regional Trade in Goods Statistics Q4 2009, HM Revenue and Customs, March 2010.

%8 Public Expenditure Services Analysis (PESA), HM Treasury, July 2009.

* Expenditure is splitinto two categories for this an alysis based on a ‘who be nefits’ ba sis. Id entifiable
expenditure i s the part of g overnment e xpenditure which d irectly benefits in dividuals, bu sinesses or
communities within pa rticular regions. N on-identifiable e xpenditure is that which do es n ot ben efit one
country or region within the UK more than others i.e. the impact is seen at a national level such as defence
or overseas services.
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To complement this analysis, data is also available offering a breakdown of expenditure
by function e.g. health. In 2007-2008 expenditure on Health and Social Protection (e.g.
welfare benefits) remained at just over two thirds of total regional expenditure. As this
expenditure is allocated via central Government this is not an area of expenditure which
emda and its partners can influence. emda and its regional partners can influence, to
varying degrees, spend on education & training, agriculture, fisheries & forestry, transport,
environmental protection, enterprise & economic development, employment policies,
housing & community amenities and science & technology. In 2007-2008 these functions
had identifiable expenditure amounting to £8.5bn in the region.

Key Points: Drivers of productivity in the East Midlands

Investment in the UK increased in the years leading up to the recession due to a
prolonged period of economic stability and stable interest rates, but the current
recession will have an impact on investment that will not be captured by the
data for two to three years.

Business Enterprise Research and Development (BERD) has been consistently
higher in the East Midlands than the UK average between 1997 and 2007. In
2007 levels of BERD in the East Midlands were equal to 1.4% of GVA,
compared to 1.3% for the UK.

At 12.2%, the East Midlands has the highest level of co-operation agreements
of any region placing the East Midlands above other regions such as the South
East and East of England, where R&D expenditure is concentrated.

The East Midlands continues to lag the national average on the levels of
turnover generated from new and improved products or processes.

Total Entrepreneurial Activity in the East Midlands was 5.3% in 2008, 0.2
percentage points below the UK average. The difference is not statistically
significant.

In the East Midlands there were 47 business births per 10,000 resident adults in
2008, below the UK average, of 54. Business start-ups are highest towards the
south of the region in districts such as South Northamptonshire and
Harborough.

Business survival rates are relatively high in the East Midlands. In the East
Midlands 65.4% of businesses becoming active in 2005 were still active three
years later, which is 0.7 percentage points above the UK average of 64.7%.
The East Midlands continues to experience relatively high levels of exports as a
percentage of GVA. However, with the exception of the North East, the level of
exports fell in all English regions in 2008 due to the recession.
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3.5 Industrial structure of the East Midlands economy

The five drivers of productivity developed by Government provide the basis for a general
discussion of economic performance. They are, however, generic by nature and fail to
provide a full picture of performance within regional economies. Looking at the industrial
structure of the East Midlands and making comparisons with data for the UK provides
additional insights that complement the analysis of the five drivers of productivity in the
region.

The industrial structure of a region has a direct impact on its ability to respond in an
efficient and productive manner to economic shocks. This responsiveness has been
termed ‘adaptive capability’ and is the capacity of the regional economy to ‘respond to
exogenous forces on the one hand, and on the other, to create new paths of economic
development from within’. Adaptive capability provides a way for a region to avoid getting
‘locked in’ to a path of long term economic decline.®® Economic shocks can occur in any
industry and can originate in regional, national or global economies. For this reason it is
preferable that an economy should demonstrate resilience and the ability to recover
quickly from any kind of shock.

This section will build a picture of the industrial structure of the East Midlands through an
analysis of business demography. It examines the level of output and employment in
industries in the region to determine relative importance. Throughout the analysis UK
comparisons are used to highlight regional strengths and weaknesses.

3.5.1 Business demography

This sub-section will analyse the size and structure of businesses in the East Midlands
region. Business births and survival rates have been assessed previously in this chapter
in the section dealing with enterprise. The focus here is on the business stock by location
and industry and change over time.

3.1.1.1 Business numbers

In 2009 there were 147,980 VAT and/or PAYE businesses in the East Midlands region,
accounting for 6.9% of all businesses in the UK. The inclusion of PAYE registered
businesses is a new addition to the data provided by the Office for National Statistics
restricting comparability to the last two years.

% For further discussion see Thinking About Regional Competitiveness: Critical Issues, R Martin, University
of Cambridge, RES Evidence Commission, August 2005.
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Chart 23: Stock of VAT and/or PAYE registered businesses in the East Midlands,
2008-2009 (%)
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Source: UK Business Activity, Size, and Location, Office for National Statistics, September 2008 and 2009.

The share of businesses in the three cities of Derby, Leicester and Nottingham has
remained stable between 2008 and 2009 with the marginal fall in Derby being
offset by an equivalent increase in Leicester. The three cities accounted for 14.5%
(21,505) of businesses in the region in 2009.

Leicester has 8,500 registered businesses (5.7% of the total), Nottingham has
7,100 (4.8% of the total), whilst Derby has 5,900 (4.0% of the total).

Rutland accounts for the smallest proportion of VAT registered businesses of any
sub-region of the East Midlands. There are currently 1,750 businesses in Rutland,
which is 1.2% of the East Midlands total reflecting the size and relative rurality of
the Unitary Authority.

Each of the five counties has between 23,000 and 26,400 businesses or 15.5%-
17.8% of the total. Nottinghamshire has the lowest number of businesses at
23,000 (15.5% of the total) whilst Derbyshire has the highest number, with 26,400
(17.8% of the total).
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Map 2: VAT and PAYE registered business stock in the East Midlands by district,

percentage of total stock, 2009
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It is important to view these figures with the regional geography and infrastructure in
mind. It is not only the number of businesses but also the type of businesses that
determines the strength, resilience and output of the regional economy. There is a
substantial body of research indicating that a high density of firms in similar industries can
create many benefits, known as agglomeration economies. Agglomeration economies
can give rise to larger and deeper markets for inputs (such as labour and intermediate
goods) for the goods and services produced as well as positive spill-over effects from the
close proximity of firms and labour. For more information on this please see the Spatial
Economy chapter of The East Midlands in 2010.

3.5.1.2 Businesses by sector

This section analyses the industrial structure of the VAT and/or PAYE registered business
stock in the East Midlands. Over the last two decades there has been a shift away from
production activities towards the service sector both regionally and nationally. Despite
this movement, the service sector has remained smaller in the East Midlands, accounting
for 66% of all businesses, than nationally (74%). There are other significant differences
between the economy of the UK and East Midlands, reflecting the region’s relative
strengths. Chart 24 shows the composition of businesses by industry in the East
Midlands and nationally.

Chart 24: VAT and/or PAYE business stock by industry, 2009
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Chart 24 shows that, in terms of business stock:

Construction is the largest sector in the East Midlands, accounting for around
14.2% of all businesses in the region, slightly higher than the national average, of
13.4%;

The professional, scientific and technical sector is the largest single sector in the
UK, accounting for around 15% of business stock but is the second largest in the
East Midlands, accounting for 12.5%. This sector groups activities that “require a
high degree of training and make specialised knowledge and skills available to
users™;

The retail and wholesale sectors also account for a relatively larger proportion of
East Midlands businesses than nationally, at 5.6% and 9.2% compared with 5.0%
and 8.9% respectively; and

The East Midlands also has relatively more businesses in the sectors of
production, agriculture, forestry & fishing, education and motor trades.

The distribution of businesses by sector is not uniform across the region, with some areas
demonstrating concentrations of businesses in certain sectors. These concentrations can
be driven by a number of factors including the geography, available infrastructure and
labour market as well as historical trends.

Over 36% of the businesses in agriculture, forestry & fishing are located in
Lincolnshire, reflecting the regions strength in the industry.

Derbyshire has around one fifth of all production sector businesses in the East
Midlands, and experiences a relative specialism in motor trades and transport &
storage. These sectors are significant to the region and include large multinational
businesses such as Toyota, Rolls-Royce and Bombardier.

The construction sector experiences a relatively uniform distribution of businesses
throughout the region. Each county has between 17% and 18% of all construction
related businesses in the region.

Leicestershire experiences the largest concentration of finance and insurance
businesses in the region, at 22%.

Northamptonshire has the largest number of business services and professional,
scientific & technical businesses of any East Midlands county.

61 UK Standard Industrial Classification of Economic Activities 2007 (SIC 2007), Structure and Explanatory
Notes, Office for National Statistics, 2009.
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= Northamptonshire also has the largest number of arts, entertainment, recreation
and other services businesses at 19%, closely followed by the remaining counties
who experience between 16% and 17% of the business stock.

3.5.2 Industrial structure

The industrial structure of a region has a direct impact on its economic competitiveness.
The current industrial structure of the East Midlands, and indeed the UK, is a product of
its economic history and is in a state of constant adjustment. This section of the chapter
uses an econometric model of the East Midlands, the Scenario Impact Model (SIM)%, to
analyse key indicators (Output and Full Time Equivalent Employment (FTE)®) by industry
and to determine the relative importance of each industry using location quotient
analysis.®

62 emda/Experian Scenario Impact Model (SIM), January 2010.
& Full Time Equivalent (FTE) employment is the sum of full-time employment, self-employment and 0.4*
&art—time employment.

A location quotient is a measure of relative concentration and is calculated as: the proportion of a sector
in the regional economy/the proportion of a sector in the national economy.
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Table 2: Industrial structure of the East Midlands, 2008

FTE employment East Midlands (EM)
d s e of Ea dland Output (%) (%) location quotients

EM UK EM UK Output Employment
Agriculture, forestry & fishing 1.3 0.9 2.2 1.8 14 1.3
Oil & gas extraction 0.0 1.3 0.0 0.1 0.0 0.0
Other mining 0.4 0.2 0.3 0.1 2.1 2.0
Primary and extraction industries
Total
Gas, electricity & water . . . . . .
Fuel refining 0.00 0.2 0.0 0.1 0.0 0.0
Chemicals 1.5 1.6 0.9 0.7 0.9 1.2
Minerals 1.4 0.5 0.8 0.4 2.6 1.9
Metals 2.1 1.4 2.0 1.6 1.5 1.3
Machinery & equipment 1.6 1.3 1.5 1.1 1.2 1.3
Electrical & optical equipment 1.3 1.5 1.1 1.2 0.9 0.9
Transport equipment 3.7 1.6 1.9 1.3 24 1.5
Food, drink & tobacco 4.0 1.9 2.7 1.6 2.1 1.7
Textiles & clothing 0.9 0.4 1.0 0.4 2.1 2.3
Wood & wood products 0.3 0.2 0.4 0.3 1.2 1.2
Paper, printing & publishing 1.8 1.8 1.7 1.5 1.0 1.2
Rubber & plastics 1.2 0.7 1.2 0.7 1.7 1.7
Other manufacturing NEC 0.8 0.6 0.9 0.7 1.4 1.3

Manufacturing Total

Construction . . . . . .
Retailing 6.9 6.2 8.2 8.5 1.1 1.0

Wholesaling 8.4 6.4 7.6 6.7 1.3 1.1
Hotels & catering 24 3.2 4.4 5.3 0.7 0.8
Transport 5.7 5.1 5.1 4.9 1.1 1.0
Communications 2.8 3.3 1.5 1.8 0.8 0.8
Banking & insurance 4.8 9.0 21 3.9 0.5 0.5
Business services 12.8 15.1 13.7 15.9 0.8 0.9
Other financial & business services 4.0 5.1 24 2.9 0.8 0.8
Public admin & defence 5.0 4.9 4.7 5.1 1.0 0.9
Education 5.5 5.6 6.8 74 1.0 0.9
Health 7.0 7.3 9.7 11.0 1.0 0.9
Other services 4.4 5.1 5.3 4.0 0.9 1.3

Services Total

Industry Total
Source: emda/Experian Scenario Impact Model, autumn 2009.

Table 2 highlights a number of important characteristics of the East Midlands economy
including the relative significance of manufacturing:

= The manufacturing sector accounts for 20.5% of output and 16.1% of employment.

With an output location quotient of 1.5 and an employment location quotient of 1.4,
this sector is significantly more important to the East Midlands economy than the
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UK as a whole. The size and relative importance of manufacturing to the region is
of particular note in the recession as manufacturing and construction were severely
affected by the fall in activity in 2009;

= Looking in more detail at the manufacturing sub-sectors reveals that the majority
are larger in the East Midlands than in the UK in both output and employment
terms. In terms of output, only fuel refining, chemicals and electrical and optical
equipment are smaller in the East Midlands. Only fuel refining is smaller in terms
of employment in the East Midlands than in the UK;

= The largest manufacturing sub-sectors in the East Midlands are food & drink,
transport equipment, metals, and paper, printing & publishing. Together, these
sectors account for a total of 11.7% of output and 8.3% of employment in the
region;

=  With output location quotients greater than 2, the manufacturing sub-sectors of
minerals, transport equipment, food & drink and textiles & clothing are twice as
large in the East Midlands than the UK. These sectors also have location
quotients greater than 1.5 in terms of employment;

= The construction sector accounts for a larger proportion of the East Midlands
employment than in the UK with a location quotient of 1.1 but the same proportion
of output. This sector accounts for 6.0% of output and 9.3% of employment in the
region;

» In contrast to the manufacturing sector, the service sector is relatively smaller in
the East Midlands than it is nationally. The service sector accounts for 69.6% of
output and 71.4% of employment in the region, compared to 76.3% of output and
77.2% of employment nationally;

= The business services sector is the largest services sub-sector, accounting for
12.8% of output and 13.7% of employment in the region. The sub-sector has
experienced significant growth in recent years, although it remains relatively
smaller in the East Midlands than nationally; and

= Other significant services sub-sectors include retailing, wholesaling, transport
services, education and health. It should however be noted that many of these
sectors remain relatively less important to the East Midlands than they are
nationally with location quotients less than 1.

Significant differences between output and employment location quotients suggest that
there are differences in out per FTE employee between sub-sectors in the East Midlands
and the UK. A further analysis of productivity by sub-sector provides a better
understanding of the region’s relative strengths and weaknesses. The SIM model has
been used to provide estimates of productivity by sub-sector in the East Midlands and
UK. The productivity differences are shown in Chart 25.
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Chart 25: Productivity differences between the East Midlands and the UK (%) 2008
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The most productive sub-sector in the East Midlands is that of transport equipment.
Output per FTE worker in this sector is over 40% higher in the region than in the UK.
This sector includes a number of the region’s major companies such as Rolls-Royce,
Toyota and Bombardier.
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As well as transport equipment (42%) there are a further six sub-sectors in which the East
Midlands is more productive than the UK. These are: minerals (22%), food & drink (11%),
metals (7%), wholesaling (4%), retailing (3%) and public admin & defence (2%).

This analysis again highlights the East Midlands specialism in production activities, as the
top four most productive sub-sectors are all in the production sector. Whilst this shows
the region has a degree of comparative advantage in some production sub-sectors, it
should be noted that productivity is below average in 23 sub-sectors of the East Midlands
economy.

The top seven most productive sub-sectors account for around one quarter of regional
employment and one fifth of regional output, greater than the UK average. Conversely,
around three quarters of employment and four fifths of output are in sectors which are
less productive in the East Midlands than in the UK. It should, however, be noted that this
analysis is quite high level and whilst a sector may be less productive in the East
Midlands than in the UK there will be both relatively high and low performing firms within
each sector.

3.5.3 Key sectors in the East Midlands economy

In the creation of the last Regional Economic Strategy, ‘A Flourishing Region’, in 2006, a
detailed analysis of key sectors in the East Midlands economy was conducted. This
analysis took account of a wide range of indicators including output, employment and the
number of large employers, as well as a range of forecast data to determine the four most
economically significant sectors in the region. The analysis highlighted the four sectors of
transport equipment, food & drink, construction and healthcare & bioscience. These
sectors were collectively termed ‘priority sectors’.

It should be noted that the recession is having a differential impact across these sectors.
Construction and transport equipment have been particularly hard hit. Construction
activity has been affected by falling confidence in the commercial property market and
difficulties in the housing market as prices have dropped. Transport equipment has been
hit by a fall in the demand for new cars although this has been ameliorated, in part, by the
Government’s used car scrappage scheme.®® Unlike these two sectors, food & drink and
healthcare & bioscience are less dependent upon discretionary consumer expenditure
and, therefore, less sensitive to the economic cycle.

3.5.3.1 Transport equipment

The transport equipment sector comprises of the manufacture of transport equipment and
motor vehicles, trailers & semi-trailers sub-sectors. This sector has a long and productive
history in the East Midlands. This sector is supported by a number of large multinational

% More information is available at http://www.direct.gov.uk

56



companies which have a presence in the region including Toyota, Rolls-Royce and
Bombardier, which in turn support a network of smaller companies supplying parts and
labour to the industry creating internationally recognised clusters.

Scale: The transport equipment sector accounts for 3.8% of regional output and 1.9% of
regional employment making it one of the largest manufacturing sub-sectors in the East
Midlands. With an output location quotient of 2.4 and an employment location quotient of
1.5, this sub-sector is significantly more important in the East Midlands than nationally.

Productivity: Levels of productivity are estimated to be around 42% higher in the East
Midlands than nationally. It is estimated that productivity in the manufacture of transport
equipment is higher than in any other sub-sector of the East Midlands.

Growth prospects: Output and employment in this sector is expected to decrease
slightly in the East Midlands between 2008 and 2018, in line with the national trend.

Employment quality: Average weekly pay®® in this sector is 13% higher than the UK
average. This sector also has weekly pay almost two thirds higher than the East
Midlands economy wide average. This data indicates that this is a high value added
sector requiring a highly skilled labour force.

Strategic significance: To measure the significance of a sub-sector we look at the
number of large employers (+200 employees) in that sector in the region. There are
around 30 large employers in this sector in the East Midlands indicating that the sector is
strategically significant to the region.

3.5.3.2 Food & drink

The food & drink sector comprises of the manufacture of food and beverages, and is a
sector which depends on the region’s agricultural producers.

Scale: The sector accounts for 4.0% of output in the East Midlands and 2.7% of
employment, significantly greater than the UK averages of 1.9% and 1.6% respectively.
An output location quotient of 2.1 and an employment location quotient of 1.7 indicate that
this sector is around twice as important in the East Midlands economy as it is nationally.

Productivity: Productivity estimates indicate that this sector is around 11% more
productive in the East Midlands than it is nationally.

Growth prospects: Forecasts suggest that the food & drink sector will experience growth
in output and employment between 2008 and 2018, in contrast to a modest decline
forecast nationally.

% Office for National Statistics, ‘The Annual Survey of Hours and Earnings (ASHE) 2008’, from Table 5_1a,
http://www.statistics.gov.uk/StatBase/Product.asp?vink=15187
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Employment quality: Average weekly pay in the food & drink sector in the East Midlands
is around 3% higher than in the UK, and 15% higher than the average weekly pay in the
East Midlands for all sectors.

Strategic significance: There are over 70 large employers in this sector indicating that it
has a high degree of strategic significance.

3.5.3.3 Construction

The construction sector has historically played a significant role in the regional economy.
This sector is highly cyclical and it is often amongst the first to be negatively affected by
any economic downturn. The latest economic downturn has put pressure on the
construction sector, with the majority of new work now being generated from public
infrastructure projects. Despite this, the sector still has an important role to play and will
support regional and national economic growth in the future.

Scale: The construction sector accounts for 6.0% of output and 9.3% of employment in
the East Midlands region, similar to the levels experienced in the UK, of 6.0% and 8.6%
respectively. The sector is slightly more important in the East Midlands than nationally,
with an employment location quotient of 1.1.

Productivity: Although the construction sector is more significant in the East Midlands
than in the UK there is a small productivity gap. Levels of productivity in the East
Midlands are around 92% of the UK level.

Growth prospects: Future growth prospects in this sector have been made more difficult
to construct due to the prevailing economic conditions. Based on latest available data,
this sector is expected to experience a fall in employment in line with the UK average.
The sector is, however, expected to experience an increase in output between 2008 and
2018. Infrastructure projects, such as the 2012 Olympics in London and road
infrastructure projects (including the widening of the A46 and improvements to the M1
between junctions 21-25 and 28-30) in the East Midlands are helping to sustain the sector
in the region.

Employment quality: The construction sector in the East Midlands has average weekly
pay around 90% of the UK level. Despite this weekly pay in the sector remains 19%
higher than the overall East Midlands average.

Strategic significance: There are over 30 large companies in the construction sector in
the East Midlands indicating that it is strategically significant to the region. The region’s
businesses will continue to benefit from opportunities arising from the Milton Keynes
South Midlands (MKSM)®’ development as well as the aforementioned infrastructure
projects.

87 Further details can be found at http://www.mksm.org.uk/index.php
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3.5.3.4 Health & bioscience

The health sector has been defined as comprising both the provision of healthcare
services and the manufacture of medical instruments and equipment and
pharmaceuticals.®®

Scale: In 2007, the health sector accounted for 7.0% of output and 9.7% of the total
employment in the East Midlands. Location quotients of 1.0 and 0.9 for output and FTE
employment indicate that the sector is broadly in line with the UK level.

Productivity: Levels of productivity in the health sector of the East Midlands are around
96% of the UK level. Although productivity remains lower in the East Midlands than in the
UK, there has been an improvement of 4 percentage points in the region since 2004,
meaning that the gap has closed.

Growth prospects: The health sector is expected to be amongst the fastest growing
sectors in both the East Midlands and nationally. In the East Midlands output and
employment in the sector are expected to grow significantly faster than nationally.

Employment quality: Average weekly earnings are around 90% of the UK average in
this sector and are also around 10% lower than the overall average in the East Midlands,
indicating that this is a relatively low employment quality sector. There are, however,
some sub-sectors of health e.g. the manufacture of chemicals, which require highly skilled
labour.

Strategic significance: There are over 70 large employers in the health sector in the
East Midlands. The demographic changes taking place in the region (as well as
nationally) e.g. the increases in the population of pensionable age, are increasing the
demand for products and services from the Health sector.

3.5.4 Creative industries and tourism

The East Midlands is home to a significant and growing ‘cultural infrastructure’®®
contributing to regional output and employment. However, there has been much debate
around which sub-sectors specifically should be classed under the umbrella of creative
industries.

Some analysis of the creative industries has been undertaken by the Regional
Statisticians in the East Midlands. This analysis is based on the following definition of the

% This definition includes a degree of overlap with other sectors but offers the best estimate of the overall
size of the sector and its components.

69 Key cultural infrastructure includes the Broadway Media Centre in Nottingham, Phoenix Square in
Leicester and QUAD in Derby.
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creative industries, developed by Frontier Economics for the Department for Culture,
Media and Sport. This definition includes the following SIC codes:

SIC code Description

36509 Manufacture of other games and toys not elsewhere classified
7221 Pub lishing of software

7222 Other software consultancy and supply

74201 Architectural activities

74202 Urban planning and landscape architectural activities

74205 Engineering design activities for industrial process and production
74402 Planning creation and promotion of design activities

74813 Other specialist photography

74819 Other photographic activities not elsewhere classified

74872 Specialty design activities

9240 News agency activities

92111 Motion picture production on film or video tape

92119 Other motion picture production and video production activities
92201 Radio activities

92202 Television activities

92331 Live theatrical presentations

92319 Other artistic and literary creation and interpretation

Analysis of data from the Inter-departmental Business Register shows that in 2007:

= There were about 6,000 local units’® designated as creative industries — about 3.4% of
all local units in the region;

= Of these approximately 62% were in urban areas, a slightly lower percentage than the
average for all businesses (63%). The creative industries form 3.3% of local units in
urban areas, but 3.5% in rural areas;

= The total number of employees in the local units designated as creative industries was
around 33,500, 1.8% of all employment in local units in the region; and

= Local units designated as creative industries are smaller than the average business
with employment of 5.6 per local unit compared to 10.7 per local unit for businesses
as a whole. This difference is larger in urban areas, 6.8 compared to 12.9.

In the East Midlands between 2005 and 2007 there was an increase of 10.4% in local
units designated as creative industries, above the average of just under 8% for England.

As part of developing their understanding of creative industries the Department for
Culture, Media and Sport are developing a framework that will allow for a consistent
approach to defining and measuring creative Industries.

" The IDBR has two levels of data: enterprises and local units. Enterprises are the head offices and local
units are branches of the same enterprise. For small businesses, the enterprise and local unit are the same.
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Tourism shares many links with the creative industries in terms of the industries it
encompasses. For this reason it is often difficult to separate the contribution made to the
region from the two broad sectors. However, a recent report’* has demonstrated that
tourism plays a significant part in the regions economy:

In 2008, overnight visitors spent £2.4 billion in the East Midlands with day visitors
spending a further £3.6 billion;

Approximately 77,000 full time equivalent jobs were supported by direct tourist
expenditure in the East Midlands and a further 20,000 jobs were supported by
indirect revenue from tourism; and

Tourism is markedly affected by seasonality. In 2008, January experienced the
lowest number of tourist days, at around 570,000, whilst August experienced the
highest number of tourist days, at 1.1m.

Key Points: Industrial structure of the East Midlands economy

In 2009 there were 147,980 VAT and/or PAYE businesses in the East Midlands
region, accounting for 6.9% of all businesses in the UK.

The three cities of Nottingham, Leicester and Derby accounted for 14.5%
(21,505) of businesses in the region in 2009.

Over the last two decades there has been a shift away from production activities
towards the service sector both regionally and nationally. The service sector
has remained smaller in the East Midlands, accounting for 66% of all
businesses, than the level experienced nationally, of 74%.

In terms of business stock, construction is the largest sector in the East
Midlands, accounting for around 14.2% of all businesses in the region, slightly
higher than the national average, of 13.4%.

The manufacturing sector accounts for 21% of output and 16% of employment
in the East Midlands (larger than the UK), whilst the service sector accounts for
70% of output and 71% of employment (smaller than the UK).

The sectors of transport equipment, minerals, food & drink, metals, wholesaling,
retailing, and public admin & defence are all more productive in the East
Midlands than nationally.

The creative industries contribute in a significant way to the East Midlands
economy. The sector has around 6,000 local units and employs around 33,500
people.

