
National Statistics Quality Review of the Distribution of Earnings Statistics -
Implementation Plan first progress report, January 2004.

Introduction
The final report of The Distribution of Earnings Review was published on 10 October
2002 on the National Statistics website. The review recommended that a study be
undertaken to develop the methodology, particularly associated with the New Earnings
Survey, used for producing estimates of the low paid. The National Statistics Quality
Review of the Distribution of Earnings Statistics: Implementation Plan was published on
the website on 10 January 2003. This report describes progress on the tasks identified
in the plan.

Tasks 1 & 3:  A 'pre-pilot' and larger pilot survey to be conducted with
businesses that do not have a PAYE system recorded in
the ONS's business register.

Action
ONS should address the issue of frame coverage within the NES. In particular the
extent to which the PAYE system is not representative of the population of employees,
particularly low-paid and part-time employees, and how it might be addressed with a
supplementary survey. Task 1 creates a pilot telephone survey conducted to assess the
degree of under-coverage of the PAYE system. Task 3 extends this to larger pilot study,
run at the same time as the NES 2003 survey, into businesses that do not have a PAYE
system recorded in the ONS's business register.

Overview of approach
Task 1 (the 'pre-pilot' telephone survey) was completed in January 2003 to assess the
degree of under-coverage in the PAYE system. Contact details were obtained for
around 100 'VAT-only' businesses (businesses registered for VAT but not having a
PAYE return on the Inland Revenue's systems) and these were then telephoned for
information about the number of employees working within the business.
The main points of the pre-pilot suggested that

most of the businesses have no employees or are no longer trading

for those businesses that have employees, the characteristics are very diverse:
some are parts of larger businesses (hotels, for example) with a large number of
'casual' employees who are not on the PAYE scheme of the business. Others have
only a small number of employees, some of whom are 'off-PAYE'.

A further pilot survey of these businesses was conducted from April 2003. This sampled
2000 VAT-only businesses, with about 10,000 employees. Businesses with employees
were asked to provide data to a 'reduced' NES questionnaire. The number of
employees in VAT-only enterprises on the business register is estimated at around 1.4
million, though the results of the pilot suggested that the actual number was
considerably lower.
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The results of this larger pilot survey showed that the exercise had value in obtaining
data for employees outside of the PAYE system, which in turn will improve the ONS's
estimates of the distribution of earnings.  While the 'hit rate' is fairly low, in that the
number of businesses reporting employees from the initial sample is very low,
businesses with employees were willing to provide the data sought for the survey.

In light of the findings of the pilot surveys a larger survey, comprising a sample of 5,000
businesses, will be conducted alongside the 2004 annual survey of hours and earnings
(ASHE), which has replaced the New Earnings Survey (NES).

Task 2: A 'pre-pilot' survey should be conducted to identify
whether businesses with a PAYE return also have
employees that are excluded from the records submitted to
Inland Revenue, for example because they do not earn
enough to warrant payable tax.

Action
ONS should address the issue of frame coverage within the NES. In particular the
extent to which the PAYE system is not representative of the population of employees,
particularly low-paid and part-time employees, and how it might be addressed with a
supplementary survey. Task 2 created a pilot survey to assess the number of employers
with PAYE returns that have employees that are excluded from this return.

Overview of approach
The 'off-PAYE' pre-pilot sampled 20 large businesses (those with 1000 or more
employees) to identify the extent to which these companies employ people who are not
on the PAYE payroll. With 100 per cent response, the survey established that the
incidence of employees off-PAYE was small, with just two businesses indicating that
they employed people whose data was not provided to the Inland Revenue.  In each
case the number of off-PAYE employees was less than 5.

This pilot was also used to investigate the degree to which the PAYE extract might be
unrepresentative of the businesses' payrolls at the time of the survey. The pilot found
that there were a number of cases where businesses had employees on their payroll
that were within scope of the sample, but who were not included on the PAYE extract
for that business. Similarly, the pilot identified the 'opposite' type of error in the PAYE
system, in the sense that the PAYE extract indicated an employee working for the
businesses but the business extract showed the employee as missing. This implies a
failure of the dynamism of the PAYE system, to the extent that it is never completely up-
to-date.

Further to this small pilot another survey was conducted with businesses in the hotels
and restaurant sector using a sample of local units, rather than the head office contact
identified in the initial pilot. The rationale for this was that the head office would be
aware of the regular staff employed by the business, but not employees working short



hours for cash when recruitment is devolved to the local level, such as a pub or
restaurant manager.

The results of this pilot, which involved 100 units, were less conclusive. It showed that it
was difficult to obtain data about employees that might be employed on a casual, cash-
in-hand basis. The main problems were associated with difficulty in identifying
businesses with employees of this type (again a very low hit rate was encountered), and
a reluctance on the part of the businesses to provide information when relevant
employees were identified.

In light of this, the ONS will not conduct a further survey alongside the 2004 ASHE.
However, the ONS will continue to assess the feasibility of capturing data for employees
with these characteristics.

Task 4: The ONS business survey of employees' earnings and
hours of work will be modified to address the frame under
coverage.