In 2008, overnight visitors spent £2.4 billion in the East Midlands with day
visitors spending a further £3.6 billion.

" Global Tourism Solutions, STEAM (Scarborough Tourism Economic Activity Monitor) model, 2008 and
East Midlands Region: Volume and Value of Tourism 2008, East Midlands Tourism, October 2009.
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3.6 Future prospects for the East Midlands economy

The current recession, the early stages of which occurred towards the end of 2007 and
accelerated through 2008, has had a sharp impact on the UK economy, and the East
Midlands has not escaped unscathed.

The pace of change reported in many of the indicators used to construct economic
forecasts means that there is currently even greater uncertainty around them than usual.
This section focuses on the recent economic performance of the region and attempts to
gauge the direction and general magnitude of the long term prospects for the East
Midlands economy beyond the immediate business cycle.

3.6.1 East Midlands economic performance

3.6.1.1 Recent economic performance 1997-2007

The decade prior to 2008 has provided a mixed picture in terms of global economic
growth. Global economic growth has generally performed strongly in this period despite
significant shocks, including the ‘dot com’ bubble and the economic impact of the 9/11
terrorist attacks in the United States. Whilst these shocks caused short term difficulties in
the global economy they have done little to affect the long run growth trends, with
countries such as Brazil, Russia, India and China (BRICs) in particular experiencing
strong growth. UK growth has remained strong throughout this period, with growth
consistently higher than in the Eurozone and Japan.

Chart 26 shows that the East Midlands economy has experienced relatively strong growth
compared with other English regions, in particular other northern and midlands regions.
Something of a north/south divide in economic growth has persisted between 1997 and
2007 with regions in the south of the country experiencing greater growth in output than
regions in the north.
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Chart 26: Average growth in output (per annum, %), 1997-2007
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Source: Regional Planning Service, Experian, November 2009.

The East Midlands experienced economic growth of 3.0% per annum between
1997 and 2007, 0.1 percentage points above the UK average.

The East Midlands had the largest average annual growth rate of any northern or
midlands region in the last decade, 0.3 percentage points greater than the next
best performing region (North West) and 0.9 percentage points greater than the
worst performing region (North East).

The highest growth per annum has been experienced by the South East (3.9%)
and London (3.7%).

These annualised figures hide some significant year-on-year changes:

Between 2001 and 2002, London experienced negative growth brought on, in part,
by the 9/11 terrorist attacks in the United States affecting the business & financial
services and tourism industries. Apart from a slight contraction in the North East in
1997, this was the only period of negative growth in any of the English regions in
the last decade; and

The East Midlands growth rate has performed strongly since 2001 reaching a peak
of 5.6% in 2003 before falling back to around 3% between 2004 and 2007. Prior to
2001 the region struggled to reach a growth rate of 2% per annum.
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3.6.1.2 Forecast for the next decade

Detailed forecasts for the next decade have become increasingly difficult to create due to
the current turbulent nature of economic conditions. Expectations about the future of
output in the UK and East Midlands are largely based on the sentiment of businesses and
measured by periodic sample surveys’?. These surveys suggest that businesses are
beginning to feel more confident, with many believing that the UK economy has stabilised
and will experience modest growth through 2010. We can, however, make more general
forecasts, indicating the direction and potential magnitude of change using average
annual growth rates over the next decade.

Table 3: Average annual growth rate in output, 2007-2017

Gross Value Added (GVA) Average annual growth rate (%)
East Midlands 1.2
UK 1. 3

Source: Regional Planning Service, Experian, November 2009.

Table 3 shows that GVA in the East Midlands is expected to grow at 1.2% per annum
between 2007 and 2017. There is no significant difference between the forecast average
annual growth rate in the East Midlands and the UK average. There is expected to be a
slow economic recovery during 2010 following negative growth in 2009. The growth rate
is expected to accelerate between 2010 and 2017. These low average figures reflect the
depth of the recession in 2009.

3.6.2 East Midlands employment forecast

The economic downturn has also had a large and negative effect on employment in the
UK and the East Midlands. Unemployment in the UK rose to almost 2.5 million in
November 2009- January 2010. This section focuses on full-time equivalent employment
(FTE) demonstrating the growth that has taken place in the English regions over the past
decade. For more information on employment in the East Midlands see the Labour
Market chapter of The East Midlands in 2010.

3.6.2.1 Recent employment performance 1997-2007

Although there has been a rise in unemployment in the 18 months, the decade prior to
2008 experienced positive growth in FTE employment in all English regions. That being
said, there has been significant variations in FTE employment growth between regions:

= Regions in the south and east of the UK have experienced average growth in FTE
employment significantly greater than midlands or northern regions between 1997
and 2007;

"2 Surveys include: Quarterly Economic Survey, British Chambers of Commerce.
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= Regions in the south including the South East, London, East of England and the
South West all experienced average annual growth rates in FTE employment of
around 1.4%;

= Average growth in FTE employment was 1.1% per annum in the East Midlands in
this period, comparable to the UK level; and

= The lowest growth in this period was in the West Midlands where FTE employment
grew at 0.4% per annum.

Chart 27: Average growth in FTE employment, 1997-2007 (% per annum)
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Source: Regional Planning Service, Experian, November 2009.

3.6.2.2 Employment forecast for the next decade

Similar to output forecasts, there is a great deal of uncertainty around employment
forecasts over the next decade. Table 4 shows the broad forecasts that are currently
possible to make. It shows that there is expected to be no growth in the level of FTE
employment between 2007 and 2017. This reflects the minimal forecast growth in the UK
as a whole, of 0.1%, in the same period. There is an expectation that employment will
take a number of years to return to its pre-recession level, a pattern familiar in the
aftermath of previous recessions. The East Midlands and UK are expected to experience
a period of contraction in FTE employment in the early part of the decade, before a
modest recovery between 2013 and 2016.
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Table 4: Average annual growth rate in FTE employment, 2007-2017

FTE employment Average annual growth rate (%)
East Midlands 0.0
UK 0.1

Source: Regional Planning Service, Experian, November 2009.

Key Points: Future prospects for the East Midlands economy

» The East Midlands economy has experienced relatively strong growth
compared with other English regions, in particular other northern and midlands
regions between 1997 and 2007.

» The East Midlands economy is expected to grow at 1.2% per annum between
2007 and 2017.

= Average growth in FTE employment was 1.1% per annum in the East Midlands
between 1997 and 2007, comparable to the UK level.

» Forecasts suggest there will be zero growth in FTE employment between 2007
and 2017, as the economy recovers to pre-recession levels of employment.
This is in line with the UK average.
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3.7 Conclusion

The economic downturn that began in the USA, causing a collapse in business
confidence worldwide, is continuing to put pressure on the UK and its regions. The UK is
slowly recovering from the worst recession for more than 30 years. Many economic
commentators suggest that the economy is stabilising and expect a shallow recovery
through 2010, though there is a great deal of uncertainty over prospects for the next six
months or so. Many of the published statistics are only just beginning to pick up the
effects of the recent recession.

Productivity in the UK has improved in the years leading up to the recession and the gap
closed on key competitors. Productivity in the UK is greater than in Japan but remains
behind the USA, France and Germany.

Productivity in the East Midlands is below the UK average. Whether measured by output
per filled job or output per hour worked, productivity in the region is around seven and a
half percentage points below the UK average and has fluctuated around this level
between 2005 and 2008.

The economic performance in the East Midlands, as measured by Purchasing Power
Standards (an artificial currency allowing for international comparison at a regional level)
has remained relatively stable in recent years. The East Midlands currently experiences
output per head around a third of that in Inner London (the leading region in the EU) but
over four times greater than the Romanian region of Macroregiunea doi (the poorest
region in the EU). In EU terms, the East Midlands has an average level of productivity.

As well as comparisons of output, attempts have been made to quantify regional
wellbeing. It has been noted that whilst most developed nations have experienced
increases in GDP there has been little discernable increase in the overall reported levels
of wellbeing. This can be partly attributed to the role of expectations, whereby if people
expect a certain level of growth then they are only able to maintain their level of wellbeing
if the pace of growth is maintained. The Regional Index of Sustainable Economic
Wellbeing (RISEW) is a tool developed to measure economic wellbeing in the UK. The
most recent data shows that in 2007 RISEW per capita in the East Midlands was
£11,700. This is above the average of £11,300 for England.

Levels of investment remain relatively high in the East Midlands. In 2006, the level of
investment by UK owned companies was 0.3 percentage points higher than in 2002 but
0.3 percentage points below the UK average. There has been less volatility in the level of
investment by foreign owned companies than by UK owned companies. In 2006, the
level of investment by foreign owned companies was 2.2% of GVA, which is the highest
level of investment recorded. The East Midlands is currently ranked second on this
demonstrating that the region is able to offer a favourable business environment. In line
with national trends the region has experienced an increase in investment in the service
sector and a fall in investment in the manufacturing sector. As a result of the recession it
might be expected that levels of investment will fall further.
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In terms of innovation, the East Midlands performs relatively well. The region has high
levels of innovative activity and co-operation agreements between economic agents but
still struggles to turn this activity into commercial gain as measured by turnover. The East
Midlands has a number of leading university research departments.

Innovation and enterprise are both facilitated by entrepreneurs who are able to create
new products and processes, helping drive economic growth. Entrepreneurship, as
measured by total entrepreneurial activity (TEA) in the East Midlands is approximately
equal to the UK average. However, the East Midlands experiences a business start-up
rate per 10,000 resident adults lower than the national average. Of the businesses that
are created in the region over 65% survive for at least three years, higher than the UK
average.

The East Midlands is home to around 147,980 VAT and/or PAYE registered businesses,
6.9% of all businesses in the UK. The East Midlands has a larger proportion of
businesses in the production sector than the national average. The construction and
manufacturing sectors account for a relatively large proportion of the East Midlands
economy, with sub-sectors such as transport equipment and food & drink significantly
more productive in the region than nationally. This regional specialism in production
activities has been in decline over the past two decades and the service sector has
generally grown more quickly. This is in line with national trends.

Whilst the East Midlands has experienced relatively strong economic growth in the
decade prior to 2008, the recession has had a large negative effect on many industries
that are more significant to the East Midlands economy than nationally e.g. construction
and manufacturing. Itis likely that when the economic recovery occurs the economic
landscape will have changed markedly. The economic restructuring and diversification
that has occurred in the East Midlands in recent decades has made the region more
resilient. Whilst some commentators” believe that the manufacturing, in particular high
tech manufacturing (in which the East Midlands performs well) will experience a relatively
strong recovery, this is yet to materialise. The economic landscape will become clearer
as published statistics begin to capture the effects of the recession.

" Deloitte, Economic Review — Leader or Laggard? First Quarter 2010.
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4.1 Introduction

In standard economic theory, output is determined by the amount and quality of capital
and labour that is available. When the supply of labour expands, output can increase
without causing strong inflationary pressure. This was the experience of the UK in the
decade until recession in 2008. Increased employment in the UK was driven by
increased labour demand — a derived demand — and increased labour supply, partly a
result of international migration but also of welfare to work policies.

This chapter of The East Midlands in 2010 highlights a range of labour market
phenomena related to labour supply and demand, skills supply and demand and the
quality of labour. In addition, it discusses earnings of workers and residents in the
region and the issue of the low skills low pay equilibrium in the East Midlands.

Section 2 contains a comparison of the performance of the UK labour market with
European and international competitors, looking in particular at employment and
unemployment trends. In 2008 the employment rate in the UK was substantially higher
than the OECD average. However, as a result of the recession the unemployment rate
is increasing in the UK but remains below that of the UK’s key competitors. This section
also assesses the workforce skills levels highlighting that the UK’s skills base has
deficiencies, despite pockets of excellence.

Section 3 analyses labour supply and demand in the East Midlands. Economic activity

and employment in the East Midlands has historically been higher than the UK average.
However, there are areas of high unemployment in the region’s larger cities, around the
former coalfields area and on the Lincolnshire coast.

Section 4 assesses the skills profile of the regional workforce and investigates East
Midlands employers’ view of skills shortages and training activities. The analysis
highlights that, despite the significant improvements in the qualifications of the
workforce, the demand for these higher level skills appears to be lagging behind this
increasing supply.

Section 5 analyses the demand for skills by the knowledge intensity of employment and
the skills gaps among current staff. The section shows that in the East Midlands, just as
in the UK as a whole, there has been a reduction in the proportion of the workforce
employed in the least knowledge intensive sectors. Skills gaps in the region have been
reduced significantly from 2003, while there has been a strong growth in the proportion
of establishments providing training in the region.

Section 6 analyses the region’s occupational structure and projections for the next
decade. The current occupational structure exhibits a greater proportion of regional
employment in ‘lower tier’ occupations than in the UK. At the same time the proportion
of ‘upper tier’ occupations account for a lower share of the regional workforce compared
to the national average. Future projections suggest a “hollowing out of the middle”
effect as an expansion of ‘upper tier’ occupations accompanies a decline of ‘lower tier’
and particularly skilled trades and administrative and secretarial occupations, both in the
UK and in the East Midlands.



Section 7 assesses the earnings of workers and residents of the region. Earnings in the
East Midlands are below the UK average and the gender pay gap in the region is
greater than in the UK. In those areas where residence-based earnings were higher
than workplace based earnings, this tends to be because individuals in higher paid jobs
commute to work elsewhere.

4.2 International context

The UK entered recession in the second quarter of 2008 and labour market conditions
began to deteriorate in the following quarter. The UK labour market faces this challenge
from a relatively advantageous position compared to other international competitors.
This section provides a short assessment of how the UK compares to its major
competitors.

4.2.1 International comparisons of employment, unemployment and economic
inactivity

In spite of the recession, the UK managed to maintain its historically strong employment
rate in 2008". The employment rate was 72.7% in the UK, substantially higher than the
OECD? average of 66.5%. The UK has consistently recorded higher rates of
employment than France (64.6%) and Germany (70.2%). The UK employment rate
exceeded that of the United States of America in 2002 and has remained higher since
then. However, it is worth noting that the employment rates of Scandinavian countries
are even higher than in the UK, at 78.4% in Denmark, 78.1% in Norway and 75.7% in
Sweden’.

! Employment rate is generally defined as persons aged 15-64 years who are in employment divided by
the working age population. However, in case of the US and UK along with some other countries, the
observed population refers to persons aged 16 to 64 (Organisation for Economic Co-Operation and
Development, ‘Employment Outlook 2009’, 2009, Statistical Annex).

2 Organisation for Economic Co-Operation and Development (OECD) countries work together to address
the economic, social and environmental challenges of globalisation. The OECD member countries are:
Australia, Austria, Belgium, Canada, the Czech Republic, Denmark, Finland, France, Germany, Greece,
Hungary, Iceland, Ireland, Italy, Japan, Korea, Luxembourg, Mexico, the Netherlands, New Zealand,
Norway, Poland, Portugal, the Slovak Republic, Spain, Sweden, Switzerland, Turkey, the United Kingdom
and the United States.

3 Organisation for Economic Co-Operation and Development, ‘Employment Outlook 2009’, 2009,
Statistical Annex Table B.



Chart 1: Employment rates in selected OECD countries, 1998-2008 (%)
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Source: Data between 1997 and 2006 are from Organisation for Economic Co-Operation and
Development (OECD) Factbook 2008: Economic, Environmental and Social Statistics, Annual Labour
Force Statistics, downloaded from OECD. StatExtracts (11 April 2008). Data from 2004 are from OECD,
‘Employment Outlook 2009’, 2009.

Due to the recession unemployment rates had increased in much of the OECD
countries. Between 2007 and 2008, OECD unemployment rate increased from 5.7% to
6.0%. The unemployment rate in the UK has increased from 5.3% to 5.6% by 2008.
However, the unemployment rate in the UK still remains below the OECD average of
6.0%. The UK has consistently recorded lower unemployment rates than Germany and
France. In 2008 the unemployment rate in Germany was 7.3% and in France 7.8%.
From 2005 the UK unemployment rate exceeded that of the United States of America
and Japan. In 2008 the unemployment rate in the United States of America was 5.8%
and just 4.0% in Japan.

Latest OECD statistics* show that the unemployment rate for the OECD area was 8.8%
in December 2009. This is 1.8 percentage points higher than a year earlier. In the Euro
area’, the unemployment rate was 10.0% in December 2009. This is 1.8 percentage
points higher than in December 2008. For the United States, the unemployment rate for
December 2009 was also 10.0%. This is 2.8 percentage points higher than a year

4 Organisation for Economic Co-Operation and Development (OECD), Harmonised Unemployment
Rates, News Release, for Nov 2009.

http://www.oecd.org/datacecd/17/54/44563975.pdf

Note: For methodological reasons, harmonised unemployment rates may differ from those published by
national statistical institutes. All rates quoted are seasonally adjusted.

Next release: Monday, 8 March 2010.

® The Euro area (EA16) consists of Belgium, Germany, Ireland, Greece, Spain, France, Italy, Cyprus,
Luxembourg, Malta, the Netherlands, Austria, Portugal, Slovenia, Slovakia and Finland.




earlier. In December 20096, the rate in the United Kingdom was 8.1%. Thisis 1.3
percentage points higher than in December 2008.

Chart 2: Unemployment rates in selected OECD countries, 1998-2008 (%)
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Source: Organisation for Economic Co-Operation and Development, 'Employment Outlook 2009',
Statistical Annex Table A.

Forward-looking indicators suggest the recovery will be gradual in coming years. Latest
forecasts published by the OECD’ suggests that unemployment rates will increase in
most OECD countries in 2010 but some signs of easing will emerge in 2011.

4.2.2 International comparison of workforce qualifications

Some of the benefits of education include increased productivity and higher individual
wages as skilled workers are better able to identify market opportunities, drive
innovation by adapting new technologies, facilitate investment and improve leadership
and management. Skills are one of the five drivers of productivity® identified by the UK
Government. In recognition of the importance of skills, the Government commissioned
the Leitch® review to develop policies which aim to close the skills gaps between the UK
and other major European competitors.

UK unemployment rate refers to the period November-January 2010, three months rolling average
published on a monthly basis by the Office for National Statistics, Labour Market Statistics, Statistical
Bulletin, March 2010.

4 Organisation for Economic Co-Operation and Development, 'Economic Outlook Volume 2009 Issue 2’
Annex Table 13.

® The other four drivers are discussed in the economy chapter: innovation, enterprise, competition,
investment.

® ‘Leitch Review of Skills, Prosperity for all in the global economy — world class skills’, 2006.

Gambin Lynn et al., Warwick Institute for Employment Research, University of Warwick, commissioned on
behalf of emda, ‘Exploring the links between skills and Productivity’, 2009.



The level of educational attainment of the population is a commonly used proxy for the
stock of “human capital”, that is, the skills available in the population and labour force.
It must be noted, however, that the skills composition of the population varies
substantially between different countries depending on the general level of economic
development, the industrial structure of the economy and the occupational structure of
the workforce.

The proportion of people with low or no qualifications in the UK is double that in
Germany and more than double that in the United States. The proportion of the UK
population qualified to intermediate level is lower than France, Germany and the US,
confirming that the UK’s skills base has deficiencies despite pockets of excellence.
The proportion of people with high skills is average in international terms.

Chart 3: Proportion of 25-64 year old population by highest qualification level, 2007 (%)
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Source: Organisation for Economic Co-Operation and Development, ‘Education at Glance: OECD
Indicators — 2009 Edition’, OECD, 2009. Table A1.1a.

Note: Low level refers to “ISCED 0-3c Short” based on the International Standard Classification of
Education (ISCED) which is equivalent to NVQ 1 (GCSE — below grade C). Medium level refers to
“ISCED 3c long programmes/3b, ISCED 3A” which is equivalent to the NVQ 2 (GCSE — 5 or more A*-C)
and NVQ 3 (A-level — 2 or more). High level refers to ISCED 4 and above which is equivalent to NVQ 4
(first degree or equivalent) and NVQ 5 (higher degree). The source of this note is HM Treasury and DTI,
‘Productivity in the UK 5: Benchmarking UK productivity performance’ and OECD ‘Education at Glance
2009'.

Higher education graduation rates have grown significantly in OECD countries in recent
decades, including the UK. The proportion of 25-64 years old with the highest
qualification at tertiary level increased in every OECD country. In the UK, 24% of the
adult population was qualified at graduate level in 1998. By 2007 this increased to 32%.
The OECD average increased from 20% to 27% in the same period°.

10 Organisation for Economic Co-Operation and Development, ‘Education at Glance: OECD Indicators —
2009 Edition’, OECD, 2009. Table A1.4.



The expansion of higher education has had a positive impact for individuals and
economies. However, concerns have been raised about whether the increasing supply
of well educated labour has been matched by the creation of an equivalent number of
suitable jobs.

Earnings differentials between the annual earnings of those who graduate from tertiary
education and the annual earnings of those with secondary or other non-tertiary
qualification is a straightforward indicator of the benefit of completing tertiary education.
In 2007, in the UK, those who graduate from tertiary education, earn 57% more than
those without tertiary qualifications. The earnings premium of graduates is still slightly
greater in the UK than the OECD average of 52%. Earnings premium of graduates from
tertiary education is slightly lower in France at 50%. In contrast, the earnings premium
of those who graduate from tertiary education is the greatest in the United States of
America, where they earn 72% more of those without graduate level qualification.

Chart 4. Relative earnings from employment of 25-64 year olds with tertiary education,
2007 (non-tertiary=100)
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Key Points: International context

¢ In spite of the recession, the UK managed to maintain its historically strong
employment rate in 2008 at 72.7%, which was substantially higher than the
OECD average of 66.5%.

e Due to the recession, unemployment rates have increased in most of the
OECD countries. The unemployment rate in the UK in December 2009 was
8.1%.

e Latest forecasts published by the OECD suggests that unemployment rates
will increase in most OECD countries in 2010 but some signs of easing will
emerge in 2011.

e The proportion of people with low or no qualifications in the UK is double that
in Germany and more than double that in the United States. The proportion
of the UK population qualified to intermediate level is the lowest among
France, Germany and the US, confirming that UK’s skills base has
deficiencies, despite pockets of excellence.

4.3 Supply of and demand for labour

One of the key factors determining how much output can be generated in an economy
is the supply of available labour. The Office for National Statistics (ONS)'" has
developed a framework for labour market statistics which is based on the concept of
labour supply. This approach has wide international acceptance, including by the
International Labour Organisation (ILO).

The labour supply consists of people who are employed, as well as those people
defined as unemployed or economically inactive. The ONS framework distinguishes
between different working arrangements as well, namely between those in employment
such as employees and the self-employed and those on Government schemes.

Labour demand is a derived demand from employers who have a need for work to be
done, and who offer compensation for this work. In the framework applied by this
chapter, a job that has been identified by an employer, but which is not being
undertaken by anyone, is a vacancy.

" Office for National Statistics, ‘Labour Market Framework'.
http://www.ons.gov.uk/about-statistics/user-guidance/Im-quide/Im-framework/index.html




Chart 5: Supply of and demand for labour, East Midlands (EM) and UK, 2008
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‘National Employers Skills Survey 2007: report of results for the East Midlands’, Table 13.

Note: Self-employed as the proportion of employed is not the same as self employment rate. This latter is
the proportion of self-employed in the working age population which was 8.1% in the East Midlands and
9.2% in the UK in 2008.

The definitions of labour market statistics used by the Office for National Statistics are in
line with the recommendations of the International Labour Organisation (ILO). They are

used throughout the remainder of this section unless specified. They are:

e Economically active: are those aged 16 and over who are either in employment
or unemployed. The activity rate is the number of economically active people as
a percentage of the working age population. There are 2.2 million economically
active people in the East Midlands in 2008.




Economically inactive: are those who are neither in employment nor
unemployed. This includes those who want a job but have not been seeking
work in the last four weeks, those who want a job and are seeking work but not
available to start work, and those who do not want a job. The inactivity rate is the
number of economically inactive people as a percentage of the working age
population. The economically inactive population includes full-time students,
those who do not work due to parental or elder-care responsibilities, the retired
and those claiming incapacity benefits. Economic inactivity is discussed in more
detail in the Deprivation and Economic Inclusion chapter. There are 524,800
economically inactive people in the East Midlands in 2008.

Employment and employee jobs: There are two ways of looking at
employment. The number of people with jobs, or the number of jobs. The two
concepts are not the same as a person can have more than one job.12

0 As one of the labour market supply indicators, the number of people with
jobs is defined as people who undertook paid work for at least one hour in
the week prior to their Labour Force Survey (LFS) interview (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 work in a family
business. There are 2.07 million working age people in employment in the
East Midlands in 2008.

0 As a labour market demand indicator, the number of jobs is measured by
workforce jobs and is the sum of employee jobs, self-employment jobs
from the LFS, those in HM Forces, and government-supported trainees.
Vacant jobs are not included. Employee jobs is the biggest share of
workforce jobs'. There were 1.8 million employee jobs in December
2008 in the East Midlands.

Vacancy: A job that has been identified by an employer, but which is not being
undertaken by anyone. There are about 17,000 vacancies in December 2008 in
the East Midlands.

Unemployment: The ILO definition of unemployment covers people who are not
in employment, who want a job, have actively sought work in the previous four
weeks and are available to start work within the next fortnight, or, out of work and
have accepted a job which they are waiting to start in the next fortnight'*. The
unemployment rate is the number of unemployed as the percentage of the
economically active working age population. There are 132,700 unemployed
people in 2008 in the East Midlands.

"2 The Review of Employment and Jobs Statistics highlighted differences between statistics on jobs
produced from household and business surveys. The review identified many reasons why these
differences occur. (First release: Labour Market, East Midlands, ONS).

'3 Office for National Statistics, ‘Labour Market, East Midlands’, and ‘Guide to Regional and Local Labour
Market Statistics’, http://www.statistics.gov.uk/downloads/theme labour/Guide regional local Ims.pdf
At regional level data for civilian workforce jobs are published, which exclude the figures for the Armed
Forces.

" Ibid.

10



e Claimant count: is the number of people claiming Jobseeker’s Allowance.
Claimant count proportion is the number of claimants resident as a percentage of
resident working age population in that area'. There are 110,000 people
claiming Jobseeker’s Allowance in December 2009 in the East Midlands.

4.3.1 Supply of labour

Having set out the framework above, this section discusses economic activity,
employment and unemployment in the East Midlands in more detail.

4.3.1.1 Economic activity

Chart 6 shows the economic activity rate by region in 2008. The economic activity rate
in the East Midlands exceeds the UK average, at 80.8% compared to 78.6%.

Generally, economic activity is lower in the north and higher in the south and the east.
London is an exception with the lowest economic activity rate (at 75.7%). This is mainly
due to the large number of students resident in the capital.

Economic activity rates are the highest in the South East at 82.3%, which reflects not
just the strong economy and labour market of the region but also the fact that a
significant number of those working in London commute from the South East.

Chart 6: Economic activity rate by region, 2008 (%)
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' Official statistics provide claimant count rates as the number of claimants in an area as a percentage of
the sum of claimants and workforce jobs in the area (Office for National Statistics, ‘Labour Market, East
Midlands’).
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Due to methodological changes historical comparisons can only be made for 2005 and
2008. Economic activity in the East Midlands has increased from 79.6% to 80.8%
between 2005 and 2008. At the same time economic activity in the UK has decreased
from 78.3% to 78.6%.

The economic activity rate of the working age population remained high in the East
Midlands at 80.3% for November-January 2010. This suggests that people have not
been leaving the labour market despite the recession. The economic activity rate was
78.5% in the UK for the three months to January 2010, which was 0.9 percentage points
lower than a year earlier'®.

Sub-regional variations in economic activity

The high regional economic activity rate disguises significant sub-regional disparities.
These sub-regional differences are much greater than the inter-regional differences
noted above.

Variation in the economic activity rate exceeds 13.0 percentage points at county/UA
level. Leicestershire has the highest economic activity rate (at 84.4%) and Nottingham
City has the lowest (at 71.2%). Relatively low economic activity rates in Nottingham,
Leicester and Derby are a function of their large student populations. The highest
economic activity rates are found in the south of the region.

Chart 7: Sub-regional economic activity rates, 2008 (%)
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16 Office for National Statistics, ‘Labour Market Statistics, March 2010’. March 2010’. Office for National
Statistics, ‘Labour Market Statistics, March 2010: East Midlands’. March 2010’.
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The economic activity rate increases with rurality. The economic activity rate of
residents in the East Midlands Large Urban districts was 77.3% in 2008. This is 3.5
percentage points lower than the regional average and 5.5 percentage points lower than
in Rural 80 districts (82.9%), which have the highest activity rates.

Rural areas have experienced greater increase in economic activity. Economic activity
has slightly increased the most in Rural 80 districts between 2007 and 2008. In 2008
the economic activity rate was 82.9% in Rural 80 districts, 2.3 percentage points higher
than the previous year. The economic activity rate in Rural 50 districts was 81.4%, 0.5
percentage points higher than the previous year. The economic activity rate has
remained the same in Other Urban districts over the same period and slightly increased
in Large Urban districts from 76.6% to 77.3%.

Map 1 shows that at district level the highest economic activity rates in 2008 were in
Blaby and Erewash at 87.9% and 86.4% respectively. In contrast, the lowest economic
activity rates were in Nottingham and Leicester at 71.2% and 72.3% respectively.
Districts in the coalfields and in parts of Lincolnshire coast have also relatively low
economic activity rates.
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Map 1: Economic activity rate 2008 (% working age)
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4.3.1.2 Employment

As noted above there are two ways of looking at employment: the number of jobs, or the
number of people with jobs. These two concepts are not the same, as a person can
have more than one job. The most commonly used measure of employment, the
employment rate, is derived from the latter concept.

Employee jobs

Employee jobs is the biggest share of civilian workforce jobs'’. The number of
employee jobs slightly increased in the UK from 26.2 million to 27.0 million between
December 2001 and December 20088, a 3.0% increase. In the East Midlands, the
number of employee jobs increased considerably between December 2001 and
December 2008 from 1.7 million to 1.8 million. This is a 6.8% increase, the highest
among the English regions.

Chart 8 shows the proportion of total UK employee jobs by region in December 2001
and 2008. The share of UK jobs in the East Midlands increased from 6.7% to 6.9%.
However, there has been a decrease in the share of UK jobs in London and in the
South East from 15.4% to 15.0% and from 14.0% to 13.7% respectively.

Chart 8: Proportion of total UK employee jobs by region (%)
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Source: Department for Business Innovation & Skills, “‘The Regional Economic Performance Indicators’,
(formerly known as Regional Competitiveness and State of the Regions), May 2009.

Table 6¢. sourced Short Term Employment & Turnover Survey, Employment, Earnings & Productivity
Division, Office for National Statistics. Numbers refer to December of each year. Regions may not sum to
UK or England totals.

' Civilian workforce jobs is the sum of employee jobs, self-employment jobs and government-supported
trainees.
"8 Ipid.
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Note: One of the input sources of employee job estimates is the Annual Business Inquiry (ABI). Although
there is a discontinuity of ABI data between up to and including 2005 and data from 2006, this does not
affect on employee job estimates at regional level. Therefore, historical comparison is possible.

Latest statistics'® on employee jobs show that there were about 26.3 million jobs in the
UK and 1.8 million jobs in the East Midlands in December 2009. The number of
employee jobs in the East Midlands has fallen by 43,000 on the same period a year
earlier, a decrease of 2.3%. In the UK, the number of employee jobs has decreased by
578,000 on a year to December 2009, a decrease of 2.2%. Employee job losses in the
East Midlands have been concentrated in manufacturing, construction, distribution and
finance & business services, in line with national trends.

Employment rate

The employment rate is the most common measure of employment and is based on the
number of people with jobs and not the number of jobs, as discussed above.

The East Midlands is the only region out of the five northern and midlands regions to
exceed the national average employment rate. The East Midlands employment rate
was the fourth highest of the English regions at 75.9% in 2008, compared to 74.0%2 in
the UK. The employment rate was highest in the South East, at 78.5%, followed by the
South West, at 78.3%. The employment rate was the lowest in London, at 70.4%,
followed by the North East at 70.8%.

Chart 9: Employment rate by region, 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.

"9 Office for National Statistics, ‘Labour Market Statistics, March 2010’. March 2010’, Table 5(1). ‘Labour
Market Statistics, March 2010’: East Midlands’. March 2010’, Table 5.

% Because of different source used here, please note that this figure is slightly different than the previous
figure used in the international comparison section.
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Between 2005 and 20082' the employment rate has remained quite stable in the East
Midlands at around 76.0%. The employment rate in the West Midlands decreased from
73.3% to 71.7%, in the North West it decreased from 72.6% to 71.3% and in Yorkshire
and the Humber it decreased from 74.1% to 73.0%. The employment rate in the UK fell
from 74.3% to 74.0%.

The latest data show that for November-January 2010, the employment rate in the East
Midlands was 74.1%, 1.9 percentage points below the same period of the previous
year. Despite the impact of the recession, the employment rate in the region remains
above the UK average. The employment rate in the UK was 72.2% in November-
January 2010, 1.8 percentage points below the same period of the previous year®.

Sub-regional variations in employment

The overall relatively high level of regional employment masks substantial local
differences. The variation in employment rates at County/Unitary Authority level within
the region is even greater than the disparity in economic activity. Leicestershire has the
highest employment rate at 80.3%. On the other hand, Leicester has the lowest
employment rate at 62.7% followed by Nottingham at 64.8%. In both cases this is
related to the high proportion of students in the population. Apart from Leicestershire,
the second highest employment rate is in Northamptonshire having an employment rate
of 79.5%. The high employment rates in Leicestershire and Northamptonshire are
related to commuting flows to London and its surrounding areas®.

High Peak and South Northamptonshire in particular stand out as areas people choose
to live in whilst being employed outside the region. In the case of South
Northamptonshire this is motivated by the employment opportunities in Milton Keynes or
Cherwell which are just a short distance away24. The Spatial Economy chapter provides
further information on commuting patterns.

21 At the time of the writing Annual Population Survey data were gradually reweighted in line with the
latest ONS estimates covering the period of 2005 to 2008. ONS Crown Copyright, ‘Annual Population
Survey’, January-December 2008, from NOMIS.

2 Office for National Statistics, ‘Labour Market Statistics, March 2010’. March 2010’, ‘Labour Market
Statistics, March 2010’: East Midlands’. March 2010’.

% Centre for Labour Market Studies (CLMS), University of Leicester, on behalf of emda, ‘Baseline Labour
Market Information for the East Midlands’, 2002, October 2002.

2 Experian, on behalf of emda, ‘Commuting flows in the East Midlands’ 2007.
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Chart 10: Sub-regional employment rates, East Midlands, 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.

The employment rate is generally higher in rural districts and lower in urban districts.
The employment rate in 2008 for the East Midlands’ Rural 80 districts is 79.3%, 3.4
percentage points above the regional average. However, the employment rate for
Large Urban districts is 70.6%, 5.3 percentage points below the regional average.

There have been differences how employment has changed. Between 2007 and 2008
the employment rate increased in Rural 80 districts, by 1.4 percentage points. At the
same time, the employment rate decreased in Large Urban districts, by 1.2 percentage
points.
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Chart 11: Urban-Rural employment rates in the East Midlands (%)
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Although the employment rate is generally higher in rural districts than urban districts,
there are urban districts with high employment rates and rural districts with low rates of
employment. For example, among urban districts the highest employment rate is in
Blaby at 86.02%. Among rural districts, the lowest employment rates are around the
former coalfields, in districts such as Bolsover (74.0%), Bassetlaw (74.7%) and North
East Derbyshire (75.3%).

The employment rate in 2008 was the lowest in Nottingham (64.8%), Leicester (62.7%)

and Lincoln (67.3%). In contrast, it was the highest in Derbyshire Dales (82.7%), Blaby
(86.2%) and South Northamptonshire (83.1%).
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Map 2: Employment rates 2008 (% working age)

Employment rates (% working age), 2008
[ ]63-67
[ 168-75
[ 76 - 79
I 30 - 82

I 33 - 86 D

Source: ONS Crown Copyright, *Annual Population Survey’,
2008

N

0 5 10 20
e — .. A

Ordnance Survey © Crown Copyright. All rights reserved,
emda Licence Number : 100035438.2010

\/I/\/\

east midlands
development agency

20



4.3.1.3 Type of employment in the East Midlands

This sub-section describes the structure of employment in the UK and the East
Midlands in terms of gender and employment status. To examine at developments over
time, and likely developments in the future, the following commentary is based on the
latest Working Futures 2007-20172° projections of employment.

Employment by gender

Much of the growth in employment across the UK in the 1990s can be attributed to a
dramatic increase in the number of women joining the labour market. In 1987, women
accounted for 44.5% of those in employment in the UK. By 1997 this had risen to
47.6%. This shift in employment towards women was partly driven by changes in
industrial structure. The contraction of the primary, utilities and manufacturing sectors
has led to the loss of many full-time jobs traditionally held by men. In contrast, the
number of jobs traditionally occupied by women has increased with the growth of
services. Another factor is the gradual increase of part-time jobs which has made
employment more accessible to many women. These changes have been
accompanied by the increasing tendency of women to combine both work and family
duties.

However, after the 1990s the proportion of women in the regional and national
workforce has exhibited a different pattern. In the East Midlands the share of women in
the regional workforce decreased from 49.8% to 46.4% between 1997 and 2007%. In
contrast, the proportion of women in employment more or less stayed the same
between 1997 and 2007 in the UK. In 2007 women accounted for a slightly lower
proportion of jobs in the East Midlands than in the UK. This is expected to remain the
case during the next decade.

% Source: Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017
2008.

% This can be partly explained by the fact that the number of male employees is projected to increase
more than the number of female employees and this is the case in the East Midlands. This does have an
impact of the gender composition of the regional employment for the benefit of male. The activity rate
projections of the Working Futures 2007-2017 are based on ONS regional and sub-regional 2004-based
population projections (Working Futures 2007-2017, Technical Report page 23).
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Chart 12: Employment by gender, 1987-2017 (% total employment)
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Source: Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017
2008.

Employment status

People can be classified according to whether they are working for someone else
(employee) or themselves (self-employed). Additionally, employees are classified on
the basis of whether they work full-time or part-time.

Working Futures 2007-2017 projections provided by the UK Commission for
Employment and Skills and the Learning and Skills Council, forecast changing
employment by employment status. It is important to note that the Working Futures
2007-2017 was developed in the first half of 2008, before the extent of the recession
and therefore there is a significant degree of uncertainty relating to these projections.

Chart 13 shows that the breakdown by employment status in the East Midlands is quite
similar to the national average and is expected to remain so in the future. In 2007 the
self-employed accounted for a similar proportion of jobs in the region, at 13.7%
compared to 13.5% in the UK. This is projected to decrease both regionally and
nationally by 2017, to 13.3%. This should not be regarded as an indication of
entrepreneurial activity as self-employment does not necessarily denote business
ownership, and is sometimes pursued when other employment opportunities are limited.

In addition, the proportion of employees working part-time was slightly greater in the
East Midlands than in the UK. In 2007, 28.5% of jobs in the East Midlands were
accounted for by employees working part-time, compared to 27.6% in the UK.
However, this difference is expected to disappear by 2017.
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Chart 13: Employment status 1987-2017 (% total employment)
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Source: Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017
2008.

Due to the recession in the UK, there has been arise in part-time employment27 as
companies have sought to control costs through decreased hours worked and wages,
rather than reducing headcount. The proportion of those in part-time employment has
risen and reached 26.7% of employment in November-January 2010 in the UK. The
proportion of those in part-time employment is still greater in the East Midlands than in
the UK as based on the latest statistics available at regional level, the proportion of part-
time working for July 2008-June 2009 was 25.1% in the East Midlands and 23.9% in the
UK?. In July 2008-June 2009 the proportion of those in part-time employment
increased by 1.1 percenatge points in the East Midlands compared to 0.4 percentage
points in the UK on the same period a year earlier.

In addition, it is likely that some sectors will be more vulnerable in the period to 2017
than the ‘Working Futures 2007-2017’ forecast suggests above. For example, the likely
future cuts in public services, which is biased towards female and part-time
employment, could lead to a greater decrease of female and part-time employment than
that forecasted by Working Futures.

4.3.2 Unemployment

Unemployed people are the second category of the economically active population.
Chart 14 shows the unemployment rate for the English regions and the UK average in
2008.

" Office for National Statistics, ‘Labour Market Statistics, March 2010’. March 2010’, Table 3.
%8 Source: ONS Crown Copyright, ‘Annual Population Survey’, July 2008 — June 2009, from NOMIS.
Percentage in employment working part-time (working age).
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Chart 14: Unemployment rate by region, 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.

The East Midlands unemployment rate was slightly above the national average at 6.0%
compared to 5.9% in the UK in 2008, although the 0.1 percentage point difference is not
significant. The unemployment rate in the East Midlands is lower than in the North
West, Yorkshire and the Humber, London, the West Midlands and the North East. The
unemployment rate in the East Midlands has increased by 0.9 percentage points
between 2007 and 2008. This is 0.3 percentage points higher than the UK average.
Between 2007 and 2008 the unemployment increased the most in the West Midlands
and the North East at 1.1 and 1.4 percentage points respectively. The North East and
the West Midlands have been the hardest hit by the recession.
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Chart 15: Employment rate and claimant count rate in the East Midlands and in the UK
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Note: The ILO unemployment rate shown for January 2010 refers to November-January 2010. For
definition please see the ‘Supply of and demand for labour’ section.

Chart 15 shows that both the unemployment rate and the claimant count rate increased
during the summer of 2008. However, both measures have levelled off during the last
11 months.

The latest quarterly data for November-January 2010%° shows that the unemployment
rate in the East Midlands was 7.7%, 0.4 percentage points lower than the UK figure of
8.1%. Redundancy rates per 1,000 employees> covering the period October-
December 2009 show some signs of decreasing. The redundancy rate in the East
Midlands was 9.4 per 1,000 employees, down from 12.0 on the previous quarter.

The redundancy rate was 6.7 in the UK, which has decreased from 8.2 on the previous
quarter.

Sub-regional unemployment
The unemployment rate increased in most sub-regions between 2007 and 2008 but it

decreased slightly in Derby and in Derbyshire from 6.1% to 5.6% and from 5.3% to 5.0
respectively. The unemployment®' is lowest in Rutland and Leicestershire, at 4.0% and

# Office for National Statistics, ‘Labour Market Statistics, March 2010: East Midlands’. March 2010. Table
1.

% Source: Labour Force Survey, Redundancy Tables, Calendar Quarter October-December 2009.
http://www.statistics.gov.uk/downloads/theme labour/RedundancyCQ.xls

Note: The redundancy figures correspond to the number of people, whether working or not working, who
reported that they had been made redundant or had taken voluntary redundancy in the month of the
reference week or in the two calendar months prior to this. The data is not seasonally adjusted.

" Local authority analysis is based on the model-based estimates of unemployment for local authorities.
Local authority data refers to January-December 2008. Please note that the model-based estimate of the
unemployment rate refers to the percentage of resident population aged 16+, while sub-regional and
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4.8% respectively. Unemployment is concentrated in the region’s larger cities such as
Leicester (13.2%) and Nottingham (8.9%). Apart from the larger cities, unemployment
hotspots can be identified around the former coalfields and parts of Northamptonshire,
Lincoln at 8.3%, Corby at 6.6%, Ashfield at 6.6%, Mansfield, Bolsover and
Wellingborough at 6.2% each.

Chart 16: Sub-regional unemployment rates, East Midlands, 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.

The latest Labour Force Survey data for November-January 2010 are not available at
sub-regional level. Therefore, to provide an up to date picture of the local variation in
unemployment the claimant count rate for February 2010 is analysed.

As context, in February 2010, the claimant count rate in the East Midlands was 4.2%,
which is 115,400 people. The claimant count rate in the UK was 4.4% in February
2010.

In February 2010, Leicester and Nottingham had the highest claimant count rates at
6.8% and 6.3% respectively. At local authority level — apart from Leicester and
Nottingham — the claimant count rate was the highest in Corby (5.9%), Lincoln (5.7%),
Derby (5.3%) and Northampton (5.2%).

regional unemployment data (APS) refers to the economically active working age population (Office for
National Statistics, ‘Labour Market Statistics, East Midlands’ footnote of Table 12.).
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Map 3: Unemployment rates 2008 (% economically active working age)
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4.3.3 Migrant workers in the East Midlands

Migrant workers provide an addition to the labour supply in the UK and the East
Midlands. However, there is no single data source on the employment of migrant
workers. Therefore, data from the Annual Population Survey (APS), Workers’
Registration Scheme (WRS) and National Insurance Recording System (NINO) are
used to estimate the number of migrant workers at regional and local level.

The Annual Population Survey identifies migrant workers as those whose country of
birth is outside the UK and who have done at least one hour’s paid work during the
week before the survey interview or have been temporarily away from a job (e.g. on
holiday). Those are also counted in employment who have been on government-
supported training schemes and those who have done unpaid work for their family’s
business™.

In 2008, 202,700 non-UK born working age employees worked in the East Midlands®:.
This is 9.8% of regional employment. In London, 1,348,800 non-UK born residents were
in employment, which accounts for 37.7% of total employment, the highest by far
among the English regions. In the North East only 55,800 non-UK born residents were
in employment which accounts for 5.0% of total employment, the lowest proportion
among the English regions.

Chart 17: Proportion of UK and non-UK born employees by region 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.

The Annual Population Survey can provide robust data at unitary and local authority
level about the number of UK and non-UK born workers™.

%2 Office for National Statistics, ‘How exactly is unemployment measured?’, 2008.

% Office for National Statistics, ‘Population and migration statistics released’, New Release, 21 August
2008. http://www.statistics.gov.uk/downloads/theme labour/MigrantLAEmpAPSJanDec07.xls

% Office for National Statistics, ‘Population and migration statistics’, New Release, 21 August 2008.
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As Chart 18 shows, in Leicester the number of non-UK born working age employees
exceeded 42,000 in 2008 (35.2% of Leicester’s total employment). The proportion of
non-UK born employees was the lowest in Derbyshire at 3.9% in 2008.

Chart 18: Proportion of UK and non-UK born employees by sub-region 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: Some of the input data for this calculation for Rutland and Lincolnshire were not available at
MOMIS.

4.3.3.1 National Insurance Numbers and Worker Registration Scheme

The latest national statistics on National Insurance Number Allocations to Adult
Overseas Nationals (NINO) entering the UK produced by the Department for Work and
Pensions were released on 26th November 2009%.

A NINO is generally required by any overseas national looking to work or claim
benefits*®/ Tax Credits in the UK, including the self employed or students working part
time. The Worker Registration Scheme (WRS) covers those workers from A8
countries®’ that joined the EU in May 2004 who intend to take up employment for a
period of at least a month. Workers who are self-employed do not need to register and
are therefore not included in these figures.

3 Department for Work and Pensions, National Insurance Number Allocations to Adult Overseas
Nationals entering the UK, http://research.dwp.gov.uk/asd/asd1/niall/nino_allocation.asp

Next release date is 25" February 2010.

% Those who are registered for NINO can claim Jobseekers Allowance, Incapacity Benefit/Severe
Disablement Allowance and Income Support and after October 2008, Employment and Support
Allowance.

% The A8 are the eight Central and Eastern European countries that joined the EU on 1* May
2004: Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia and Slovenia.

The A8 does not include the two other countries that joined on that date: Cyprus and Malta. Office for
National Statistics, ‘Migration Statistics Quarterly Report: May 2009'.
http://www.statistics.gov.uk/pdfdir/ppmg0509.pdf
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Both the NINO and WRS data are based on administrative sources and they are not
direct measures of immigration and do not measure the UN definition of an international
migrant which makes a distinction between short-term and long-term migrants. Both the
NINO and the WRS include some short-term migrants (moves made for less than 12
months)*® and long-term migrants as well. Both NINO and WRS give data at a point in
time and they show where people registered but not if people have moved to a different
region or if they have left the country.

National Insurance Number registrations

In the financial year 2008-2009, 686,110 new NINOs were allocated to adult overseas
nationals entering the UK. This number is 47,000 (6.4 %) lower than a year earlier.
This is the first year sine 2004-2005 when the number of NINO registrations in the UK
decreased compared to the previous year.

Chart 19 shows that NINO registrations decreased in most of the regions between
2007-2008 and 2008-2009 except in London and the East of England. Here the number
of NINO registrations slightly increased by 1.1% and 0.8% respectively. In the East
Midlands there were 33,000 new NINO registrations in 2008-2009, 5,500 (14.2%) less
than the previous year.

Chart 19: NINO registrations to adult overseas nationals entering the UK by year of
registration and by region (thousand)
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Source: Department for Work and Pensions, National Insurance Number Allocations to Adult Overseas
Nationals entering the UK, http://research.dwp.gov.uk/asd/asd1/niall/nino_allocation.asp

In the East Midlands most Local Authorities experienced a decrease in the number of
new NINO registrations in 2008-2009 compared to the previous year — in line with the
national and regional trends. In 2008-2009 the number of new adult NINO registrations

%8 Office for National Statistics, ‘2007 Mid-Year Population Estimates Frequently Asked Questions’,
August 2008.
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decreased the most in Ashfield and Erewash by 42.1% and 35.7% respectively.
In contrast, the only local authority where the number of registrations increased was
North East Derbyshire (18.2%).

Migrant workers from the A8 countries have been the most significant source of migrant
labour during recent years. However, the influx of migrant workers to the UK started to
decrease in 2007-2008. Between 2007-2008 and 2008-2009 the fall in NINO
registrations from A8 countries was more significant than the fall in the number of
overall NINO registrations. Between 2007-2008 and 2008-2009, the number of NINO
registrations to adults from A8 countries decreased by 78,700 (from 293,800 to
215,200), a 26.8% fall. This is compared to a 6.4% fall in the total number of NINO
registrations.

In the East Midlands, there were 16,500 new NINO registrations from A8 countries in
2008-2009, which is about 6,000 (around 26.7%) less than the previous year. Between
2007-2008 and 2008-2009 the fall in NINO registrations from Poland in particular was
the most significant. The number of new NINO registrations from Poland has
decreased by 37.6% in the East Midlands between 2007-2008 and 2008-2009.

NINO registrations show that the greatest number of new A8 migrants in 2008-2009
was in Lincolnshire at 4,600 individuals. This is 18.6% less than the previous year.

The number of new A8 migrants decreased the most in Leicester from 3,000 to 1,900, a
38.6% decrease between 2007-2008 and 2008-2009.

Chart 20: Number of A8 NINO registrations in the East Midlands' sub-regions by year
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Source: Department for Work and Pensions, ‘National Insurance Recording System’, Tabtool.
Note: Rutland is left out due to small numbers.
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Worker Registration Scheme

Chart 21 shows the change in the number of approved Worker Registrations between
quarter one of 2005 and quarter one of 2009. This trend confirms the main point
highlighted above about the decreasing number of newly registered migrant workers
both nationally and regionally:
¢ In the first quarter of 2009 there were 3,525 approved WRS applications in the
East Midlands, 12.5% less than the first quarter of 2008; and

e Approved WRS applications decreased the most in the West Midlands (46.9%)
and the North West (39.1%) between the first quarter of 2008 and the first
quarter of 2009. These regions are the hardest hit by the recession and less
attractive destinations for migrant workers.

Chart 21: Approved WRS Applications by regions (Q1 2005 - Q1 2009)
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Source: Worker Registration Scheme provided by Office for National Statistics.

Note: This data is based on Management Information, is provisional and may be subject to change. The
data is not National Statistics. This table shows registered workers rather than the number of applications
made. The figures are for initial applications only (not multiple applications, where an individual is doing
more than one job simultaneously, nor re-registrations, where an individual has changed employers).
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Key Points: Supply of labour

Economic activity and employment rates in the East Midlands have historically
exceeded the UK average. Economic activity and employment rates tend to
be higher in rural districts. These rates are the highest in Northamptonshire
and Leicestershire and are lowest in the cities and coalfields area.

The economic activity rate of the working age population remained high in the
East Midlands at 80.3% for November-January 2010. This suggests that
people have not been leaving the labour market despite rising unemployment
and falling employment due to the recession.

Latest statistics on employee jobs show that there were 43,000 less jobs in
the East Midlands in December 2009 than a year earlier. Employee job
losses in the East Midlands were concentrated in manufacturing, construction,
distribution and finance & business services, in line with the national trend.
The East Midlands is the only region of the five northern and midlands regions
to exceed the national average employment rate.

The latest data show that for November-January 2010, the employment rate in
the East Midlands was 74.1%, 1.9 percentage points below the same period
of the previous year. Despite the impact of the recession, the employment
rate in the region remains above the UK average of 72.2%.

Between 1997 and 2007 the share of women in the regional workforce
decreased in the East Midlands, unlike the UK. This pattern could be more
significant as future cuts in public services will be more likely to have an
impact on female employment.

Self-employment accounted for a similar proportion of jobs in the region than
the UK average in 2007. In addition, the proportion of employment working
part-time was slightly greater in the East Midlands than in the UK.

Latest quarterly data for November-January 2010 shows that the
unemployment rate in the East Midlands was 7.7%, 0.4 percentage points
lower than the UK figure of 8.1%. Redundancy rates per 1,000 employees
covering the period October-December 2009 show some signs of decreasing.
In February 2010, the claimant count rate in the East Midlands was 4.2%,
which is 115,400 people. The claimant count rate in the UK was 4.4% in
February 2010. The claimant count rate in the East Midlands has levelled off
in the last 11 months.

Unemployment is concentrated in the region’s larger cities and around the
former coalfields.

In 2008, 202,700 non-UK born working age employees worked in the East
Midlands. This is 9.8% of regional employment. However, in most East
Midlands Local Authorities the number of newly arrived migrants has
decreased compared to the previous year — in line with the national trend.
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4.3.4 Demand for labour

This section provides an analysis of labour demand, as measured by vacancies in the
UK and in the East Midlands. Vacancies are those positions which need to be filled and
therefore can give an early indication of what is happening in the labour market.

There are three sources of data on vacancies — two of them are official statistics,
namely, the ONS Vacancy Survey and the Statistics of Jobcentre vacancies®. The third
widely used source is the National Employer Skills Survey (NESS).

e The ONS Vacancy Survey is an enterprise-based survey based on a sample of
6,000 businesses and provides estimates of job vacancies in the UK. This
monthly survey asks employers how many vacancies they have in total for which
they are actively seeking recruits from outside their organisation. Monthly
estimates began in April 2001 and are available by industry and by size of
enterprise®’.

e The Statistics of Jobcentre vacancies identify those vacancies in the economy
which were notified to Jobcentres. The Jobcentre Plus vacancies series do not
provide comprehensive measures relating to all vacancies in the economy, as it
is estimated that only around a third of vacancies in the economy are notified to
Jobcentres*'.

e The latest available National Employer Skills Survey 2007 (NESS 2007) was
commissioned by the Learning and Skills Council (LSC), the Department for
Innovation, Universities and Skills (DIUS) and Sector Skills Development Agency
(SSDA). The survey asks detailed questions of employers about their
recruitment practices. Comparable data are available back to 2003. In 2007 the
NESS covered 79,000 employers across England, including 7,612 employers in
the East Midlands.

For the purpose of drawing a general picture of the number vacancies at regional and
sub-regional level and supplementing this with information regarding recruitment
problems such as hard to fill vacancies and skills shortage vacancies, the NESS is the
most comprehensive data source. The NESS covers issues around general recruitment
— and the levels and types of difficulty which employers may experience; the skill levels
of their existing workforce; how the organisation approaches the training and
development of their staff; issues around the graduate labour market and employer
views on the Government’s contribution and support to workforce development.

Recruitment problems refer to vacancies that the employer describes as hard-to-fill.
Hard to fill vacancies (HtFVs) can be divided into two groups. Skills shortage vacancies

% Office for National Statistics, http://www.ons.gov.uk/about-statistics/user-guidance/Im-
quide/concepts/employers/vacancies/index.html

0 Office for National Statistics, http://www.ons.gov.uk/about-statistics/user-guidance/Im-
quide/concepts/employers/vacancies/index.html

1 Office for National Statistics, ‘Vacancy Survey: a new series of National Statistics’, July 2003,
http://www.statistics.gov.uk/downloads/theme labour/Vacancies survey.pdf
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(SSVs) are those HtFVs which result from applicants not having the required skills,
experience, or qualifications that the employer demands. There are also other HtFVs
which are attributed to other causes such as a simple lack of applicants.

This section is based on the National Employers Skills Survey 2007: report of results for
the East Midlands and the National Employers Skills Survey 2007: Main Report
published by the Learning and Skills Council (LSC). Data are available at regional and
local LSC area level.

4.3.4.1 Vacancies

Jobcentre Plus vacancy statistics are the most up to date data on vacancies. It should
be noted that it has been estimated that JCP handles about one third of the available
vacancies in the economy.

In December 2009 there were 262,500 vacancies in Great Britain and 23,900 vacancies
in the East Midlands. Between December 2008 and December 2009 the number of
vacancies has increased by 40% in the East Midlands and by 11% in Great Britain.

The gradual improvement in vacancy volumes reflects the fact that employers are tightly
controlling their costs and there is demand for staff as the economy has began to
recover*.

Chart 22 shows that the number of vacancies increased across most of the region
during 2009. Usually there is a seasonal dip in the number of vacancies around
December and January before a recovery from February, and this is apparent in the
data. The number of vacancies was highest in Derbyshire (6,630) and Nottinghamshire
(6,210) in December 2009.

*2 Jobcentre Plus, ‘East Midlands Labour Market Review’, January 2010. JCP vacancy statistics are
available via NOMIS.
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Chart 22: Vacancies in the East Midlands
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Source: Jobcentre Plus Vacancies — summary analysis, notified vacancies accessed from NOMIS.
Note: Lincolnshire data excludes armed forces vacancies. Derbyshire includes Derby; Leicestershire
includes Leicester; Nottinghamshire includes Nottingham.

Data are rounded.

There are some significant sectoral differences in the concentration of vacancies.

In December 2009 in the East Midlands, the sectors with most vacancies were banking,
finance & insurance (54.8% of all vacancies), distribution, hotels & restaurants (22.1%)
and public administration, education and health (13.3%).

In terms of occupations, the East Midlands has a lower share of vacancies in the three
upper tier occupations (managers & senior officials, professional occupations, and
associate professionals & technical occupations) than England at 18.1% compared to
23.5% in December 2009. On the other hand, there are more vacancies in operatives
and elementary jobs at 44.3% compared to 32.6% in England®’. This reflects the
industrial structure of the region.

Hard to fill vacancies

Hard to fill vacancies (HtFVs) are an indicator of recruitment problems among
businesses. They indicate possible mismatches between the supply of labour and the
demands of the business. The reasons for HtFVs are diverse: from ‘not enough interest
in the job’ to ‘applicants have not got the required attitude’; from ‘low number of
applicants’ to ‘poor terms and conditions, such as pay’.

Hard to fill vacancies for the East Midlands are only available from the National
Employers Skills Survey 2007, which is dated to prior the recession. The Key Findings
from the National Employer Skills Survey for England 2009 (NESS 2009) were

*3 ONS Crown Copyright Reserved, vacancies — notified by occupation via NOMIS.

36



published on 10 March 2010**. Headline figures for England show that the proportion of
HtFVs has continued to fall from 30% (of all vacancies) in 2007 to 22% in 2009, as has
the number of vacancies.

The East Midlands had 12,126 HtFVs in 2007, which is equivalent to 30% of all
vacancies. This is the same as the English average. HtFVs in the East Midlands have
the following characteristics:

e HtFVs are concentrated in small establishments. The proportion of HtFVs in the
East Midlands businesses employing 2-4 employees was 41% compared to the
regional average of 30% in 2007. There are a number of reasons for this. For
example, the proportion of vacancies that are hard to fill was particularly high in
hospitality (9.8%), land-based industries (7.0%), engineering (8%) and
construction (6.6%), which have a particularly large number of very small
businesses™.

¢ In terms of occupational distribution of HtFVs, the share of operatives and
elementary jobs was proportionately higher in the East Midlands than in England
at 25%, compared to the national average of 20%*. In addition, the distribution
of hard to fill vacancies in skilled trades occupations is higher in the region than
in England at 23% compared to 16%.

e Within the region, vacancies are hardest to fill in Lincolnshire and Rutland (40.5%
of all vacancies)*’. The reason could be the industrial structure of this part of the
region: land-based industries and hospitality are more important in the industrial
composition of Lincolnshire than the regional average. These recruitment
difficulties partly explain some of the migrant worker movements identified above.

Table 2: Hard to fill vacancies in the East Midlands, 2007

HtF vacancies as % of all
Number of HtF vacancies vacancies
Derbyshire 2,120 25.2
Leicestershire 2,610 28.3
Lincolnshire and Rutland 3,130 40.5
Northamptonshire 1,960 29.2
Nottinghamshire 2,350 26.3
East Midlands 12,130 30.0
England 183,470 30.0

Source: BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National
Employers Skills Survey 2007: report of results for the East Midlands’, Table 17.
Note: Data is weighted. Data are rounded in this table.

* UK Commission for Employment and Skills, ‘National Employer Skills Survey for England 2009: Key
findings report’ http://www.ukces.org.uk/upload/pdf/NESS %20Key%20findings%202009 2.pdf

*> BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’, Page 29-30, Table 19-20.

*® BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’, page 44, Table 29.

*” BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’, page 27, Table 17.
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Skill shortage vacancies

The NESS 2007 investigates the employers’ perception of causes of recruitment
difficulties by asking a series of questions from those who indicated they had HtFVs.

e At aggregate level the most reported reason for HtFVs was the “low number of
applicants with required skills”, at 34% in the East Midlands and 36% in England
in 2007.

e The “lack of work experience the company demands” was the second most often
mentioned recruitment difficulty by employers. In the East Midlands 20% of
employers reported this reason compared to the English average of 19% in 2007.

e Generally, employers were significantly less likely to mention “lack of
qualification” as a recruitment problem. However, the East Midlands appears to
have proportionately greater recruitment problems because of “lack of
qualification”. The percentage of establishments reporting lack of qualification as
one of the recruitment problems was 14% in the East Midlands and 12% in
England in 2007.

The overall indicator that captures these three reasons for HtFVs is Skill Shortage
Vacancies (SSVs).

The national findings from NESS 2009*%, show that in England, the number of SSVs in
2009 is far lower than that found for 2007 as it has decreased from 130,000 to 63,100.
The SSVs as the proportion of vacancies has fallen from 21% in 2007 to 16% in 2009.
This drop is due to the overall fall of vacancies and the larger pool of potential
employees with the required skills as unemployment increased.

In the East Midlands there were 8,450 SSVs in 2007. This is equivalent to 20.6% of all
vacancies in the East Midlands and compares to 21.1% for England*®. The proportion
of SSVs was the highest in London (25.9%), in the South East (22.2%) and in the South
West (21.8%). There are significant sub-regional differences. Derbyshire has the
lowest proportion of SSVs, at 16.8%, whilst Lincolnshire and Rutland has the highest at
27.2%.

However, it is worth noting that here is a debate, about how recruitment difficulties
should be interpreted in a wider labour market context. Regions with dynamic labour
markets tend to have a greater proportion of HtFVs and SSVs (South East, London,
South West). High proportion of HtFVs and SSVs may suggest increasing demand for
skills by employers and more dynamic recruitment practices. At the same time a high
percentage on these indicators may also show a genuine gap between employees
characteristics and employers requirements.

*® UK Commission for Employment and Skills, ‘National Employer Skills Survey for England 2009: Key
findings report’ http://www.ukces.org.uk/upload/pdf/NESS%20Key%20findings%202009 2.pdf

*9 BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’, Table 21.
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Table 3: Skills shortage vacancies in the East Midlands, 2007

Number of skills shortage Skills shortage vacancies as %

vacancies of all vacancies
Derbyshire 1,420 16.8
Leicestershire 1,970 21.3
Lincolnshire and Rutland 2,100 27.2
Northamptonshire 1,330 19.9
Nottinghamshire 1,640 18.3
East Midlands 8,450 20.6
England 130,000 21.1

Source: BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National
Employers Skills Survey 2007: report of results for the East Midlands’, Table 21.
Note: Data is weighted. Data are rounded in this table.

SSVs are most common in the manufacturing (33% as a proportion of all vacancies)
engineering (33%) and construction (32%)*° sectors.

In terms of occupations, the East Midlands has a proportionately higher share of SSVs
in operatives and elementary jobs than England, at 23% compared to the national
average of 17%°". In addition, in the East Midlands 26% of all SSVs are concentrated
in skilled trades occupations. This can be partly explained by the significant
replacement demand of skilled trades which is associated with the high share of
employment in manufacturing in the region and the ageing workforce.

Key Points: Demand for labour

e There were 23,900 vacancies in the East Midlands in December 2009.
Between December 2008 and December 2009 the number of vacancies
increased by 40% in the East Midlands and by 11% in Great Britain. The
gradual improvement in vacancy volumes reflects that employers are
tightly controlling their costs, there is demand for staff as the economy
has began to recover.

e The East Midlands has a lower share of vacancies in managerial and
professional jobs and a higher share in operatives and elementary jobs
than England.

e Hard to fill vacancies are concentrated in small businesses and are more
prevalent in sectors such as construction, passenger transport and
land-based activities. Within the region, there are more hard to fill
vacancies in Lincolnshire and Rutland than in other areas.

e Skills shortage vacancies are most common in manufacturing,
engineering and construction. The region has a proportionately higher
share of skill shortage vacancies in operatives and elementary jobs and
skilled trade occupations.

% BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’, page 36, Table 23.
" BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’, page 44, Table 29.
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4.4 Supply of skills

The 2004 Pre-Budget Report: “Skills in the global economy” emphasised first, the
comparatively high stock of adults in the UK without basic skills (literacy and numeracy);
second, evidence of the UK’s relatively poor position in intermediate level skills; and
third, the need for a highly skilled workforce to compete successfully in an international
market. The Government commissioned Sandy Leitch to undertake an independent
review of the UK's long-term skills needs. The final report “Leitch Review of Skills,
Prosperity for all in the global economy — world class skills” shows that the UK must
urgently raise achievements at all levels of skills.

The Leitch review emphasises that skills and capacities are the main differentiating
factor of competitiveness among developed countries. As competitive pressure
increases in the global economy, the utilisation of skills through a better match of skills
supply and skills demand has become a policy priority.

In the Leitch review the term ‘working age’ is defined as 19 to state pension age. To be
consistent with this the qualification and skills issues in the region will be discussed
using this definition. The indicators are based on datasets obtained from the
Department for Children, Schools and Families with data from 2001-2002 until 2008.

Qualification level is an imperfect but the most widely used ‘proxy’ for skills.
The National Qualifications Framework (NQF)/National Vocational Qualifications (NVQ)
level equivalences defines Level 2, 3, and 4 qualifications as follows®*:

e Level 4 and above: People are counted as being qualified to Level 4 and above
if they have achieved a first or higher degree, an NVQ Level 4 or 5, a recognised
degree-level professional qualification, an HNC/HND or other higher-level
vocational or management qualification, a teaching or nursing qualification, or a
diploma in higher education.

e Level 3: People are counted as being qualified to Level 3 and above if they have
achieved at least two A Level passes, four AS Levels, an Advanced GNVQ, an
Access to HE qualification or an NVQ Level 3 or equivalent vocational
qualification.

e Level 2: People are counted as being qualified to Level 2 and above if they have
achieved at least five GCSEs at grades A*-C, an Intermediate GNVQ, two or
three AS Levels or an NVQ Level 2 or equivalent vocational qualification.

Apprenticeships are allocated to their equivalent NQF/NVQ level and those
apprenticeship reported without a specific level are split evenly between Level 2 and
Level 3 qualification.

%2 Department for Children, Schools and Families, ‘Qualifications and Participation in Learning at a local
level: England 2007, Population aged 19-59/64".
http://www.dcsf.gov.uk/rsgateway/DB/STA/t000809/Table1.xls
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As with all DCSF analyses, other qualifications have been apportioned in the
proportions 10% to Level 3, 35% to Level 2 (i.e. 45% Level 2+) and 55% below Level 2.

In November 2009 the Government published Skills for Growth®?, the national skills
strategy. The strategy’s commitments include:

o Creating a modern technician class through more advanced apprenticeships;

e Investing in skills in the sectors on which future growth and jobs depend as skills
are recognised as key part of the economic recovery;

« Empowering individuals through skills accounts giving people ‘consumer choice’
and better information about courses; and

« Simplifying the skills landscape by reducing the number of separately publicly
funded agencies by over 30 in the next three years.

4.4.1 Qualifications of the workforce

People with higher qualifications have access to a wider range of options in the labour
market and higher earnings. Higher qualifications also increase the chances of working
in positions which have better working conditions for example in terms of working
environment, working hours and employment contracts.

This sub-section provides an assessment of the skills levels of the current workforce of
the East Midlands in 2008. Chart 23 presents the proportion of adults qualified to Level
4 and above and without Level 2 in 2008.

% Department for Business, Innovation & Skills, ‘Skills for Growth — the national skills strategy’, November
2009. http://www.bis.gov.uk/policies/skills-for-growth
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Chart 23: Proportion of working age population qualified to Level 4 and above and
without Level 2 by region, 2008 (%)
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Source: Annual Population Survey 2001-2008.
http://www.thedataservice.org.uk/statistics/sfrdec09/sfr_dec09 labour force tables.htm

Note: Without Level 2 qualification is the sum of those with lower than Level 2 and those with no
qualification.

The East Midlands is ranked the fourth lowest out of the nine English regions in terms of
the proportion of the adult population qualified to Level 4 and above, at 27.0%. This
compares to the English average of 30.5%. The regions with the highest proportion of
the working age population qualified to Level 4 and above are London (40.6%) and the
South East (33.6%).

The proportion of the working age population without a Level 2 qualification (including
those without any formal qualification) was 33.0% in the East Midlands in 2008, the
second highest among the English regions. This compared to 30.6% in England. The
percentage of those without a Level 2 qualification was the highest in the West Midlands
(34.2%) and lowest in the South East and the South West, at 26.9% and 27.8%
respectively.
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Chart 24: Proportion of working age population qualified to Level 4 and above and
without Level 2, East Midlands and England 2008 (%)
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Note: Without Level 2 qualification is the sum of those with lower than Level 2 and those with no
qualification.

However, there have been significant improvements in the region. The percentage of
the East Midlands workforce qualified to Level 4 and above was 20.6% in 2001 and
increased to 27.0% by 2008, a 6.4 percentage points increase. In England there was a
5.5 percentage points increase. The gap in the proportion of the workforce qualified to
Level 4 and above between the East Midlands and England has narrowed between
2001 and 2008 from 4.4 percentage points to 3.5 percentage points.

The proportion of the working age population without a Level 2 qualification has
decreased more significantly in the East Midlands than in England. Between 2001 and
2008 the proportion of those without Level 2 has decreased by 6.3 percentage points in
the East Midlands compared to 5.5 percentage points in England.

Between 2001 and 2008 the fall in the proportion of those without qualifications has also
been more significant in the East Midlands than in England. In the East Midlands there
was a fall of 5.2 percentage points compared to 3.8 percentage points for England.

In terms of economically valuable skills, the Government ‘5 drivers framework’>* provides
a useful framework. In assessing how skills can be used to foster further productivity
gains in the East Midlands it needs to be borne in mind that skills are a derived demand
stemming from, amongst other things, the entrepreneurial and innovative actions of
economic agents in the region (employers, individuals, and governmental agencies).

* HM Treasury, DTI, ‘Productivity in the UK 5: Benchmarking UK productivity performance’, March 2004.
The five drivers are: investment, innovation, skills, enterprise and competition.
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In addition, the interaction between skills, enterprise and innovation has both direct and
indirect implications for regional (and firm) productivity®.

e Enterprise requires many skills including ‘entrepreneurial skills’, business acumen
and numerical ability. In addition, entrepreneurs are necessary to exploit
business opportunities presented by innovations;

¢ Innovation is also largely influenced by skills: academic skills, research skills and
creativity are examples of skills that enhance innovation activity and knowledge
creation. Innovations in turn present business opportunities for entrepreneurs;
and

e Management capability at firm level is crucial in order to construct an appropriate
product market strategy, being able to identify skill needs to support that strategy,
sourcing skills, and ensuring they are effectively deployed. Managerial support
and working practices can also promote innovative working and ultimately
enhance productivity.

Sub-regional variations in qualifications

The adult skills profile varies considerably across the East Midlands. Chart 23 shows
the proportion of working age adults without a Level 2 qualification and with at least a
Level 4 qualification by County and Unitary Authority in the East Midlands.

A combination of the low proportion of the workforce qualified to Level 4 and above and
a high proportion of the working age population without a Level 2 qualification is
concentrated in Lincolnshire, Leicester and Nottingham.

¢ |n 2008, the percentage of the workforce qualified to Level 4 and above was
22.7% in Lincolnshire, 23.4% in Leicester and 24.6% in Nottingham which are
lower than the regional average of 27.0%. The proportion of adults qualified to
Level 4 and above was the highest Rutland (32.5%), in Leicestershire (29.2%)
and Nottinghamshire (29.0%); and

e In 2008, the percentage of workforce without a Level 2 qualification was the
highest in Leicester (43.0%) and Nottingham (37.2%), which compares to the
regional average of 33.0%. The proportion of adults without a Level 2
qualification was the lowest in Rutland and Leicestershire at 22.0% and 28.8%
respectively.

% Gambin Lynn et al., Warwick Institute for Employment Research, University of Warwick, commissioned
on behalf of emda, ‘Exploring the links between skills and Productivity’, 2009.
http://www.intelligenceeastmidlands.org.uk/index.php?option=com_research&task=showReportA&hidema
inmenu=1&id=2239&lead=11&Itemld=29&s=sdate&o=ASC
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Chart 25: Sub-regional variation in the qualification level of the workforce, 2008 (%)
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Note: Without Level 2 qualification is the sum of those with lower than Level 2 and those with no
qualification.
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Map 4: Proportion of 19-59/64 year olds qualified to at least NVQ Level 4 and

above, 2008
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Map 5: Proportion of 19-59/64 year olds without NVQ Level 2 qualification, 2008
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Urban and rural variations in qualifications

Many individuals in higher paid, higher skilled employment live in rural districts and
commute to work elsewhere. Chart 24 shows that on average, Rural 50 districts have a
the highest proportion of the workforce qualified to Level 4 and above at 31.2%,
compared to the regional average of 27.0%. On average urban districts perform slightly
less well on this measure than rural districts. The proportion of those with a Level 4 and
above qualification in the Large Urban districts was 26.4% and the proportion of adults
qualified to Level 4 and above in Other Urban districts was 26.7%. However, only
23.2% of the adult population of Significant Rural districts are qualified to Level 4 and
above in 2008, which is 3.8 percentage points lower than the regional average.

Rural 50 and Rural 80 districts have a lower proportion of the workforce with a
qualification below Level 2 at 28.7% and 31.0% respectively compared to the regional
average of 33.0%. Significant Rural, Other Urban and Large Urban districts perform
less well on this measure.

Chart 26: Urban and rural variations of workforce qualification, 2008
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Source: Annual Population Survey 2001-2008.
Note: Without Level 2 qualification is the sum of those with lower than Level 2 and those with no

qualification.

4.4.2 Qualification by age group in the East Midlands

Due to improved access to education over the last decade, the general qualification
level of younger people tends to be higher than in older age groups. The level of
qualifications by age is illustrated by using the latest annual data from the Annual
Population Survey for 2008. The definition of working age population used is 16-59/64
year olds, slightly different than the Leitch definition used before because the data is
unavailable for the Leitch definition of working age.
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Chart 27 shows that both in the region and in the UK, the 25-29 and the 30-39 year old
age groups are more highly qualified compared to the other age bands. In the East
Midlands 31.3% of 25-29 year olds were qualified to Level 4 and above and 31.6% of
30-39 year olds. This is compared to 28.1% of the region’s 40-49 year old population
and 26.2% of 50-retirement aged people.

The proportion of the working age population qualified to Level 4 and above is lower in
every age group in the East Midlands than in the UK. The gap is highest among 25-29
year olds, a difference of 6.4 percentage points.

Chart 27: Working age population qualified to Level 4 and above (% by age band), 2008
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: this does not include the 16-19 age band, as the number of individuals in this age group qualified to
an equivalent of NVQ4 and above is too small to provide sufficient cell sizes for disaggregation by region.

Chart 28 shows the proportion of the working age population with a qualification below
Level 2 by age band. This includes those with no qualification, those with other
qualification and those with a NVQ1 qualification.

The proportion of people with a qualification below Level 2 is higher in every age group
in the East Midlands than in the UK. The gap is the highest among 25-29 year olds.
The proportion of 25-29 year olds with a qualification below Level 2 was 33.2% in the
East Midlands and 29.2% in the UK, a difference of 4.0 percentage points.
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Chart 28: Working age population qualified to below Level 2 (% by age band), 2008

4
° m working age
40 m 16-19
S 351 m 20-24
ks
§' 30 m 25-29
o 25 | 30-39
&
40-49
? 20 A
< 50-retirement age
o 15 i
=
o
o 10 -
5 i
0 _

UK East Midlands

Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: Below Level 2 qualification includes those without any formal qualification, those with other
qualification and those with Level 1 qualification. Because of the definition of ‘other qualification’ — see
definitions of section 6.4 — some overestimation is possible.

4.4.3 Qualifications and employability in the East Midlands

The higher the qualification level, the more employable an individual becomes. Labour
market engagement shows a clear pattern by qualification level. Chart 29 shows the
employment rates by highest qualification level in the East Midlands and in the UK in
2008.

In terms of changes in the employment rate between 2007 and 2008, the following
points can be made:

e The employment rate of those with no qualifications is higher in the East
Midlands (51.7%) than in the UK (47.4%) confirming that the regional economy
has proportionately more jobs in the lower value activities than the national
average. The employment rate of the least qualified remained largely the same
between 2007 and 2008 both regionally and nationally; and

e Between 2007 and 2008, the employment rate of those with Level 1 as their
highest qualification, decreased by 4.7 percentage points in the East Midlands
from 77.0% to 72.3%. This is partly related to the job losses concentrated in low
skilled occupations and in particular sectors such as manufacturing and
construction. These sectors have relatively greater importance in the regional
economy as the Economy chapter highlights.
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e Between 2007 and 2008, the employment rate of those with Level 2 and Level 3
as their highest qualification increased slightly in the East Midlands, while the
employment rate of those with Level 4 and above largely stayed the same.

Chart 29 also shows that although the overall employment rate in 2008 in the East
Midlands is slightly higher than in the UK, a Level 4 and above qualification level seems
to have less impact on employability in the region than nationally. The employment rate
of those with Level 4 and above qualifications was 11 percentage points higher in the
East Midlands than the average of all qualification levels. In the UK, the difference was
12.2 percentage points.

Respondents with no qualifications had the lowest employment rates, at 51.7% in the
East Midlands and 47.4% in the UK. The employment rate of those with no formal
qualification was 24.2 percentage points lower than the average of all qualifications
levels in the East Midlands. In the UK, the difference was 26.6 percentage points.
Those without any formal qualifications are more likely to be employed in the East
Midlands than in the UK.

Chart 29: Employment rates by highest qualification, 2008 (%)
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Source: Annual Population Survey January-December 2008 Client File, ONS Regional Statistician.

The unemployment rate also shows significant differences by qualification level. As the
qualification level of the resident population rises, the proportion of those who are
unemployed decreases. In terms of changes in the unemployment rate between 2007
and 2008, the following points can be made:

e Between 2007 and 2008, the unemployment rate increased at every qualification
level both in the East Midlands and in the UK, but increased more among those
with lower level qualifications. Between 2007 and 2008, the increase in the
unemployment rate among those without any qualifications was 2.8 percentage
points in the East Midlands, from 5.6% to 8.4%. The unemployment rate for this
group increased from 6.1% and 6.7% in the UK, an increase of 0.6 percentage
points. Between 2007 and 2008, the unemployment rate for those with Level 1
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as their highest qualification increased by 1.7 percentage points in the East
Midlands from 4.6% to 6.3%. This is compared to the increase of 0.8 percentage
points in the UK.

The unemployment rate of those with a Level 4 and above qualification is the lowest
both in the UK and in the East Midlands. This confirms that employees with high
qualification are more likely to possess and maintain a position in sustainable
employment. In contrast, the risk of those with a Level 4 and above qualification being
unemployed is somewhat greater in the East Midlands than the national average. The
unemployment rate for those with a Level 4 and above qualification was 3.0% in the
East Midlands, compared to 2.6% in the UK in 2008.

Chart 30: Unemployment rate by highest qualification, 2008 (%)
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Source: Annual Population Survey January-December 2008 Client File, ONS Regional Statistician.

4.4.4 Educational achievement of pupils

One of the recommendations of the Leitch review is to shift the balance of intermediate
skills from Level 2 to Level 3. Level 2 qualifications are generally achieved by the age
of 15. This sub section provides an overview of the qualification level of pupils aged 15
in the East Midlands and in England in 2008-2009.

Sixteen years old is the official age when a person can leave compulsory education in
the UK. However, when the Education and Skills Bill becomes law all young people in
England will be required to continue in education or training until their 18th birthday®®.

% The increase in the minumum age at which young people can leave school will be introduced in two
steps. The minimum age will increase to 17 from 2013 and to 18 from 2015. The first cohort to benefit
from these changes began Year 7 (age 13) in September 2009.

http://www.dcsf.gov.uk/14-19/index.cfm?go=site.home&sid=42&pid=344 &ctype=TEXT&ptype=Single
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Generally, between 2007-2008 and 2008-2009 the education attainment of pupils show
a significant overall improvement across the UK®’.

Chart 31 shows that in 2008-2009, the proportion of 15 year old pupils achieving five or
more GCSEs graded A*-C was 68.9% in the East Midlands. This was slightly lower, by
1.1 percentage points, than the English average of 70.0%. This overall picture masks
significant sub-regional differences:

e Achievement is significantly higher in Lincolnshire and in Rutland compared to
the regional or national average. In both counties, more than 73% of 14-16 year
old pupils enrolled at the end of Key Stage 4 gained 5 or more A*-C GCSEs
during the 2008-2009 academic year; and

e The lowest proportion of 14-16 year old pupils enrolled at the end of Key Stage 4
achieving five or more A*-C GCSEs was in Leicester (64.5%), Northamptonshire
(66.0%) and Derby (66.6%).

When English and Maths are included, the proportion of pupils achieving five or more
A*-C GCSEs drops significantly. In the East Midlands 49.9% of pupils achieved five or
more A*-C GCSEs including English and Maths during the 2008-2009 academic year.
This is almost the same as the English average of 49.8%. Sub-regionally, the following
points should be noted:

e 14-16 year old pupils enrolled at the end of Key Stage 4 attending school in
Rutland, Lincolnshire and Leicestershire performed the best in the East
Midlands, with 58.2%, 56.1% and 52.6% of them achieving five or more A*-C
GCSEs including English and Maths respectively; and

e Only 41.4% of pupils gained five or more A*-C GCSEs including English and
Maths in Nottingham, which is 8.5 percentage points lower than the regional
average and 8.4 percentage points lower than the national figure.

°" Based on Table 17, Department for Children, Schools and Families, ‘GCSE and Equivalent Results in
England, 2008/09 (Revised)'.
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Chart 31: Percentage of pupils enrolled at the end of Key Stage 4 achieving five GCSE
(equivalent to Level 2), 2008-2009 academic year
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Source: Department for Children, Schools and Families, ‘GCSE and Equivalent Results in England, 2008-
2009 (Revised) Table 16.

Note: Denominators is the number of pupils on roll at the end of Key Stage 4 in the 2008-2009 academic
year, 14-16 year olds.

4.4.5 Young labour market entrants

The skills level, competence and personal features, such as motivation and work ethic,
are essential factors for doing a job well and performing effectively in a working
environment. These attributes are also important for later career progression.

The National Employers Skills Survey 2007 interviews employers about their
recruitment of young people entering the labour market. Young labour market entrants
are 16 year old school leavers, 17-18 year old college leavers and university leavers
aged between 21 and 23. These questions cover issues around whether employers
recruit anyone from these three groups and whether these young people were seen as
unprepared or not®

The pattern of recruitment practices of young labour market entrants seems to be
similar both regionally and nationally. In addition, the recruitment level has stayed
broadly stable over the two years prior to the survey both in the East Midlands and in
England.

In 2007 employers who recruited young people from any of these three groups in the
East Midlands were more satisfied with their general preparedness for work™. The
proportion of those employers who think that the preparedness of young labour market
entrants aged 16 was poor or very poor was 23% in the East Midlands and 28% in

°8 BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skl||S Survey 2007: report of results for the East Midlands’.

Preparedness covers not just tangible attributes of general and specific skills and knowledge but more
intangible personal features such as motivation or discipline.
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England. The corresponding figure for 17 and 18 year olds are 16% and 21%, and for
graduate labour market entrants, 9% and 11%°°.

There is little variation in the recruitment of young people sub-regionally. However,
there are some differences by sector:

e Graduate recruitment tends to be higher in financial services and in the public
sector; and

e Recruitment of 16 year olds and 17-18 year olds is high in retail and hospitality
which suggests that employers in these sectors tend to hire young labour market
entrants for casual and part-time positions.

In terms of recruitment by size of establishment, very small businesses, with 2-4
employees, are less likely to hire young labour market entrants. This suggests that
young labour market entrants are not seen by small businesses as a solution to
recruitment problems®”.

Students in Higher Education Institutions 2007-2008°% reports that there was a total of
149,000 students in the East Midlands in 2007-2008. Of these 33,600 were
postgraduates®, 93,200 undergraduates and 22,200 other undergraduates.

Only 45.6% of those students who obtained their qualification in the East Midlands stay
in the region and enter the regional labour market. This proportion is the lowest among
the English regions. The retention rate is the highest in London and in the North West
at 71.6% and 73.6% respectively.

0 BMG Research on behalf of the Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’.

" BMG Research on behalf of the Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’.

®2 Higher Education Statistics Agency, ‘Students in Higher Education Institutions 2007-2008’. 2009,
Table 8.

% Students cover postgraduates, first degree students and other undergraduates. Postgraduate
qualifications are those courses which leading to higher degrees, diplomas and certificates which usually
requires a first degree as an entry qualification. First degrees are qualifications with degree. Other
undergraduate qualifications are those qualifications which aim equivalent to and below first degree level,
such as foundation degrees and all other higher education qualifications not included above. Open
University is excluded. For more details see Higher Education Statistics Agency, ‘Students in Higher
Education Institutions 2007-2008’, 2009.
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Chart 32: Proportion of students by regions who took up employment in the same region
where they studied, 2007-2008 (%)
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Source: Higher Education Statistics Agency, ‘Destination of Leavers from Higher Education Institutions
2007/2008'. Table 7b.

Just over 62.0% of East Midlands residents find a job in the East Midlands after
graduation, regardless of the region where they gained their qualification. This
proportion is the third lowest among English regions.

Chart 33: Proportion of students by residency who took up employment in their resident
region, 2007-2008 (%)
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Although, graduate retention is relatively low in the region, some graduates may return
to the region at a later stage in their career and therefore, the challenge is to make the
East Midlands attractive for them to do so.

Key Points: Supply of skills

The East Midlands was ranked the fourth lowest of the nine English
regions in terms of the proportion of adult population qualified to Level 4
and above in 2008.

There has been a greater than average increase of the proportion of the
East Midlands population with a Level 4 and above qualification between
2001 and 2008.

Although the proportion of those without Level 2 qualifications was higher
in the East Midlands than in England, the decrease in the proportion of the
adult population without a Level 2 qualification was more significant than
the national average between 2001 and 2008.

Individuals living in rural areas are more likely to have a Level 4 and above
qualification. Urban residents tend to have lower qualifications.

Due to wider access to education in the last decade the general
qualification level of younger people tends to be higher than in older age
groups.

The proportion of 15 year old pupils achieving five or more GCSEs graded
A*-C was only slightly lower in the region than the national average. When
English and Maths is included, the region performs similar to the national
average.

Although, the overall employment rate in the East Midlands is higher than
in the UK, higher qualifications seem to have less impact on employability
in the region than nationally. In addition, those without any formal
qualifications are more likely to be employed in the East Midlands than in
the UK.

Recruitment practices of employers in relation to young labour market
entrants seem to be broadly similar regionally and nationally.

In terms of recruitment by size of establishment, there is a clear pattern
that very small businesses with 2-4 employees are less likely to hire young
labour market entrants in the East Midlands.

Less than half of those students who obtained their qualification in the East
Midlands stay in the region and enter the regional labour market. This
proportion is the lowest among the English regions.
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4.5 Demand for skills

Although t he scale of the upski lling of the East Midlands workforce is s ignificant, the
demand for these higher level skills seems to be lagging behind the increased supply. The
proportion of those who reported that their highest qualification was above that required for
the job they do (‘over-qualified’ individuals) in the East Midlands was 39.1% in 2006%*. This
represents a rise of 7.4 perce ntage points from the figure r eported in 1997 when 31.7%
reported being ‘over- qualified’. In England, ‘over-qualification’ also rose by around eight
percentage points over the same period from 31.4% to 39.4%.

The demand for skills is a derived demand. It depends upon the nature of the product
or service that a business supplies to its customer. This sub-section provides measures
of employer demand for skills such as ‘knowledge intensity’ of employment and the
skills gaps among current staff. The provision of and participation in training is also
assessed.

4.5.1 The knowledge intensity of employment in the East Midlands

The ‘knowledge intensity’ of employment in the region is a measure of the demand f or
higher skill levels. Itis measured ast he proportion of total em  ployment in four
classifications of sectors: K1 sectors, whic h are all sect ors with more than 40% of their
workforce qualified to graduate level (equival ent to Level 4 and above); K2 sectors,
which hav e between 25% and 40% of their wo rkforce qualified to graduate level; K3
sectors, which hav e between 15% and 25% of their workforce qualified to graduate
Ievelf;ssand K4 sectors, which have less than 15% of their workforce qualified to graduate
level™.

Due to technological developments and changes in working pr actices over the past
decade, the shift from industrialised to knowledge industries has been a general trend in
developed economies.  If the East Midlands is to re main competitive, growth in
knowledge intensive industries is essential.

Chart 34 shows that there has been a reducti  on in the proportion of the workforce
employed in the least knowledge intens ive (K4) sect ors both regionally and nationally
between 2006 and 2008. In the East Midlands the proportion of the workforce in the
least knowledge intensive sectors has decreased by 7.0 percentage points (from 30.7%
to 23.7%). In the UK, the proportion of t he workforce in K4 sectors has decreased b vy
14.1 percentage points (from 29.4% to 15.3%). However, it must be noted, that due to
the sample size in the Annual Population Su rvey, which was used for this cal culation,
tend to be more volatile at regional level.

8 Alan Felstead and Francis Green on behalf of emda, ‘Skills at Work in the East Midlands, 1997 to 2006’.
2007.

http://www.intelligenceeastmidlands.org.uk/index2.php?option=com_docmand&task=doc view&gid=380&It
emid=99999999

®® This meth odology was proposed by the European Commission in the 200 0 edition of ‘Employment in
Europe’, and has sin ce been widely used in the UK for compa ring the relative knowledge inten sity of
regional em ployment. emda, ‘Regio nal Econ omic Strategy for the East = Midland s 2006-200 9 — ‘A
Flourishing Region’: Te chnical Paper Number 1 — Measuring Progre ss Towards RES Objectives’, July
2006.
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There has also been a reduction in the  proportion of the workforce employed in the
most knowledge intensive sectors (K1) in the East Midlands compared to an increase in
the UK. Between 2006 and 2008, in the East Midlands the proportion of the workforce
in the most knowledge intensive s ectors has decreased by 12.5 per centage points from
38.4% to 25.9%, while the proportion of the workforce in these sectors has increased by
6.2 percentage points in the UK from 41.2% to 47.4%.

In the East Midlands there has been a corres ponding increase in t he proportion of the
workforce employed in the K2 and the K3 sectors between 2006 and 2008.

Chart 34: Proportion of employment in different knowledge intensive sectors
2006-2008 (%)
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Source: O NS Crown Co pyright, ‘Ann ual Pop ulation Su rvey’, 2 006-2008, d ata pr ovided by Office for
National Statistics.

4.5.2 Skills gaps within the existing workforce

Skills gaps refer to the extent to which employers perceive their employees as not being
fully proficient to undertake their job.

This section is built on evidence collected by the Learning and Skills Council from
employers about existing skills issues and other recruitment problems. By using data
from the employer’s point of view we can complement and in some cases, contrast the
employees’ and the employers’ perception about skills issues in the region.

The national findings from NESS 2009° show that the proportion of establishments
reporting skills gaps has risen from 15% in 2007 to 19% in 2009 in England. This can

% UK Commission for Employment and Skills, ‘National Employer Skills Survey for England 2009: Key
findings report’ http://www.ukces.org.uk/upload/pdf/NESS%20Key%20findings%202009 2.pdf
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be related to the fact that due to the recession, companies controlled their costs by
decreasing their headcount. As a result, the workload of remaining staff can increase
meaning that they appear to be less able to fully perform in their role — as they may not
have the required skills.

There was broad stability in the level of skills gaps reported in the regional and national
economy between 2005 and 2007 after a sharp fall between 2003 and 2005. In the
East Midlands 15% of establishments reported skills gaps in 2007 (the same as in
2005) compared to 25% in 2003. This is a 10 percentage point fall between 2003 and
2007, which is greater than the national fall of 7 percentage points over the same
period. In Yorkshire and the Humber the proportion of skills gaps decreased the most
among all English regions by 15 percentage points.

Chart 35: Proportion of establishments with skills gaps (%)
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Source: BMG Research on behalf of the Learning and Skills Council in the East Midlands, ‘National
Employers Skills Survey 2007: report of results for the East Midlands’.

Chart 36 shows that skills gaps in the East Midlands affected around 6% of jobs in
2007, 5 percentage points lower than in 2003 and similar to the average for England. In
2007 there were around 114,700 people not seen as fully proficient by their managers in
the East Midlands. In the West Midlands the percentage of skills gaps has fallen by 10
percentage points between 2003 and 2007, the largest fall among all English regions.

The reasons for this trend are not obvious, but it is possible that education and training
provision and increased in-migration may have contributed to the fall in skills gaps in all
the English regions. However, because of the recession cuts have been imposed on
training budgets which may have negative impacts on skills gaps.
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Chart 36: Skills gaps as a proportion of employment (%)
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Source: BMG Research on behalf of the Learning and Skills Council in the East Midlands, ‘National
Employers Skills Survey 2007: report of results for the East Midlands’.

In terms of sectors, skills gaps both in absolute and in relative terms tend to be
concentrated in hospitality (16% of employers with skills gaps) and retail (17%),
engineering (18%) and construction (more than 14%). Skills gaps in engineering are
more related to higher level skills. Generally skills gaps are most common with workers
who perform quite routine tasks, such as sales and elementary occupations®’. Larger
employers are more likely to have skills gaps, largely because they employ more people
and the chance of having an employee who is not fully proficient is higher.

Employees are perceived to lack a mix of skills. Broadly, one group comprises a range
of ‘technical, practical or job specific skills’ such as customer-handling skills, IT skills
etc. A second group covers ‘generic skills’ such as, problem solving, team working, oral
and written communication skills which are essential in any kind of job. The data
suggests that:

e 54% of employees lack technical, practical or job specific skills;

o 31% lack team working skills;

e 28% lack customer handling skills;

e 24% lack oral communication skills; and

o 23% lack management skills.

” BMG Research on behalf of The Learning and Skills Council in the East Midlands, ‘National Employers
Skills Survey 2007: report of results for the East Midlands’
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One of the instruments to address skills gaps is to provide training to develop the skills
needed by the economy. The next section will examine training provision and
participation in the East Midlands.

4.5.3 Training provision and training participation

The 2006 Skills Surv ey identified the training time for the type of work individuals carry
out and the learning time needed to do jobs well®®. The summary measures of training
and learning times are shown in Table 5.

In the East Midlands 58.6% of jobs were reported as requiring less than th ree months’
training time, while a quarter (25. 8%) reported training times of over two years. This is
compared to the nati onal figures of 56.1% and 29.3%. The training index is slightly
lower in the region t han in Great Britain (s ee note of the table fo r the definition of
training index).

Learning time shows that some jobs took a long time to do well, while others were
picked up relatively quickly. In the East Midlands 28.8% of jobs could only be done well
after spending more than two years in post, but around a fifth (20.1%) could be learnt in
under a month. This is compared to  the national figures of 24.9% and 19.5%
respectively. Overall, the le arning index is slightly higher in the East Midlands than in
Great Britain (see note of the table for the definition of the learning index).

On the basis of this d ata it appe ars that the level of skills exercised in jobs in the Eas t
Midlands is not significantly different to skills level of jobs in Great Britain.

Table 5: Training and learning time required to do the given job well, East Midlands and

Great Britain, 2006 (% of jobs reported by jobholders)
East Midlands Great Britain

Training Time

> 2 years 25.8 29.3

< 3 months 58.6 56.1

Training Index 2.37 2.56
Learning Time

> 2 years 28.8 24.9

<1 month 20.1 19.5

Learning Time Index 3.69 3.59

Source: Alan Felstead and Francis Green on behalf of emda, ‘Skills at Work in the East Midlands, 1997 to
2006’ 2007, page 38, Table 3.1.

Figures for Britain are from ‘Skills at Work, 1986 to 2006’ National Report, page 37, Table 3.1.

Notes: Training time is de fined as ‘Since completing full time education, have you ever had, or are you
currently undertaking, training for the type of work that you currently do? Respondents answering ‘yes’
were then asked: ‘How long, in total, did (or will) that training last?” A range of options was given.
Training Time Index was calculated from the respon ses: none=0; less than 1 month=1; 1=3 months=2;
3-6 months=3; 6-12 months=4; 1-2 years=5; and over 2 years=6.

% Alan Felstead and Francis Green on behalf of emda, ‘Skills at Work in the East Midlands, 1997 to 2006’
2007.
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Learning time is defined as ‘How long did it ta ke for you afte r you first sta rted doing this type of job to
learn to do it well?’. Th e Learning Time Index was calculated from the re sponses: less than 1 month=1;
less than 3 months=2; 3-6 months=3; 6-12 months=4; 1-2 years=5; and over 2 years=6.

There is a comprehensive literature about the relationship between investment in
training and the growth potential of businesses. However, it is important to note, that
training per se does not improve economic performance as skills development
strategies have to be supplemented by efficient human resource management practices
i.e. skills need to be deployed effectively®.

Chart 37 shows a positive trend in establishments providing training for their staff, both
in the East Midlands and across England. The data shows a strong growth in the
proportion of training provision between 2003 and 2005 followed by slower growth
between 2005 and 2007. In 2007 68% of employers in the region provided training for
their staff, 6 percentage points higher than in 2003. In 2007 67% of employers across
England provided training to their staff, 8 percentage points higher than in 2003.

Chart 37: Proportion of establishments providing training in past year (%)
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Source: BMG Research on behalf of the Learning and Skills Council in the East Midlands, ‘National
Employers Skills Survey 2007: report of results for the East Midlands’ Page 83, Table 49.

NESS 2009 national findings’® also show that between 2007 and 2009 there was no
significant difference in the proportion of employers providing any training or
development to their staff in England. In 2007, 67% of employers provided training over
the last 12 months compared to 68% reported in 2009. However, on balance, among
firms that have trained any staff in the last 12 months, a larger proportion report that
they train less or have spent less as a result of the recession.

Data on participation in training is available from the Annual Population Survey.

% Gambin Lynn et al, Warwick Institute for Employment Research, University of Warwick, commissioned
on behalf of emda, ‘Exploring the links between skills and Productivity’, 2009.

" UK Commission for Employment and Skills, ‘National Employer Skills Survey for England 2009: Key
findings report’ http://www.ukces.org.uk/upload/pdf/INESS%20Key%20findings%202009 2.pdf
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Chart 38 shows that in 2008 in the East Midlands 26.6% of employees and self-
employed people participated in training during the last 13 weeks, which is very similar
to the national average of 27.0%. In 2008, in the South West and the North East 29.5%
of employees and self-employed received job related training in last 13 weeks prior to
the survey. In the East of England and in London the proportion of employees and self-
employed undertaking any training was somewhat lower than the national average in
2008.

Chart 38 also shows that in most regions, training participation of employees and self-
employed people in 2008 was lower than in 2006 or in 2007.

Chart 38: Proportion of those who received job related training in last 13 wks —
employees and self-employed of working age
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Source: ONS Crown Copyright, ‘Annual Population Survey’, via NOMIS.

The national findings from NESS 2009”" show that in 2009, 12.8 million workers
participated in training over the previous 12 months which is equivalent to 56% of the
workforce in England. By comparison, in 2007, 14.0 million workers had been trained
over the previous 12 months, which is equivalent to 63% of all workers in England.
Between 2007 and 2009, the decrease in the proportion of workforce trained is
significant.

" Ibid.
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Table 6 shows differences in training participation by socio-economic group in the East

Midlands and in England in 2008. The major patterns in training provision by socio-

economic group are similar in both the East Midlands and in England:

e Women are more likely to participate in training than men;

e The higher the qualification level the greater the training participation rate, which

suggests a widening knowledge divide between the more and less qualified;

e Part-time workers are less likely to participate in training compared to their full-

time counterparts; and

e Employees in the public sector are significantly more likely to participate in

training.

Table 6: Proportion of those who received job related training in last 13 wks — employees
and self-employed of working age by characteristics, 2008

East Midlands England
Male 23.9% 23.9%
Female 30.0% 30.9%
Level 4 and above | 37.7% [ 36.7%
Managers and senior officials | 33.1% | 33.6%
Public sector | 43.4% | 43.0%
Production 19.6% 19.9%
Service industries 29.6% 29.4%
Private services 21.2% 21.8%
Full-time 27.4% 27.6%
Part-time 24.3% 25.3%
Total 26.6% 27.0%

Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, via NOMIS.
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Key Points: Demand for skills

The education system has been successful in increasing the qualification level
of the regional workforce. However, the demand for skills has not kept pace
with this increased supply. Almost 40% of East Midlands’ employees reported
that their highest qualification was above that required for the job they do.
This is similar to the English average.

There has been a reduction in the proportion of the workforce employed in the
least knowledge intensive (K4) sectors both regionally and nationally between
2006 and 2008.

Between 2006 and 2008 there has also been a reduction in the proportion of
the workforce employed in the most knowledge intensive sectors in the East
Midlands compared to an increase in the UK. However, data tend to be more
volatile at regional level.

In the East Midlands 15% of establishments reported skills gaps in 2007,
compared to 25% in 2003.

In terms of sectors, skills gaps tend to be concentrated in hospitality (16% of
employers with skills gaps) retail (17%), engineering (18%) and construction
(more than 14%).

The data shows a strong growth, both nationally and regionally, in the
proportion of establishments providing training between 2003 and 2005,
followed by a slower growth between 2005 and 2007.

However, data also shows that in most regions, training participation of
employees and self-employed people in 2008 was lower than in 2006 or in
2007.

The higher the qualification level the greater the training participation rate,
which suggests a widening knowledge divide between the more and less
qualified.
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4.6 Occupational structure

The term ‘occupation’ describes what individuals do in their work place. The two main
concepts on which major occupational groups are defined are the type of job and the
skills required by the given job.

Recent changes in the occupational structure of developed economies can be related to
the decline of primary and manufacturing industries and a shift of the workforce towards
services and an increase in management activities. This latter point is related to the
fundamental changes in the way the production of goods and services are organised in
developed economies.

These changes obviously have an impact on the skill requirements across occupations.
There are different opinions about whether technological changes have increased or
decreased the required skills level of different occupations. However, overall, it can be
concluded that the way goods and services are produced in developed economies has
pushed the demand for skills upwards.

4.6.1 Current occupational structure of the East Midlands

Chart 37 shows the occupational structure of employment in the East Midlands. Itis
useful to think in terms of three broad groups: upper tier occupations, intermediate
occupations and lower tier occupations. This shows that there are relatively fewer
employees in upper tier occupations in the East Midlands compared to the UK.

Upper tier occupations

Upper tier occupations are managers and senior officials’?, professional occupations”
and associate professional and technical occupations’®. The proportion of those in
employment who work in upper tier occupations was 39.1% in the East Midlands, 3.9
percentage points below the UK figure of 43.0% in 2008.

e Managers and senior officials account for 15.5% of both regional and national
employment.

2 Managers and senior officials describes jobs with greater responsibilities and management skills to co-
ordinate an organisation or business such as senior officials, directors. Office for National Statistics,
‘Standard Occupational Classification 2000’, http://www.ons.gov.uk/about-
statistics/classifications/current/SOC2000/

"3 Professional occupations describes jobs requiring a degree or equivalent, such as physiotherapists,
laboratory technicians, engineering technicians. Office for National Statistics, ‘Standard Occupational
Classification 2000’.

" Associate professionals describes jobs often requiring a high level of vocational qualification, such as

legal associate professionals, brokers, graphic designers. Office for National Statistics, ‘Standard
Occupational Classification 2000’.
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e Professional occupations are also under-represented in the East Midlands labour
market compared to the UK accounting for 11.3% and 13.0% of employment
respectively.

e The difference between the East Midlands and the UK is more significant for
associate professional occupations which makes up 12.3% of regional
employment, 2.2 percentage points less than in the UK.

Intermediate occupations

Intermediate occupations are administrative and secretarial”®, skilled trades’®, personal
service and sales and customer service occupations’’. The proportion of those in
employment who work in intermediate tier occupations was similar in the East Midlands
and the UK at 38.9% and 38.1% respectively in 2008.

e Personal service occupations account for 8.3% of regional and 8.2% of national
employment. Sales and customer service occupations make up 7.8% of the
regional and 7.6% of the national employment.

¢ Due to the greater relative importance of manufacturing in the regional economy,
the proportion of skilled trades occupations is slightly higher in the East Midlands
than in the UK, at 12.0% and 10.9% respectively. On the other hand,
administrative and secretarial occupations contributes a slightly lower share of
employment in the East Midlands at 10.8% compared to 11.4% in the UK.

Lower tier occupations

Lower tier occupations are machine and transport operatives’® and elementary
occupations’®. These positions have lower associated skill requirements and lower
earnings. The proportion of those in employment who work in lower tier occupations
was 21.8% in the East Midlands, 3.3 percentage points above the UK figure (18.5%).

’® Administrative and secretarial occupations include jobs in administrative work, generally requiring a
good standard of general education, such as administrative officers and assistants. Office for National

Statistics, ‘Standard Occupational Classification 2000°.

’® Skilled trades occupation include goldsmith, butchers and TV engineers, where the individual performs
often complex manual tasks, requiring a level of experience and sometimes formal vocational training.

Office for National Statistics, ‘Standard Occupational Classification 2000'.

" Sales and customer services occupations covers jobs such as cashiers, market and street traders and
call centre agents, whilst personal service occupations describes jobs such as nurses, hairdressers or
home carers. Office for National Statistics, ‘Standard Occupational Classification 2000’.

’® Process, plant and machine operatives describes occupations where knowledge is required to operate
and monitor machines or tools such as textile machine operatives, construction operatives. These
occupations include transport and mobile machine drivers and operatives such as taxi drivers. Office for

National Statistics, ‘Standard Occupational Classification 2000’.
79 Elementary occupations describe jobs predominated by routine tasks, usually requiring no formal

educational qualifications, such as shelf fillers and window cleaners Office for National Statistics,
‘Standard Occupational Classification 2000°.
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e More than 13.0 % of employment in the region was in elementary occupations in
2008 compared to 11.4% in the UK.

e The proportion of process, plant and machine operatives in the East Midlands
was also above the UK figure at 8.7% compared to 7.1%.

Chart 39: Peqtéentage of those in employment by broad occupational groups, 2008
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: Residence based analysis.

4.6.2 Future prospects for occupational change

Technological change, globalisation and other factors continuously influence the
patterns of demand for goods and services and consequently the demand for skills.
Occupations that benefit from such changes will experience employment growth.
Conversely some will experience job losses®. The following analysis provides an
assessment of future prospects for occupational change in the East Midlands.

Working Futures 2007-2017 projections provided by the UK Commission for
Employment and Skills and the Learning and Skills Council, forecast changing
employment by sector, occupation, gender and status. However, it is crucial to note
that these projections should not be regarded as facts more as a likely future map of the
occupational structure of employment®’ given current information.

It is important to note that Working Futures 2007-2017 projections represent a view of
what the future might look like assuming that past performance and behaviours continue

8 Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017
2008.

8 Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017’
2008.
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over time. It is also important to note that the baseline macroeconomic forecast that
underpins the Working Futures results was developed in the first half of 2008, before
the extent of the recession became fully apparent. There is, therefore, a significant
degree of uncertainty relating to these projections. However they still provide a useful
assessment of the potential change in occupational structure over the next decade.

Changes in the structure of occupation are driven by two factors, expansion demand
and replacement demand. Expansion demand refers to job creation which is generated
by sectoral growth. These jobs are genuinely new jobs which did not exist before and
which are the result of the changing demand for goods and services. The underlying
factors of this change are related to the evolving global, national and regional economic
landscape. The second factor is replacement demand which are not new jobs, but jobs
that need filling as their current occupants leave the labour market (predominantly into
retirement).

4.6.3 Expansion demand

Working Futures 2007-2017 projects an increase of employment in the East Midlands of
5.9% which is similar to the UK average of 6.2%%.

In both the UK and in the East Midlands, employment in managerial and professional
occupations is expected to increase, whilst the number of employees in elementary
occupations and machine and transport operatives are projected to decline. Skilled
trade occupations and administrative and secretarial positions are also projected to
decline. The East Midlands will continue to employ a relatively small share of its
workforce in upper tier occupations. These patterns of expansion demand were
highlighted in the previous Working Futures estimations as well and these changes are
often referred to as “hollowing out the middle”.

e The increase in employment in upper tier occupations is projected to be more
significant in region than in the UK between 2007 and 2017. However, by 2017,
the proportion of those in upper tier occupations is forecast to be 44.4% in the
East Midlands, 2.5 percentage points below the UK figure of 46.9%.

e The proportion of those in employment who work in intermediate occupations in
2017 is forecast to be 36.9% in the East Midlands, around 1 percentage point
above the UK figure of 36.0%.

e The decrease of those in lower tier occupations is projected to be more
significant in the East Midlands than in the UK. Still, the proportion of those in
employment who work in lower tier occupations in 2017 is forecast to be 18.7%
in the East Midlands, about 1.5 percentage points above the UK figure of 17.1%.

8 Quantitatively, this projection is different from that in the Economy chapter which is based on the
Scenario Impact Model developed by Experian on behalf of emda. However, both suggests that
employment growth in the East Midlands will be similar to the national average.
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Chart 40: Projected change in employment by major occupation groups, 2007-2017,
(% change), expansion demand

Total m East
Midlands

Elementary Occupations
Y upatl m UK

Machine and Transport Operatives
Sales and Customer Senice Occupations

Personal Senice Occupations

Skilled Trades Occupations
Administrative and Secretarial

Associate Professional and Technical

Professional occupations

Managers and Senior Officials

-15 10 -5 0 &5 10 15 20 25

Source: Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017
2008.

4.6.4 Replacement demand

Replacement demand takes into account the need to replace those who leave their jobs
because of retirement or other reasons. These are not new jobs but jobs that need
filling as their current occupants leave the labour market. These replacement demand
jobs therefore need to be added to any structural change (or so called expansion
demand or decline) that is projected, in order to obtain an estimate of the overall change
in the occupational structure of employment®.

The Working Futures 2007-2017 report suggests that all occupations are expected to
have a large and positive replacement demand. In addition, replacement demand will
considerably exceed the number of jobs created by economic growth. Therefore,
replacement demand is likely to be much more significant in terms of education and
training requirements than expansion demand.

Chart 41 shows the East Midlands expansion demand, replacement demand and the
overall change in the occupational structure of the region’s employment by occupation
between 2007 and 2017.

Due to structural changes in the economy, some occupations are expected to shrink,
such as administrative and secretarial occupations, skilled trades, process plant and
elementary occupations. However, there will still be a large number of vacant posts that
will need filling as their current occupants retire.

8 Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017’
2008.
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Chart 41 shows that expansion demand of lower tier occupations is often negative or
insignificant. However, replacement demand outweighs negative expansion demand
and results in positive total requirements in these lower tier occupations.

Replacement demand between 2007 and 2017 in the East Midlands is forecast to be
the most significant among managers and senior officials. There will also be a
significant replacement demand for professionals and associate professional,
administrative and secretarial occupations.

Chart 41: Projected change in occupations, East Midlands, 2007-2017, thousands
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Source: Warwick Institute for Employment Research and Cambridge Econometrics, on behalf of the UK
Commission for Employment and Skills and Learning and Skills Council, ‘Working Futures 2007-2017
2008.

Note: Replacement Demand = Retirements + Occupational Mobility + Migration.

Total requirement + Expansion demand + Replacement demand.
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Key Points: Occupational structure

The East Midlands has significantly more people in ‘lower tier occupations’
than the UK average.

‘Intermediate occupations’, account for a similar share of the workforce in the
East Midlands than in the UK. However, due to the relatively greater
importance of manufacturing in the regional economy, the proportion of skilled
trades is slightly higher in the East Midlands than in the UK.

The difference between the East Midlands and the UK is more significant for
‘upper tier’ occupations which make up a lower share of the regional
workforce.

Expansion demand by occupation shows that in the East Midlands and UK the
number of manager and professional occupations are expected to increase,
whilst the number of elementary occupations, machine and transport
operatives and particularly skilled trades and administrative and secretarial
occupations are projected to decline. These patterns of expansion demand
are often referred to as “hollowing out the middle”.

Replacement demand between 2007 and 2017 in the East Midlands is
forecast to be the most significant among managers and senior officials.
There will also be a significant replacement demand for professionals and
associate professional, administrative and secretarial, skilled trades and
elementary occupations.

As replacement demand will considerably exceed the number of jobs created
by economic growth, replacement demand is likely to be much more
significant in terms of education and training requirements than expansion
demand.

73




4.7 Earnings in the East Midlands

This section analyses the general pattern of earnings in the East Midlands in 2009%.
Although earnings reflect factors other than workforce skills, skills are an important
determining factor. On the basis of lower levels of qualifications and occupational
structure outlined above, it is expected that earnings in the East Midlands would be
lower than average. Differences in earnings by gender are discussed more fully in the
Deprivation and Economic Inclusion chapter.

Chart 42 compares gross weekly workplace based full-time earning estimates for men
and women working full-time in each of the English regions and the UK average.

Median weekly earnings for all full-time workers in the East Midlands were below the UK
average by 6.6%, at £456.6 compared to £488.7, in 2009. Compared to the UK
average, earnings are the highest in London (28.4 % above average) and lowest in the
North East (lagging behind the national average by 10.8%).

The median weekly gross full-time earnings for men was £531.1 in the UK in 2009. The
difference between male and female earnings in the UK was £104.7 —a 19.7%
difference. The median earnings for men working in the East Midlands were £500.0,
which is £111.3 a week more than the median for women — a 22.3% difference. The
difference between male and female earnings in the East Midlands is greater than in the
UK and is the third highest among the English regions after the South West (22.4%) and
the South East (22.4%). The smallest differential between male and female earnings
was in London (18.1%) and the North West (18.1%).

8 Data from the 2009 Annual Survey of Hours and Earnings (ASHE), produced by the Office for National
Statistics is used. The analysis will focus on the median, which is the mid-point of the distribution, if one
imagines all results set out in a line. This is preferable to the mean (the arithmetic average) as it is not
skewed by a small number of respondents reporting very high earnings.
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Chart 42: Regional comparisons of gross weekly workplace based full-time earnings
(median), 2009
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Source: ONS Crown Copyright, ‘Annual Survey of Hours and Earnings - workplace analysis’ 2009, from
NOMIS.

Due to the recession, there has been a greater increase in weekly median gross full-
time earnings between 2007 and 2008 than between 2008 and 2009. Weekly median
gross earnings increased by 4.7% in UK between 2007 and 2008 and by 2.0% between
2008 and 2009. The corresponding figures for the East Midlands were 5.6% and 2.6%
respectively. Between 2008 and 2009 earnings growth in the East Midlands was the
second highest among the English regions after the North East (3.6 %). Between 2008
and 2009, earnings increased the least in the South West at 1.5%.
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Chart 43: Weekly pay - Gross (£) — For full-time earnings (workplace based)
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Source: ONS Crown Copyright, ‘Annual Survey of Hours and Earnings - workplace analysis’, from
NOMIS.

4.7.1 Earnings by occupation

As higher level occupations tend to be associated with higher pay, lower levels of
employment in these occupations goes some way to explaining why overall median
earnings are lower in the East Midlands.

Chart 44 shows comparative earnings for broad occupational groups.

Across all occupational groups, with three exceptions — sales and customer service
occupations, skilled trades and elementary occupations — all other occupations have
lower earnings in the East Midlands than in the UK.

The largest pay gap between the East Midlands and the UK is for upper tier occupations
and administrative and secretarial occupations.

e Among administrative and secretarial occupations the median in the East
Midlands was £345, £28.7 less than the median in the UK, a 7.7% difference.

e Among managers and senior officials, the median in the East Midlands was
£667.8, £45.1 less than the median in the UK, a 6.3% difference.

e The third largest gap in earnings was for associate professional and technical
occupations, where the median in the East Midlands was £521.3 compared to
the national average of £551.1 (a gap of £29.8, equivalent to a 5.4% difference).

The pay gap between the East Midlands and the UK was somewhat lower for
intermediate occupations. The median weekly pay of those working in personal service
occupations was £311.5 in the East Midlands, £14.3 less than the median in the UK — a
4.4% difference.
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Although the median weekly full-time earnings for elementary occupations were not
significantly different in the East Midlands than in the UK, earnings for process, plant
and machine operatives are slightly lower than the national average by 3.1%. This
reflects the sectoral composition of the East Midlands and the high demand for unskilled
employment in the regional labour market.

Chart 44:. Weekly pay — Gross (£) — for full-time employee jobs, 2009
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Source: Office for National Statistics, “The Annual Survey of Hours and Earnings (ASHE) 2009’
From Table 3_1a, Levels, distribution and make-up of earnings and hours paid for employees within
industries, occupations and regions.

Between 2008 and 2009 in the East Midlands the increase in median earnings were the
highest in personal service occupations at 5.1%, associate professional at 3.9% and
sales and customer services at 3.9%. The lowest increase was in process, plant and
machine operatives and elementary occupations at 0.3%%. This is largely related to the
sectoral and occupational characteristics of the recession as the most hard hit jobs were
low skilled low paid positions in the manufacturing and the construction sectors. The
following section provides some more information on the earnings by sectors.

4.7.2 Earnings by industry

There are a significant pay differences among industries both in the East Midlands and
in the UK.

8 Office for National Statistics, ‘The Annual Survey of Hours and Earnings (ASHE) 2009’ From Table
3_1a, Levels, distribution and make-up of earnings and hours paid for employees within industries,
occupations and regions. http://www.statistics.gov.uk/StatBase/Product.asp?vink=15313

These tables use the SIC 2007 classification.
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Earnings are lower in the East Midlands compared to the UK average in almost every
industry. Chart 45 illustrates the generally lower earnings by industry in the East
Midlands compared to the UK.

Differences in earnings between the East Midlands and the UK tend to be greater in
those industries with higher pay. For example, jobs in financial and insurance;
professional, scientific and technical activities; information and communication;
administrative and support services are clearly associated with significantly higher
earnings in the UK than in the East Midlands.

Therefore in 2009 the differences in weekly gross full-time earnings between the East
Midlands and the UK were the highest in financial and insurance (21.4%), in
professional, scientific and technical activities (15.0%), in administrative and support
services (14.9%) and in information and communication (14.6%). The smallest pay
differences between the East Midlands and the UK were in arts, entertainment and
recreation (2.7%), education (2.4%) and construction (1.2%).

Chart 45: Weekly pay — Gross (£) — for full-time employee jobs, 2009
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Source: Office for National Statistics, ‘The Annual Survey of Hours and Earnings (ASHE) 2009’ from
Table 5_1a.

Note: The coefficient of variation (CV) is the ratio of the standard error of an estimate to the estimate,
expressed as a percentage. The smaller the CV, the higher the quality of the estimate. The lowest CV is
<= 5%. The confidence variation of the estimations for Mining and Quarrying and Activities of Households
as Employers are between 5% and 10% for the UK. Data on Activities of Extraterritorial Organisations
and Bodies is not available for the East Midlands and is left out due to the relatively large confidence
variation of the estimation for the UK. The confidence variation of the estimations for Agriculture, Forestry
and Fishing; Electricity, Gas, Steam and Air Conditioning Supply; Accommodation and Food Service
Activities; Information and Communication; Financial and Insurance Activities; Real Estate Activites;
Professional, Scientific and Technical Activities; Arts, Entertainment and Recreation; Other Service
Activities; are between 5% and 10% for the East Midlands. Estimations of Mining and Quarrying is not
available. Estimations for Water Supply; Sewerage, Waste Management and Remediation Activities is not
shown for the East Midlands due to the relatively large confidence interval. Data on Activities of
Households as Employers; Undifferentiated Goods and Services Producing Activities of Households for
Own Use are not available for the East Midlands.
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4.7.3 Disparities between high and low earning groups

The Annual Survey of Hours and Earnings (ASHE) 2009 provides estimates for
earnings in bands from the lowest 10% of earners to the highest 10%°%¢. Chart 44
shows that the earnings profile for the region appears more ‘evenly’ distributed than in
the UK. This is principally due to the earnings of the more highly paid being relatively
depressed compared to the national average.

The top 10% of earners in the UK earn £971.0 a week, whilst the top 10% working in
the East Midlands earn £865.8, a difference of £105.2. Earners in the top 10% in the
UK earn 198.7% of the UK median, whilst earners in the top 10% in the East Midlands
earn 189.6% of the East Midlands median.

The bottom 10% of earners in the UK earns £270.6 a week. This is compared to £259.6
in the East Midlands. Expressed as an index of the corresponding medians, earners in
the bottom 10% in the UK earn 55.4% of the UK median, whilst earners in the bottom
10% in the East Midlands earn 56.9% of the East Midlands median.

Chart 46: Gross weekly workplace based median earnings in UK and East Midlands, 2009
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Source: ONS Crown Copyright, ‘Annual Survey of Hours and Earnings — workplace analysis’ 2009 from
NOMIS.

4.7.4 Workplace based compared to residence based earnings

The Annual Survey of Hours and Earnings (ASHE) provides separate estimates based
on individuals’ place of residence and their workplace. Variation between the two
estimates indicates the extent to which the earnings of the residential and working

% The distribution of earnings by decile (10%, 20%, etc). Earning deciles show the earning charts below
which the given proportion (10%, 20%, etc.) of employees fall. For example, the 10% decile will give the
earnings chart below which the lowest 10% of earners fall.
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populations are different. This allows inferences to be drawn as to the nature of
commuting®’.

In the East Midlands, as in other regions except London, the resident based earnings
are higher than the workplace based estimates. This suggests that many higher paid
workers commute to work outside the region. The gap between residence and
workplace based earnings — as a percentage of workplace based estimates — was 0.9%
in the East Midlands, which is the fourth greatest after the East (6.3%), the South East
(4.5%) and the South West (1.4%).

Unlike the other English regions, the gap between resident and workplace earnings in
London was 4.6% higher for those who work in the capital compared to those who live
in the city. This reflects the large numbers of individuals in higher paid jobs who
commute to the city from surrounding regions.

Chart 47: Regional comparison of gross median weekly earnings by place of work and
residence, 2009
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Source: ONS Crown Copyright, ‘Annual Survey of Hours and Earnings’ workplace and residence based
analysis 2009, from NOMIS.

Generally, variations between workplace and residence based earnings are much more
pronounced at sub-regional level. The region’s major economic centres all have higher
workplace than residence based earnings, indicative of in-commuting.

Derby has the highest workplace based earnings in the East Midlands at £574.9 which
can be explained by the relatively high proportion of skilled engineering jobs in the city.
In contrast, Leicester has the lowest workplace based earnings of all Unitary Authorities
in the East Midlands at £456.0 in 2009. This compares to its residence based figure of
£385.1. Income deprivation in Leicester is examined in the Deprivation and Economic
Inclusion chapter of the Evidence base.

8 For more information please see the Spatial Economy chapter.
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There is much less variation in residence based earnings across the region. The
highest residence based earnings were in Leicestershire at £490.0, which was well
above the regional average of £460.5. The lowest residence based earnings —
excluding Unitary Authorities — were in Lincolnshire where the average weekly median
gross salary was £442.0 in 2009.

Chart 48: Sub-regional gross median weekly earnings by place of work and place of
residence, 2009
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Source: ONS Crown Copyright, ‘Annual Survey of Hours and Earnings’ workplace and residence based
analysis 2009, from NOMIS.

Note: Rutland Unitary Authority is suppressed due to the big confidence interval and the small sample
size.

Map 6 presents the median weekly gross workplace based estimates of earnings
against residence based estimates as a ratio at LAD level. A value of 1 represents an
exact match between the two earnings estimates. A value of greater than 1 represents
a higher workplace based estimate relative to residence. A value less than 1 reflects
higher residence based earnings relative to workplace. From this we can see that:

e The areas with the highest workplace to residence based earnings ratios are in
the three cities of Nottingham, Derby and Leicester, suggesting that a significant
proportion of individuals in higher paid jobs commute from elsewhere; and

e The light blue shaded areas indicate those districts where individuals in higher
paid jobs commute to work elsewhere. These are principally those areas that
border the East of England and the West Midlands such as East
Northamptonshire, Daventry and Derbyshire Dales. In addition, residence based
earnings are higher than the workplace based estimates in Rushcliffe where
those individuals in higher paid jobs commute to work to Nottingham.
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Map 6: Ratio of workplace to resident based earnings (median) 2009
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Key Points: Earnings

The difference between male and female earnings in the East Midlands is
greater than in the UK.

Due to the recession, there has been a greater increase in weekly median
gross full-time earnings between 2007 and 2008 than between 2008 and
2009.

Across all occupational groups, with three exceptions — sales and customer
service occupations, skilled trades and elementary occupations — all other
occupations have lower earnings in the East Midlands than in the UK.
Earnings are lower in the East Midlands compared to the UK average in
almost every industry. Differences in earnings between the East Midlands and
the UK tend to be greater in those industries with higher pay.

In 2009 the differences in weekly gross full-time earnings between the East
Midlands and the UK were the highest in financial and insurance (21.4%), in
professional, scientific and technical activities (15.0%), in administrative and
support services (14.9%) and in information and communication (14.6%).
The average earnings of higher skilled occupations is lower in the region than
in the UK.

The earnings profile for the region appears more ‘evenly’ distributed than in
the UK. This is principally due to the earnings of the better off being relatively
depressed compared to the national average.

The residence based median for the East Midlands was £460.5, higher by
£3.9 than the workplace based estimate of £456.6 in 2009. This suggests that
many higher paid workers commute to work outside the region.

Lower overall earnings can be explained by at least two factors. First, the
lower levels of employment in the East Midlands in those occupations which
tend to be associated with higher pay. Second, the median earnings of the
higher level occupations are somewhat lower in the East Midlands than in the
UK.
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4.8 Conclusions

Due to the recession, labour market indi cators deteriorated both nationally and
regionally from the summer of 2008. = However, unemployment in the region remains
below the national average, and the employment rate is above the nationa | average.
The latest data shows that the unemployment rate in the region was 7.7% in November-
January 2010, compared to the UK average of 8.1%. Unem ployment has levelled off
both nationally and regi onally over the last two quar  ters. Forecasts suggest that
unemployment rates may conti nue to increas e in most OECD countries in 2010, but
some signs of easing will emerge in 2011 as economies recover.

The East Midlands is the only region out of the five northern and midlands regions to
exceed the national average employment rate, though there are pockets of severe
employment deprivation in the three cities, coalfields and coastal areas of the region.
In the short term there are social and economic imperatives to get people back into
work as recovery takes hold. However, future economic growth in the East Midlands
will be driven by increases in productivity. This will depend on the skills of the
workforce. Improving the quality of employment through increased workforce skills
remains a key challenge along with the need to increase employers’ demand for skills.

The East Midlands is ranked fourth lowest out of the nine English regions in terms of the
proportion of adult population qualified to Level 4 and above. The proportion of the
working age population without a Level 2 qualification is the second highest out of the
nine English regions. The scale of the upskilling of the East Midlands workforce in
recent years has been significant, but the demand for these higher level skills appears
to be lagging behind the increased supply. It is still the case that almost two-fifths of
employees in the region think that their highest qualification was above that required for
the job they do (defined here as ‘over-qualification’)®® and this proportion has increased
over time in line with the trend for England.

The higher the qualification level, the more employable an individual becomes.
However, in the context of a higher regional employment rate compared to the UK,
higher qualifications appear to have less impact on employability in the region than
nationally. In addition, it appears that those without any formal qualifications are more
likely to be employed in the East Midlands than in the UK. Employer demands for low
qualifications suggest that in the East Midlands — and this may be more the case in
some sub-regions than others — some businesses tend to compete on the basis of
price. This is especially challenging in those peripheral areas where the concentration
of low-skilled labour may have a stronger negative effect on productivity® such as the
coastal areas of Lincolnshire.

The occupational composition of the region shows that the proportion of employees in
upper tier occupations (specifically professionals and associate professionals) is lower

% Alan Felstead and Francis Green on behalf of emda, ‘Skills at Work in the East Midlands, 1997 to 2006’
2007.

% Gambin Lynn et al, Warwick Institute for Employment Research, University of Warwick, commissioned
on behalf of emda, ‘Exploring the links between skills and Productivity’, 2009.

Webber et al, ‘Explaining Spatial Variation in Business Performance in Great Britain’, The European
Journal of Comparative Economics, 2007, 4(2): 319-332.
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than in the UK, whilst the region has a greater proportion of employment in lower tier
occupations (elementary occupations and process, plant and machine operatives).
Although upper tier occupations are expected to grow more significantly in the region
than in the UK, these are projected to account for a lower share of the regional
employment compared to the national average in the next decade.

The earnings profile for the region appears more evenly distributed than in the UK which
is principally due to the more depressed earnings of the top deciles. The reasons for
this are interrelated covering a range of factors including the different sectoral and
industrial composition of the regional economy. Overall lower earnings can be partly
explained by at least two factors. First, the lower levels of employment in the East
Midlands in those occupations which tend to be associated with higher skills and pay.
Second, the median earnings of the higher level occupations are somewhat lower in the
East Midlands than in the UK.

Residents in rural districts of the East Midlands tend to perform better in both
employment rates and measures of workforce qualifications. Therefore, earnings of
residents living in rural districts are also higher compared to their urban counterparts
suggesting that many better paid, higher skilled individuals choose to live in rural
districts and commute to work elsewhere. In contrast, many local labour markets in
rural districts provide comparatively low paid, low skilled employment such as the
Lincolnshire coast and the coalfield areas.

Overall, the East Midlands low pay low skills eq uilibrium remains, even though the
region has shown significant im provements in a number of indic ators recently and it is
not so badly positioned compar ed to the UK and ot her regions. The factors that are
associated with the low pay low skills equilibrium include those relating to the indiv idual
worker, the characteristics of the job and features of the firm. Due to its s ectoral and
occupational composition, the East Midlands has more employ ment in the lower end of
the occupational scale and less em ployment in the upper tier occupations. In addition,
the financial return of human capital invest ment as measured by median earning o f
higher level occupations seems to be somewhat lower in the East Midlands than in the
UK.

There is a danger that the recent economic downturn may put some businesses under
pressure to retain low cost, low value-low skills business models®™. This would further
constrain opportunities to move towards high skills and high value added business
strategies which ultimately may mean the region does not fully benefit from economic
recovery later. Therefore, it is important that employment and skills strategies are
joined up with innovation and enterprise policies to achieve sustainable economic
growth.

% Kayte Lawton, ‘Nice Work If You Can Get It!” Institute for Public Policy Research (IPPR), January 2009.
http://www.ippr.org.uk/members/download.asp?f=%2Fecomm%2Ffiles%2Fnice+work+if+you+can+get+it

%2Epdf
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5.1 Introduction

This section of The East Midlands in 2010 assesses deprivation, labour market
participation and economic inclusion in the East Midlands.

Until the recession the UK enjoyed a period of sustained economic growth, high levels
of employment and low levels of unemployment in comparison to all of its major
competitors. However, the benefits of economic growth have not flowed equally to all
groups in society. As a result of this some parts of the UK and the East Midlands suffer
from problems of long-term deprivation and poverty.

Data used in this section include the English Indices of Deprivation 2007, labour market
data from the Office for National Statistics and administrative data on benefit claimants.
A range of survey data were provided by the National Centre for Social Research
examining issues around flexible working arrangements, childcare, living standards,
spatial mobility and community cohesion.

Section 2 applies an area-based approach to the analysis. A particular area can be
characterised as deprived relative to other areas, on the basis of people in the area
experiencing the type of deprivation in question’. This section highlights that although
the East Midlands performs relatively well in terms of health, employment and income
deprivation, there are geographical areas where pockets of multiple deprivation are
severe. The most deprived areas are concentrated around the three cities of Leicester,
Derby, and Nottingham, along with the districts in the coalfields area.

Section 3 focuses on the differences in labour market participation and social inclusion
by population groups identified by gender, age, disability and ethnicity. Section 3
confirms the significant differences in levels and types of labour market participation by
social groups. Women, those with disabilities and those from ethnic minority groups are
less likely than average to participate in the labour market. The section also discusses
the occupational and earnings differences by gender which show concentrations of
male employment in certain occupations and a greater gender pay gap in the East
Midlands compared to the national average.

Section 4 focuses on those in younger age groups, from minority groups and those with
special education needs analysing their participation and achievement in education.
The analysis shows that those with special education needs, or from certain minority
groups, perform significantly worse than other children of the same age. Analysis also
shows that education performance in the East Midlands is close to the national average.

Section 5, discusses the phenomena of worklessness. Although the East Midlands
performs relatively well in terms of labour market participation, worklessness is

' The concept of Multiple Deprivation emphasises that Lower Layer Super Output Area (LSOA) should be
the first geography of every interpretation of the Index of Deprivation 2007. This is because analysis
undertaken just at the higher level of geography (for example at local authority level) may cause an
analysis which simply overlooks the lower level of deprivation and fails to identify deprived LSOAs in a
generally less deprived local authority (Department for Communities and Local Government, The English
Indices of Deprivation 2007).



prevalent in certain parts of the region such as Leicester, Nottingham, Derby, the
coalfields and coastal areas.

Section 6 discusses poverty in the East Midlands and emphasises that risk of poverty is
significantly lower among those families where at least one parent is in employment.
Child poverty is concentrated in certain wards in Nottingham, Leicester and Derby. This
section also discusses fuel poverty in the East Midlands and highlights that it is a
particular issue in East Lindsey.

Section 7 provides an overview of health and health barriers to employability in the East
Midlands. Productivity losses due to ill health were estimated to be £802 million in the
East Midlands in 2006-2007. In spite of some improvements in the general health of the
East Midlands, health inequalities remained an issue. This section also discusses
childcare and flexible working arrangements as tools to help to reconcile family and
work. Although, there is no significant difference between the East Midlands and
England in the proportion of employers which provide assistance with childcare,
workless households are generally less satisfied by the childcare provisions. Working
parents in the region were more likely to receive help from relatives and friends as the
most important childcare arrangement that helped the respondent to work than the
national average.

Sections 8 and 9 highlights crime and issues of cohesive communities. Crime is
concentrated in certain parts of the region such as Nottinghamshire or Leicestershire.
On the whole the East Midlands seems to be a place where people have a strong sense
of belonging to their community.

5.2 The English Index of Multiple Deprivation 2004-2007

The Index of Multiple Deprivation 2007 (IMD 2007) was published in December 2007 by
the Department for Communities and Local Government (CLG), having been developed
by the Social Disadvantage Centre at the Department of Social Policy and Social Work
at the University of Oxford. The Index of Multiple Deprivation 2007 (IMD 2007) is a
relative, weighted cumulative single measure of deprivation at small area level (Lower
Layer Super Output — LSOA?) made up of seven domain indices.

The weighting of the seven independent domains (which can be examined separately)
are income deprivation (22.5%), employment deprivation (22.5%), health deprivation
and disability (13.5%), education and skills (13.5%), barriers to housing and services
(9.3%), crime (9.3%) and living environment (9.3%). Data are constructed at LSOA
level and the ranks of the LSOAs are then used to construct indices at LAD and County
level.

2 The IMD 2007 has been produced on a statistical geography known as Lower Super Output Area
(LSOA) that covers about 1,500 people and 750 households. There are 32,482 LSOAs in England. There
are 2,732 LSOAs in the East Midlands with an average population size of just over 1,500 (minimum
1,437, maximum 1,652). As the boundaries have been designed to have similar counts of people the
actual size of LSOAs varies greatly, as an LSOA in a sparsely populated rural area covers a bigger area
than an LSOA in a densely populated urban centre. This is often an issue when mapping and needs to
be taken into consideration. (Regional Statisticians in the East Midlands, ‘Index of Deprivation 2007’).



5.2.1 Regional comparison of the summary measure of IMD 2007

Although there is no regional measure of deprivation it is possible to examine the
number and percentage of people living in the most deprived areas in England by
region. This is shown in Table 1.

Table 1: Proportion of overall and regional population living in the most deprived 20% of
LSOAs in England by region, 2007

Number of persons in Percentage of Proportion of people
most deprived areas in regional population | living in the most
England by region living in the most deprived areas in
(thousand)* deprived areas in England by region,
England (%)*
East Midlands 717 16.6 7.2
East of England 345 6.2 3.4
London 2,128 28.5 21.2
North East 858 33.7 8.6
North West 2,170 31.8 21.6
South East 485 5.9 4.8
South West 468 9.2 4.7
West Midlands 1,464 274 14.6
Yorkshire and the Humber 1,389 27.2 13.9
England 10,023 20.0** 100.0

Source: Communities and Local Government, ‘The English Indices of Deprivation 2007’, page 61

Note: * The most deprived is defined as the lowest 20% of LSOAs in England.

** The 20% is an approximation, the real figure is 19.9%. Because the population of an LSOA is more or
less fixed (ab out 1,500 pe ople), the 20 % of LSOA s in England should cover approximately 20% of the

population as well. The IM D 2007 identifies concentrations of deprivation and it is impo rtant to note that
not all dep rived people live in dep rived areas and conversely, not everyone living in a deprived area is
deprived.

In the East Midlands there were 717,000 people living in deprived areas in 20072 which
accounts for 16.6% of the regional population. The North West has the largest number
of people living in deprived areas (2.17 million which accounts for 31.8% of its
population), followed by London (2.13 million or 28.5%). The South East, South West
and the East of England have between 6% and 9% of their population living in deprived
areas in 2007.

A little more than 7% of those who live in the most deprived areas in England are
resident in the East Midlands. More than 21% of those who live in the most deprived
areas in England are resident in the North West and a similar proportion live in London.
There are relatively high concentrations of disadvantage in the West Midlands and
Yorkshire and the Humber as 14%-15% of those who live in the most deprived areas in
England are resident in each of these regions. In this national context the scale of
deprivation in the East Midlands is relatively small.

® These people are not deprived per se but live in those areas which are considered as deprived based on
an aggregate experience of residents.



Based on the IMD 2007, the five most deprived districts in the East Midlands* were
Nottingham, Leicester, Mansfield, Bolsover and Corby. These districts were ranked as
12™ 23 34™ 40™ and 66" respectively out of the 354 districts across England. The
least deprived Local Authorities in the East Midlands were Blaby, Rushcliffe, Rutland,
Harborough and South Northampton ranked 324", 330", 335", 344™ and 351%t°
respectively.

Map 1 shows the IMD 2007 in the East Midlands. It shows that deprivation is
concentrated in the urban centres, the coalfields, remote rural areas and the
Lincolnshire coast:

e The most deprived LSOAs of the East Midlands are concentrated around the
three cities of Leicester, Derby, and Nottingham. The former Nottinghamshire
and Derbyshire coalfield districts of Mansfield, Ashfield, Bassetlaw, Chesterfield
and Bolsover are all areas with a high concentration of LSOAs suffering severe
deprivation;

e The least deprived LSOAs can be found around the centre and the south of the
region in Melton, South Kesteven, Harborough and South Northamptonshire.
However, larger population centres in these areas exhibit significant deprivation
such as Northampton or Corby®; and

e There is something of a north-south split in the region with districts in the north
generally having higher deprivation scores than those in the south.

* Local Authority level analysis should use the ‘rank of the ranks’. This is because Local Authorities are
ranked based on the deprivation of their LSOAs and due to the different Local Authority sizes the ranking
procedure is a two stage process. First, the LSOAs are ranked, and then based on these ranks, the
different LAs are ranked (ONS Regional Statisticians in the East Midlands). However, it is worth to note
that the change in rank does not necessarily mean the change of the level of deprivation at absolute term.
® Communities and Local Government, ‘The English Indices of Deprivation 2007".
http://www.communities.gov.uk/communities/neighbourhoodrenewal/deprivation/deprivation07/

® Communities and Local Government, ‘The English Indices of Deprivation 2007
http://www.communities.gov.uk/communities/neighbourhoodrenewal/deprivation/deprivation07/




Map 1: IMD 2007: Overall rank
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5.2.2 Comparison of IMD 2004 and 2007

Previous versions of the IMD have not been comparable but the IMD 2007 retains the
same methodology, domains and indicators as the IMD 2004 offering a consistent
measurement over time.

This sub-section concentrates on the changes of rank of LSOAs by Local Authorities” to
identify those which have changed their position between 2004 and 2007 relative to
other areas in the region.

Chart 1 shows that in 2004, eight Local Authorities in the region were classified as

among the most deprived 20% in England. However, in 2007 only five Local Authorities
in the region were in this group (Bolsover, Corby, Leicester, Mansfield and Nottingham).
The three districts that moved out of this group were Lincoln, Ashfield and Chesterfield.

The number of Local Authorities classified as among the most deprived 20%-40% in
England has increased from four to eight. The three Local Authorities above moved
upward into this group but Northampton moved downwards to this quintile from the most
deprived 40%-60%.

The number of Local Authorities classified as among the most deprived 40%-60% in
England has dropped significantly from 12 in 2004 to eight in 2007. In 2007, Amber
Valley, Erewash, Gedling, Newark and Sherwood, North East Derbyshire, South
Holland, Wellingborough and West Lindsey were classified in this group.

The number of authorities classified as among the most deprived 60%-80% in England
has increased from eight to nine. Similarly, the number of East Midlands districts
among the least deprived Local Authorities in England increased between 2004 and
2007 from eight to 10. The least deprived Local Authorities in 2007 were Blaby,
Daventry, Harborough, Hinckley and Bosworth, Melton, North Kesteven, Oadby and
Wigston, Rushcliffe, Rutland and South Northamptonshire.

Despite these changes, the most deprived areas in the East Midlands remain in the
former coalfields and coastal districts and in the inner-city areas.

” Although the methodology is the same between 2004 and 2007 no comparison of scores between the
years is advisable. The comparison of ranks is, however, acceptable.



Chart 1: Number of authorities in the East Midlands in each national quintile of the IMD
2004 and 2007 — based on ‘rank of average ranks’ of LSOAs in the authority
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Source: Communities and Local Government, ‘The English Indices of Deprivation 2007’, Local Authority
Summaries 2007 and 2004.
Note: The ‘rank of average ranks’ is the preferred measure when comparing LA level information.

The following section discusses three of the seven domains of the Index of Multiple
Deprivation 2007: employment, income and health. Research suggests that the strong
association between health and income can be partly explained by the association
between employment and health status®. The generally lower income of those with
health problems and disabilities is largely due to their difficulties in participating in the
labour market and their relative concentration in less well paid occupations.

5.2.3 Income Deprivation 2007

Income deprivation accounts for 22.5% of the score of the overall deprivation index.
The purpose of the income deprivation indicator is to capture the proportion of the
population experiencing financial difficulties in an area. The domain includes six

indicators®:

Adults and children in Income Support households;

Adults and children in Income Based Job Seekers Allowance households;
Adults and children in Pension Credit (Guarantee) households;

Adults and children in Working Families Tax Credit households where there are
children in receipt of Child Tax Credit whose equivalised income (excluding
housing benefits) is below 60% of median before housing costs;

® K Stronks, H van de Mheen, J van den Bos and JP Mackenbach, 'The interrelationship between
mcome health and employment status’ International Journal of Epidemology, Vol 26 Number 3.

® Communities and Local Government, ‘The English Indices of Deprivation 2007
http://www.communities.gov.uk/communities/neighbourhoodrenewal/deprivation/deprivation07/




e Adults and children in Child Tax Credit households (who are not eligible for IS,
Income-Based JSA, Pension Credit or Working Tax Credit) whose equivalised
income (excluding housing benefits) is below 60% of median before housing
costs; and

e Adults and children in households in receipt of National Asylum Support Service
(NASS) vouchers.

A little more than 15% of the East Midlands’ LSOAs are classified as among the most
income deprived 20% of LSOAs in England’®. However, this overall picture masks
significant local differences. For example, almost 51% of LSOAs in Leicester are
classified among the most income deprived 20% of LSOAs in England. This proportion
was 48% in the case of Nottingham and more than 25% in Chesterfield, Lincoln and
Mansfield.

On the other hand, there are a number of Local Authorities which do not have any
LSOAs among the most income deprived 20% of LSOAs in England: Blaby,
Harborough, Melton, Oadby and Wigston, Rutland, South Holland, Rushcliffe and South
Northamptonshire. More than half of the LSOAs of these latter two authorities are
classified among the least income deprived 20% of LSOAs in England.

Map 2 shows that there are pockets of income deprivation throughout the East
Midlands.

' ONS Regional Statisticians in the East Midlands, ‘Index of Deprivation 2007’



Map 2: IMD 2007: Rank of Income Deprivation
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5.2.4 Employment deprivation 2007

Employment deprivation accounts for 22.5% of the score of the overall deprivation
index. The purpose of the employment deprivation measure is to capture involuntary
exclusion of the working-age population from the world of work. The domain includes
six indicators:

e Job Seekers Allowance Claimants (both contributory and income based) among
women aged 18-59 and men aged 18-64;
Participants in New Deal for the 18-24s who are not in receipt of JSA;
Participants in New Deal for 25+ who are not in receipt of JSA;
Participants in New Deal for Lone Parents aged 18 and over;
Incapacity Benefit claimants for women aged 18-59 and men aged 18-64; and
Severe Disablement Allowance claimants for women aged 18-59 and men aged
18-64.

Just over 17% of the East Midlands’ LSOAs are among the most employment deprived
20% of LSOAs in England”. This reflects the historical labour market trend with a
higher regional employment rate compared to the national average. However, this
overall picture hides local differences. For example, 53.0% of LSOAs in Mansfield are
classified among the most employment deprived 20% of LSOAs in England. This
proportion was also high in Bolsover (47.9%), Chesterfield (42.6%), Nottingham (41.5%)
and Leicester (40.6%).

On the other hand, more than 62.2% of LSOAs in Daventry are classified among the
least employment deprived 20% of LSOAs in England. This proportion is even higher in
Rutland (73.9%) and South Northamptonshire (81.3%), indicating the advantageous
local labour market conditions in these areas.

Map 3 shows that employment deprivation in the East Midlands is concentrated in North
East Derbyshire, in the west of Nottinghamshire, in East Lindsey, and in the three cities
(Nottingham, Leicester and Derby), parts of Northampton and Corby. These vulnerable
groups appear to be geographically concentrated in the most deprived local authority
wards. As a result of the recession the unemployment rates for these areas may be
expected to increase more quickly than rises in national unemployment12.

When the most deprived areas were cross-checked with accessibility to employment
indicators'®, it was confirmed that those areas with the most severe employment
deprivation (coalfields and coastal districts) suffer from a relatively low proportion of the
population having access to employment centres’:

" ONS Regional Statisticians in the East Midlands, ‘Index of Deprivation 2007°.

12 Department for Work and Pensions, ‘Review of evidence on the impact of economic downturn on

disadvantaged groups’, Working Paper No 68.

' Department for Transport, ‘2008 Core Accessibility Indicators’.

http://www.dft.gov.uk/pgr/statistics/datatablespublications/Itp/coreaccessindicators2008

Number and percentage of people of working age (aged 16 to 74 years) within 20 minutes of a location

with more than 500 jobs by a composite of public transport/walking and cycling, and by car. Employment

Ezllelnbtlrde is an LSOA with more than 500 jobs. The employment centres were defined using the ABI 2008.
id.
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Map 3: IMD 2007: Rank of Employment Deprivation
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5.2.5 Health deprivation 2007

Health deprivation accounts for 13.5% of the score of the overall deprivation index and it
includes four indicators':

Comparative illness and disability ratio;

Measure of emergency admissions to hospital;

Measure of adults suffering from mood or anxiety disorders; and
Years of potential life lost.

A little more than 18% of the East Midlands LSOAs are among the most health deprived
20% of English LSOAs'®. This average however, varies considerably at Local Authority
level. For example, 69.3% of the LSOAs in Nottingham, 57.6% of LSOAs in Mansfield
and more than 56% of LSOAs in Bolsover are classified among the most health
deprived 20% of English LSOAs. These areas are those where the wider determinants
of health such as poverty, poor educational outcomes, unemployment, poor housing,
and the problems of disadvantaged neighbourhoods appear to be concentrated as well.
In addition, Nottingham, Bolsover, Lincoln, Leicester and Corby are the five Local
Authorities in the Spearhead Group™’.

In contrast, 14 Local Authorities in the East Midlands have no LSOAs listed among the
most health deprived 20% of English LSOAs. In addition, in South Northamptonshire
and in Rutland more than 85% of LSOAs are classified among the least health deprived
20% of LSOAs in England.

Map 4 shows that there are poc kets of hea Ith deprivation and disability throughout the
East Midlands, but the most deprived areas are f ound in the north east of Derbyshire,
the west of Nottinghamshire, and the east of Lincolnshire, as well as in the three cities.

Improvements in terms of health related indi cators require a longer time horizon than
changes in most other domains of the Indices of Deprivati on such as employment or
income domains.

'® Communities and Local Government, ‘The English Indices of Deprivation 2007’
http://www.communities.gov.uk/communities/neighbourhoodrenewal/deprivation/deprivation07/

'® Jen Beaumont and Andy Botterill: Index of Deprivation 2007, Office for National Statistics: Regional
Statisticians in the East Midlands.

7 Spearhead Group are those which are among the worst quintile in England for at least three of five
selected indicators. These indicators are: male and female life expectancy; death rates in people aged
less than 75 years for cancer and circulatory disease, and the Index of Multiple Deprivation 2004. For
more information see the ‘State of health in the East Midlands’ sub-section.
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Map 4: IMD 2007: Rank of Health Deprivation and Disability

IMD 2007: rank of health deprivation and disability
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Key Points: The English Index of Multiple Deprivation 2004-2007

¢ In the East Midlands there were 717,000 people living in deprived areas in
2007 which accounts for 16.6% of the regional population.

o A little more than 7% of those who live in the most deprived areas in
England are resident in the East Midlands.

e The most deprived LSOAs of the East Midlands are concentrated around the
three cities of Leicester, Derby, and Nottingham, along with the districts of
Mansfield, Ashfield, Bassetlaw, Chesterfield and Bolsover in the coalfields
area and on the coast.

e The least deprived LSOAs can be found around the centre and the south of
the region.

e Three East Midlands districts have moved out from the most deprived 20%
of districts in England and shifted towards the most deprived 20%-40% in
2007. These are Lincoln, Ashfield and Chesterfield.

¢ Alower than average proportion of East Midlands’ LSOAs can be classified
as employment, income or health deprived. However, it needs to be noted
that there are significant variations within the region.
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5.3 Labour market participation in the East Midlands

Labour market participation is one of the fundamental indicators of deprivation in its
widest sense. Apart from the direct benefits of being in work, such as financial returns,
there are a number of indirect benefits of work in terms of the usage of skills, knowledge
and abilities, social life and relationships and increased self esteem. For more details
regarding the measurement and definitions of participation, see the Labour Market
chapter.

The previous section of this chapter focused on deprived places based on the
proportion of the population in a particular area experiencing relative deprivation. This
sub-section comments on participation in the labour market by various sub-groups
(gender, age, ethnicitg and disability). The data by ethnicity is presented in terms of a
white/ethnic minority'® breakdown because the sample size of the Annual Population
Survey (APS) is not large enough to allow for a more detailed breakdown.

The recent recession has had a differential impact across the population. Firstly, it has
so far impacted more on men in employment than women. In the East Midlands the
unemployment rate for men was 2.4 percentage points higher in the period November-
January 2010 compared to the same period a year earlier, while female unemployment
rate was 0.4 percentage points lower in the period November-January 2010 compared
to the same period a year earlier'.

Employment rates have decreased for each age group below state pension age during
the recession. Employment rates of young people (16-17 year olds and 18-24 year
olds) experienced the largest decrease, compared with other age groups. In July 2008-
June 2009 the employment rate of 16-17 year olds was 30.2% in the East Midlands and
decreased by 8.2 percentage points compared to the same period a year earlier. This
is compared to a decrease of working age employment rate of 0.7 percentage points in
the East Midlands?. In addition, the claimant count unemployment rate increased the
most among 18-24 year olds. Between February 2010 and February 2009 the number
of 18-24 year old JSA claimants increased more in the East Midlands than in the UK.
The number of 18-24 year olds claiming JSA increased by 13.7% in the East Midlands
compared to 10.9% in the UK?".

'® Ethnic identification is a subjective (self-reported by people being asked which group they see

themselves as belonging to) and multidimensional phenomenon. Minority ethnic groups are differentiated

based on a combination of categories including ‘race’, skin colour, national and regional origins, and

language. Although the content of ethnic monitoring categories has been modified over time, what has

remained fixed is the assumption of an ‘ethnic majority’; that is white, of British origin, and English-

speaking.

(Office for National Statistics, ‘Ethnic group statistics — A guide for the collection and classification of

ethnic data’).

;EOffice for National Statistics, ‘Labour market statistics, March 2010: East Midlands’. Table 1, Table 2.
Ibid.

! Source: ONS Crown Copyright, ‘Claimant count — age and duration’ February 2010, from NOMIS.
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In addition, as the difference in employment rates between ethnic minorities and the
white population is relatively high, it is likely that the recession may increase this gap
further as members of ethnic minorities are more vulnerable to unemployment®.

5.3.1 Economic activity by group

The economic activity rate measures the percentage of the population who are in
employment or unemployed. The activity rate is a useful general measure of labour
market participation. It is usually expressed as a percentage of the working age
population. A comparison of the economic activity of the East Midlands with other
regions and the UK can be found in the labour market chapter. A discussion of
employment and unemployment by various sub-groups follows in subsequent sections.

The economic activity rate was 80.8% in 2008 in the East Midlands compared to 78.6%
in the UK. In addition to the differences within the region by place, there are also
considerable differences in economic activity rates between groups in the region.

Chart 2 shows how activity rates in the East Midlands differ by gender, disability and
ethnicity. The economic activity rate for women is lower than that for men at 76.6%
compared to 84.5%. The economic activity rate for those with a disability?® is just
44.5%, around half the rate of those without a disability.

In 2008 the economic activity rate of the white working age population was 81.7% in the
East Midlands compared to 71.3% for the ethnic minority population, a difference of
10.4 percentage points. However, the activity rate for whites and for ethnic minorities in
the East Midlands are above their respective UK averages of 80.0% and 67.9% and
relatively more so in the case of ethnic minority groups.

2 Department for Work and Pensions, ‘Review of evidence on the impact of economic downturn on
disadvantaged groups’, Working Paper No 68. page 32.

% DDA disability is based on the Disability Discrimination Act 1995 amended by the Disability
Discrimination Act 2005. The Disability Discrimination Act (DDA) defines a disabled person as someone
who has a physical or mental impairment that has a substantial and long-term adverse effect on his or her
ability to carry out normal day-to-day activities.
http://www.direct.gov.uk/en/DisabledPeople/RightsAndObligations/DisabilityRights/DG 4001069
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Chart 2: Economic activity rates by group, East Midlands 2008 (%)
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: Activity rate for ethnicity is calculated as 100 minus percentage of whites/ethnic minorities of
working age who are economically inactive from NOMIS.

The economic activity rate varies significantly by age group. In order to provide a
relevant picture about the regional labour market in line with the Leitch Review, 16-18
year olds are separated from the 19 year olds and the older population.

The relationship between economic activity and age is largely similar in the East
Midlands to the UK — a reverse U shape relationship meaning that as age increases,
economic activity also increases before falling in the highest age band.

e The economic activity rate of 16-18 year olds is 5.4 percentage points higher in
the East Midlands than in the UK (54.3% and 48.9% respectively).

e The economic activity rate of 19-24 year olds is 1.6 percentage points higher in
the East Midlands than in the UK (75.9% and 74.3% respectively).

e The economic activity rate of those aged 50 and retirement age is 1 percentage
points higher in the East Midlands than in the UK (75.0% and 74.0%
respectively).
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Chart 3. Economic activity rates by age groups, 2008
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Source: Annual Population Survey January-December 2008 Client File, ONS Regional Statistician.

Latest labour market statistics®* show that for the period of July 2008-June 2009 the
activity rate was 80.9% for the working age population in the East Midlands. However,
the economic activity rate was lower for younger age groups (16-17 and 18-24 year
olds) and due to the recession economic activity rate of 16-17 and 18-24 year olds
decreased more than the average for all age groups. The activity rate of 16-17 year
olds in the East Midlands decreased by 6.4 percentage points on the year to July 2008-
June 2009, compared to the average of 0.6 percentage points increase for the whole
working age population. The activity rate of 18-24 year olds in the East Midlands
decreased by 1.7 percentage points between July 2007-June 2008 and July 2008-June
2009. This suggests that the recession had a disproportionate impact on the younger
age groups.

5.3.2 Employment by group

Chart 4 shows how employment rates in the East Midlands differ by gender, disability
and ethnicity in 2008. The employment rate for women is considerably lower than that
for men at 72.3% compared to 79.2%. The employment rate for those with a disability
is 38.6%, which is less than half the rate reported for those without a disability
(80.8%)%. These figures for the East Midlands are higher than their respective national
averages.

The working age employment rate for ethnic minorities in the East Midlands is 63.4%,
significantly below the rate for those who are white (77.2%). However, the employment
rate for ethnic minorities and whites are above the national averages of 60.3% and

2 Office for National Statistics, ‘Labour market statistics, March 2010: East Midlands’ Table 9. Please
note that these age bands are slightly different than those applied earlier in this section.

% PSA 16 aims to increase the proportion of socially excluded adults such as care leavers, ex-offenders,
adults with mental health issues, adults with moderate to severe learning disabilities, in settled
accommodation and employment, education or training.
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75.8% respectively. The gap between the employment rates of whites and ethnic
minorities is smaller in the East Midlands than in England, at 13.8% compared to
15.5%.

Chart 4. Employment rate by group, East Midlands 2008 (%)

90
< 80 A
2
< 70 1
2
o 60
(o
g 50 1
@
o 40 -
£
<30 -
2
«— 20 A
o
S 10
O T T T T
All working Male Female Both DDA Not White Ethnic
age & also disabled minority
work-
limiting

Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: For definition of employment rate see Labour Market chapter.

Employment rates also vary significantly by age group. Chart 5 shows that employment
rates in the East Midlands slightly exceed the UK in every age group. The 35-49 age
group has the highest employment rate (both regionally and nationally) at 88.1% in the
East Midlands compared to 82.1% in the UK.

The lowest employment rates are found among the 16-18 year old age group both
regionally and nationally. The employment rate of younger age groups is higher in the
East Midlands than in the UK. The employment rate of 16-18 year old was 42.3% in the
East Midlands compared to 37.7% in the UK in 2008. This can be linked to the slightly
higher proportion of East Midlands employers recruiting young labour market entrants
aged 16, 17 and 18 years old as highlighted in the Labour Market chapter.

The employment rate of those of 50-retirement age was 72.1% in the East Midlands,

slightly higher than in the UK (71.5%). The employment rate of those over retirement
age was 10.6% in the East Midlands, similar to the UK average of 11.5%.
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Chart 5. Employment rate by age group, 2008 (%)
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Source: Annual Population Survey January-December 2008 Client File, ONS Regional Statistician.

Latest labour market statistics®® show that for the period July 2008-June 2009 the
employment rate was 75.2% in the East Midlands. The employment rate was
significantly lower among young age groups and decreased the most over the year to
July 2008-June 2009. The employment rate of 16-17 year olds was 30.2% in the East
Midlands and decreased by 8.2 percentage points on the year to July 2008-June 2009.
This is compared to the decrease of working age employment rate of 0.7 percentage
points in the East Midlands.

5.3.3 Occupation by ethnic group and gender

There are differences between the East Midlands and the UK in the occupational
structure of employment. The region has proportionately more jobs at the lower end of
the occupational scale and fewer jobs at the upper end of the occupational scale. The
Labour Market chapter discusses the current and future prospects for occupational
change in the region. This section discusses the main differences of the occupational
structure in the East Midlands and the UK by ethnicity and gender. Data is not available
for other groups.

Occupation by gender

Chart 6 shows the occupational structure of male and female employees in the East
Midlands. Male employees are significantly more likely to be employed in manager and
senior official positions (18.9%), skilled trades (20.6%) and process, plant and machine
operative positions (13.0%). This is compared to the proportion of female employees

% Office for National Statistics, ‘Labour market statistics, March 2010: East Midlands’ Table 2. Please
note that these age bands are slightly different than those applied earlier in this section.
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working in these occupations of 11.4%, 1.8% and 3.5% respectively. On the other
hand, female employees are significantly more likely to be employed in administrative
and secretarial (19.2%), personal services (15.6%) and sales and customer services
positions (11.9%). This is compared to the proportion of male employees working in
these occupations at 3.7%, 2.2% and 4.4% respectively.

Chart 6: Occupational structure of male and female employment, East Midlands 2008
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.

Occupation by ethnicity

Table 2 shows that there are significant differences between whites and ethnic
minorities in the nature of their employment. Generally, ethnic minorities are more likely
to be employed in lower skilled and lower paid jobs compared to their white
counterparts both in the East Midlands and in the UK. Both in the East Midlands and
the UK a somewhat lower proportion of ethnic minorities than whites are employed as
managers & senior officials. However, the pattern is reversed among professional
occupations where the proportion of ethnic minorities is greater than that of whites at
16.9% compared to 10.9% in the East Midlands and at 15.7% compared to 12.8% in the
UK. In the UK, there are significantly fewer ethnic minorities employed in administrative
and secretarial occupations and even fewer in skilled trades occupations compared to
their white counterparts and this pattern exists in the East Midlands as well. However,
the proportion of ethnic minorities employed at the lower end of the occupational scale
as process, plant & machine operatives and elementary occupations is significantly
higher than for whites in both the East Midlands and in the UK.
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Table 2: Percentage of different ethnic groups in employment by occupations, 2008

UK East Midlands
% in employment who are... Al | White* ' Et_hnlcj Al White* . Ethn,'fj
minority minority
Managers and senior officials 15.5 15.9 12.7 | 155 15.9 115
Professionals 13.0 12.8 157 11.3 10.9 16.9
Associate prof & tech 14.5 14.6 142 | 123 12.3 11.9
Administrative and secretarial 11.4 11.6 10.1 10.8 11.0 8.2
Skilled trades 10.9 11.4 6.7 | 12.0 12.6 5.5
Personal service occupations 8.2 8.1 9.0 8.3 8.3 8.7
Sales and customer service 7.6 7.4 10.1 7.8 7.6 10.8
Process, plant and machine operatives 71 7.0 7.7 8.7 8.5 11.1
Elementary occupations 11.4 11.2 13.8 | 13.1 12.9 15.5
Total 100.0 100.0 100.0 | 100.0 100.0 100.0

Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: * %16+ whites in employment.
** %16+ ethnic minorities in employment.

5.3.4 Earnings by gender

Earnings are a function of a number of factors including the nature and type of
employment. The Annual Survey of Hours and Earnings (ASHE) provides estimates on
earnings from employment?” by gender. This is analysed in detail for the total working
age population in the Labour Market chapter.

The earnings information collected relates to gross pay before tax, National Insurance
and other deductions, and excludes payments in kind.

The Government Equalities Office suggests examining the gender pay gap?® as the
percentage difference between the median® hourly earnings of men and women,
excluding overtime payments.

Workplace based full time median hourly pay, excluding overtime, is 8.3% lower in the
East Midlands than in the UK. The gender pay gap is also greater than the national

" In ONS published reports, the standard practice for presenting earnings estimates is to use the figure
for full-time workers rather than the total workers figure. Full-time workers are defined as those who
work more than 30 paid hours per week or those in teaching professions working 25 paid hours or more
per week.

In published ONS reports, median earnings rather than the mean will generally be used. The median is
the value below which 50% of employees fall. It is preferred over the mean for earnings data as it is
influenced less by extreme values and because of the skewed distribution of earnings data.
2 hitp://www.equalities.gov.uk: The Equal Pay Act 1970 requires equal pay between men and women
where they are employed on equal work. The term “equal work” refers to work that has been rated as
equivalent under a job evaluation study; or work of equal value. The concept of “equal pay” includes both
E)gay and other terms and conditions of the contract of employment.

Since October 2004 the Office for National Statistics has recommended measuring the gender pay gap
using the median, rather than the mean value.
http://www.equalities.gov.uk/what we do/women_and work/gender pay gap.aspx
This section applies the same ONS methodology as the Government Equalities Office to calculate the
gender pay gap. While the data cited by the Equalities Office have been taken from the Labour Force
Survey results for the period March-May 2009, this section uses the calendar year figures for 2009.
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average. Male median hourly earnings are 12.2% higher than female earnings for the
UK. In the East Midlands this gap is greater at 14.4%.

Chart 7: Full-time median hourly pay (£), excluding overtime for men and women, 2009
(workplace based)
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Source: ONS Crown Copyright, ‘Annual Survey of Hours and Earning’, workplace analysis 2009, from
NOMIS.

The causes of the gender pay gap are complex. Key factors include differences in
educational levels and work experience and occupational segregation®.

5.3.5 Unemployment by group

The Office for National Statistics measures unemployment based on the International
Labour Organisation (ILO) definition®'. For a detailed definition please see the Labour
Market chapter.

Although historically the unemployment rate in the East Midlands has been lower than
the national average, and in 2008 was not significantly different from the UK level,
significant differences exist by gender, disability, ethnicity and age.

The latest quarterly Labour Force Survey data are not available at regional level by
group. However, claimant count statistics show that in February 2010, the claimant
count rate in the East Midlands was 4.2%, which accounts for about 115, 400
people. The claimant count rate was 5.8% for men and 2.4% for women?.

% Government Equalities Office, ‘Tackling the Gender Pay Gap — Fact Sheet’
http://www.equalities.gov.uk/pdf/GenderPayGap.pdf

*1 Office for National Statistics, ‘How exactly is unemployment measured?’
http://www.statistics.gov.uk/downloads/theme_labour/unemployment.pdf
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Figure 10 shows that the unemployment rate varied significantly among different groups
in the East Midlands in 2008. The unemployment rate for males was 6.4%, compared
to 5.6% for females, which is not a significant difference. The unemployment rate for
those with disability was 13.2%, more than twice as high as the unemployment rate for
those who do not have a disability (5.6%).

Unemployment rates for ethnic minority groups also show significant differences. This
indicator is not comparable to those presented previously because the denominator is
not the working age population, but the population who are over 16. The unemployment
rate of whites aged 16+ was 5.4% in 2008 in the East Midlands. However, the
unemployment rate amongst ethnic minorities was more than twice as high, at 11.0% in
the East Midlands. This is the same as the figure for the UK.

Chart 8: Unemployment rate by group, East Midlands, 2008
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Source: ONS Crown Copyright, ‘Annual Population Survey’, January-December 2008, from NOMIS.
Note: Unemployment rate for ethnicity covers the 16+ population.

Chart 9 shows the unemployment rate by age group. The regional unemployment rate
—in line with the national figures — is the highest among 16-18 year olds. In the East
Midlands, 12.0% of 16-18 years olds were unemployed in 2008, slightly higher than the
UK average of 11.2%.

e The unemployment rate is lower amongst 19-24 year olds compared to 16-18
year olds. In the East Midlands, the unemployment rate for 19-24 year olds is
9.3%, the same as the national average.

e The unemployment rate is the lowest amongst the 50-retirement age group at
2.9% in the East Midlands and 2.5% in the UK.

%2 Office for National Statistics, ‘Labour Market Statistics, March 2010: East Midlands’. Table 16.
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Chart 9:
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Key Points: Labour Market Participation in the East Midlands

In the East Midlands the economic activity rate for women is lower than
that for men. In addition, the economic activity rate of disabled people is
less than half the rate of those without a disability.

In the East Midlands the economic activity rate of the white working age
population was 10.4 percentage points higher than the activity rate of
ethnic minorities.

Both in the East Midlands and in England, as age increases, economic
activity also increases before falling in the highest age band (50-retirement
age).

In the East Midlands, the unemployment rate of disabled people is more
than twice as high as the unemployment rate for those without a disability.
The unemployment rate amongst ethnic minorities is more than twice as
high as amongst whites in the East Midlands.

The unemployment rate — in line with the national figures — is the highest
among 16-18 year olds.

Statistics show that employment rate was significantly lower among young
age groups. The recession had a disproportionate impact on young
people as both activity and employment rates decreased the most among
them.

Male employees are significantly more likely to be employed in manager
and senior official positions, skilled trades and process and plant and
machine operative positions than female employees. Female employees
are significantly more likely to be employed in administrative and
secretarial, personal services and sales and customer services positions.
In the East Midlands and the UK a significantly lower proportion of ethnic
minorities than whites are employed as managers and senior officials.
The gender pay gap in the East Midlands is also greater than the national
average.

26



5.4 Participation and education achievement by group

Participation in formal education is essential to develop the skills and competencies that
are fundamental for making informed career decisions and for doing a job well. This
section discusses participation, educational attainment and achievement of East
Midlands pupils by ethnicity and Special Educational Need (SEN).

5.4.1 Participation in education and Work Based Learning of 16 and 17 year olds*

In 2007, the participation rate in full-time3* and part-time education, and Work Based
Learning (WBL) of 16 and 17 year olds was 80% in the East Midlands. This is 3
percentage points lower than the English average of 83%. However, this overall picture
masks significant sub-regional differences. Chart 10 shows that:

e The participation rate was the highest in Leicester at 91%; and
e The participation rate was the lowest in Rutland at 68%.

In 2007, the participation rate of 16 and 17 year olds in full-time education was 68% in
the East Midlands, 4 percentage points lower than the national average of 72%. Again,
as chart 10 shows there are significant sub-regional disparities:

e The participation rate in full-time education was the highest in Leicester at 83%;
e The participation rate in full-time education was the lowest in Derby at 62%.

“Work Based Learning” is a generic term used to describe vocationally focused learning
completed within the workplace. In 2007, the participation rate of 16 and 17 year olds in
workplace-based learning was 7% both in the East Midlands and in England. However,
as Chart 10 shows there are significant sub-regional differences:

e The participation rate of 16 and 17 year olds in workplace-based learning was
the highest in Derby and Nottinghamshire at 9%; and
e The participation rate was the lowest in Rutland at just 2%.

3 Department for Children, School and Families, ‘Participation in education and work based learning
(WBL) of 16 and 17 year olds, Local Authority (LA) Tables’.
http://www.dcsf.gov.uk/rsgateway/DB/SFR/s000849/index.shtml

Published, 16 June, 2009.

* Full-time education covers maintained schools, independent schools (city technology colleges,
academies and pupil referral units), sixth form colleges and Further Education Colleges (general, tertiary
and specialist colleges). For both Child Benefit and Child Tax Credit, full-time education means a course
where the average time spent during term time is more than 12 hours a week and is not advanced , or
linked to employment or any office held. (http://www.hmrc.gov.uk/manuals/ccmmanual/CCM18030.htm)
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Chart 10: Participation rate in formal education and Work Based Learning (WBL) of
16 and 17 year olds, 2007
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Source: Department for Children, School and Families, ‘Participation in education and work based
learning (WBL) of 16 and 17 year olds’ http://www.dcsf.gov.uk/rsgateway/DB/SFR/s000849/index.shtml
Note: Bars show the total participation rate which is the sum of participation rate of full-time education,
part-time education and WBL. Therefore full-time, part-time and WBL categories are mutually exclusive.

5.4.1.1 Pupil absence

Chronic absenteeism of school age children is a problem as it jeopardises their
progress at school. Absenteeism occurs for legitimate reasons such as illness or family
crisis but the level of unauthorised absenteeism is a concern for policy making.

There are two ways to examine school absenteeism. Firstly, based on the number of
half days® missed as a percentage of total half days. Secondly, based on the
percentage of enrolments, a proxy for pupils that can be classified as persistent
absentees. Persistent absentees are defined as pupils having 48 or more half days of
absence (authorised and unauthorised) across both examined terms (autumn term 2008
and the spring term 2009).

Between the autumn term in 2008 and the spring term in 2009, the overall absence
rate®® was 5.4% in East Midlands primary schools, 0.1 percentage points lower than the
English average of 5.5%. The overall absence rate in the secondary schools was the
same in the region and in England at 7.2%. As Chart 11 shows, the proportion of
unauthorised absence is largely the same in the region compared to the figures for
England as a whole.

%5 Half days are often referred to as ‘sessions’.

% Department for Children, Schools and Families, ‘Pupil absence in schools in England: autumn term
2008 and spring term 2009’. Authorised and unauthorised absence collectively.
http://www.dcsf.gov.uk/rsgateway/DB/SFR/s000882/index.shtml
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Pupil absence tends to be higher in secondary schools®” compared to primary schools.
Between the autumn term in 2008 and the spring term in 2009, the overall absence rate
was 7.3% in England and 7.2% in the East Midlands. The authorised absence rate in
state funded secondary schools was 5.7% in the East Midlands, 0.1 percentage points
lower than the English figure of 5.8%. However, the proportion of absences that were
unauthorised was 1.5% in the East Midlands, which is the same as the national figure®.

Secondary school absenteeism shows significant sub-regional differences. The overall
absence was by far the highest in Nottingham and was the lowest in Rutland.

e The authorised absence rate was highest in Lincolnshire (6.1%) and Nottingham
(6.1%), and lowest in Leicester at 5.2%.

e The unauthorised absence rate was the highest in Nottingham at 2.5%.

e The unauthorised absence rate was also relatively high in Leicester at 2.1%. On
the other hand, unauthorised absence was the lowest in Lincolnshire (0.9%) and
Rutland (0.7%).

3 Secondary school students are pupils aged from age 11 to 16, students will enter secondary school for
key stages three and four and to start their move towards taking the General Certificate of Secondary
Education (GCSEs). Once students completed their GCSEs they have the choice to either move into
further education (with a view to higher education) or can leave school and look for work.
http://uk.internationalstudent.com/study uk/education system/

% Department for Children, Schools and Families, ‘Pupil absence in schools in England: autumn term
2008 and spring term 2009’. Authorised and unauthorised absence collectively.
http://www.dcsf.gov.uk/rsgateway/DB/SFR/s000882/index.shtml
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Chart 11: Percentage of half days missed in state funded secondary schools (autumn
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Source: Department for Children, Schools and Families, ‘Pupil absence in schools in England: autumn
term 2008 and spring term 2009’. State funded secondary schools includes middle schools, maintained
secondary schools, city technology colleges and academies.

If enrolments are an acceptable proxy for the number of pupils, the proportion of
persistent absentees in the East Midlands’ secondary schools was 5.8%, 0.1
percentage points higher than the English average of 5.7%. The proportion of
persistent absentees was the highest in Nottingham at 8.7%. The lowest percentage of
persistent absentees was in Rutland, at just 4.6%.

Chart 12: Percentage of enrolments which can be classed as persistent absentees*
(autumn term 2008 and spring term 2009)
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Source: Department for Children, Schools and Families, ‘Pupil absence in schools in England: autumn

term 2008 and spring term 2009’
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Note: Persistent absentees are defined as pupils having 48 or more half days of absence (authorised and
unauthorised) across both terms. State funded secondary includes middle schools, maintained secondary
schools, city technology colleges and academies.

5.4.2 Young people not in education, employment or training (NEET)

The Education and Skills Act 2008 contains the requirement for all young people to
participate in education or training until their 18th birthday in the future. The participation
age is being raised in two stages, to 17 from 2013 and to 18 from 2015. However, there
are young people who are currently not participating in education, employment or
training (NEET) between the ages of 16 and 18. This is a missed opportunity both for
the individual and society.

Chart 13 shows a comparison of the proportion of 16-18 year olds not in education,
employment or training (NEET) for the period November 2005 to November 2009.
Between 2005 and 2008, there has been a general decrease in the proportion of 16-18
year olds who are NEET in the East Midlands and in England. However, due to the
recession, the proportion of those young people not in education, employment or
training slightly increased in the East Midlands by November 2009.

In the East Midlands 5.7% of 16—18§/ear olds were NEET compared to the English
average of 6.5% in November 2009%°. Due to the recession, the proportion of young
people who were NEET has increased by 0.2 percentage points between November
2008 and November 2009 in the East Midlands. This is compared to a decrease of 0.2
percentage points in England as a whole.

* Data used by this chapter are Connexion data received from the Learning and Skills Council (LSC)
(November data each year) for the 16-18 year olds. The statistics published in The Poverty Site are for
16-19 year olds, and based on Labour Force Survey averages for 2006 and 2008. Based on the Poverty
Site, in 2008, in the East Midlands 12% of 16-19 year olds were NEET in 2006-2008, which is the same
as the UK average of 12%. http://www.poverty.org.uk/32/index.shtml
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Chart 13: Proportion of 16 -18 year olds who are NEET including PDOs (adjusted)
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Source: Connexions, provided by regional LSC office. Data refer to the November data each year.

Note: The NEET cohort includes those young people undertaking Personal and Social Development
Opportunities (PDO) and excludes those in custody, applying for asylum and refugees. Those young
people accessing post-16 education are counted within the area of the education provider and not of their
residence.

Chart 14 shows that in November 2009 the proportion of 16-18 year olds who were
NEET was highest in the cities. In Leicester, 7.7% of 16-18 year olds were not in
education or training, compared to 6.8% in Derby and 5.6% in Nottingham. In Rutland,
only 2.2% of 16-18 year olds were NEET.

Between November 2008 and November 2009 the proportion of 16-18 year olds who
were NEET increased the most in Derbyshire and Nottingham, by 1.5 and 1.3
percentage points respectively. Some decreases were recorded in Nottinghamshire
(-0.9 percentage points), Leicester and Leicestershire.
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Chart 14: Proportion of 16 -18 year olds who are NEET including PDOs (adjusted)
by sub-region
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Source: Connexions, provided by regional LSC office.

Note: The NEET cohort includes those young people undertaking Personal and Social Development
Opportunities (PDO) and excludes those in custody, applying for asylum and refugees. Those young
people accessing post-16 education are counted within the area of the education provider and not of their
residence.

The Regional 14-19 Strategic Analysis 2008-2010 produced by the regional Learning
and Skills Council emphasises that there is a higher proportion of learners with learning
difficulties and/or disabilities within the NEET population than the total 16-18 cohort.
Within this group those with emotional and behavioural difficulties were represented
twice as frequently as they were in the 16-18 population as a whole*.

5.4.3 Achievement by ethnicity

The Department for Children, School and Families (DCSF) publishes data on pupil
achievement by ethnic group (identified as White, Mixed, Asian, Black and Chinese).
At least five GCSEs at grades A*-C is equivalent to the Level 2 qualification, which is
considered as the basic platform for employability and progression by the
Government*’.

Provisional achievement data shows that in 2009 there were some significant
differences in achievement by pupils from different ethnic groups. Educational
attainment success of pupils of Mixed and Black ethnic minority groups are lower than

40 Learning and Skills Council, ‘Regional 14-19 Strategic Analysis 2008/2010’, August 2008.

4 Department for Children, Schools and Families (DCSF), ‘Level 2 National Vocational Qualification: The
Characteristics of those who obtain them, and their impact on Employment and Earnings Growth — Brief’.
http://publications.dcsf.gov.uk/default.aspx?PageFunction=productdetails&PageMode=publications&Prod
uctld=RB821&
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average. In contrast, pupils from Chinese and Asian ethnic groups perform better than
the average:

The proportion of pupils from Black ethnic groups gaining five or more A*-C
GCSEs was 62% in the East Midlands compared to 67% in England. The
attainment gap between pupils from Black ethnic groups and all pupils was 7
percentage points in the East Midlands compared to 3 percentage points in
England.

The proportion of students from Mixed ethnic groups gaining five or more A*-C
GCSEs was 67% in the East Midlands, 3 percentage points lower than the
national average of 70%. This achievement rate of pupils from Mixed groups
was 2 percentage points lower than the average fo