Action
Subject to the outcome of tasks 1, 2 & 3, ONS should modify the survey regarding the
issue of frame coverage within the NES. In particular the extent to which the PAYE
system is not representative of the population of employees, particularly low-paid and
part-time employees. This new survey design will be used for the NES for 2004.

Overview of approach
In light of the outcome of tasks 1, 2 & 3 the ONS will conduct a survey of VAT-only units
in 2004 to supplement the sample obtained from the Inland Revenue.  The data
obtained from these units will be added to the main survey responses and a weighted
set of survey results published. The inclusion in the survey of VAT-only units will take
the scope nearer to complete coverage of employees in employment.

Task 5:  An enhanced response chasing exercise to be conducted
to estimate the degree of bias caused by non-response.

Action
ONS need to estimate the non-response bias, i.e. the extent to which the response is
not representative of the PAYE sample, particularly for the smallest businesses where
part-time and low paid employees may be more densely concentrated. The enhanced
response chasing exercise will be conducted as part of the NES for 2003 and will allow
ONS to adjust subsequent survey results to address non-response bias issues.

Overview of approach
There are known problems with non-response, for example response rates are higher in
London than elsewhere. To address these an enhanced response-chasing exercise was
conducted for 3,000 individuals who were identified as 'non-respondents' to the 2003
NES in June 2003.



The exercise yielded data for around 60 per cent of these 'non-respondents', but only
40% of businesses. The purpose was to establish the degree to which the
characteristics and earnings of non-respondents differ from those in the main NES.
Initial analysis of the data obtained for the employees shows that the average wage is
different (even after accounting for different occupation, age etc distributions) to that in
the main survey set. The ONS will take this into account when the results for the ASHE
for 2004 are being produced.

Tasks 6 & 7: A survey to be conducted to assess whether data for
employees changing employers is likely to be available for
the survey reference period.

Action
ONS should address the issue of survey exemptions. In particular the extent to which
those employees exempt from the survey are atypical when compared with
respondents. The number of employees reported as having changed employers
between the sample selection and survey reference date has grown substantially in
recent years and accounted for around 30,000 of the non-response to the NES 2002.
Task 6 conducted a 'pre-pilot' survey to assess whether data for employees changing
employers is likely to be available for the survey reference period. Following this task 7
involved a pilot survey at the same time of the NES 2003 to obtain data for employees
exempt from the survey because they had changed their employer (data was sought
from the new employer).

Overview of approach
This aspect concerns employees that leave the employer identified in the PAYE extract
between the sample identification and survey reference periods. This happens because
the Inland Revenue file is taken in February but the forms are printed in March and
despatched in April. These employees are referred to as exemption category 3s (EC3s).
These EC3s account for nearly 30,000 of the total NES response each year. It is likely
that the characteristics of these people will be different from those for whom we do
receive a response (for example, they may be people who move jobs more frequently
than an average employee may).

The pre-pilot work was conducted with 20 'EC3' employees' employers, but the
response to the telephone survey was poor (only 6 companies were prepared to provide
information).

The pre-pilot was followed by a larger pilot in July 2003 when the EC3 employees were
matched to an extract of the Inland Revenue's file taken in May. This pilot consisted of
3,000 employees in the 2003 NES from whom an EC3 response had been received and
who appeared in the May IR sample file as being with a new company. The new
employer was sent a questionnaire for the employee and their data captured. While the
analysis of the data for these employees is ongoing, initial results show that the
employees are typically paid below the level of the 'non-EC3 employees', even after



controlling for occupation and age.  As with the intensive follow-up exercise for non-
response, the ONS will take these findings into account when it produces the results
from the ASHE for 2004.

Tasks 8 & 9: A quality assured methodology for weighting the business
survey results will be developed. The final weighting
method will be applied to NES results for 2001- 2003 prior
to being used for the ONS's business survey of employees'
earning and hours of work in 2004.

Action
ONS should address the issue of inadequate weighting procedures. Task 8 requires a
quality assured methodology for weighting the business survey results to be developed
and applied to the NES results for 2001 and 2002 to generate consultative data sets.
Task 9 applies the final weighting method, which will draw on the outcome of Task 5
(enhanced response chasing to evaluate the non-response bias) to the output from the
2002 and 2003 NES prior to being used for the ONS's business survey of employees'
earnings and hours of work in 2004. Further work will include the issue surrounding the
population frames, the estimation of standard errors for survey outputs, including growth
estimates.

Overview of approach
It is proposed that weighted estimation be adopted for the survey. Responses will be
calibrated to estimated population totals of employees obtained from the Labour Force
Survey. Weighting the survey in this way takes account of non-response and the
uneven coverage present in the current NES. The number of calibration cells is dictated
by the variables chosen, namely sex, age, occupation and location and the need to
keep the number of cells that have no or very small numbers of entries to a minimum.
This uses nine single digit occupation classes, two sex categories, two location
categories (split between London and the South East and elsewhere) and three age
categories.  This results in a model with 108 calibration cells.  Other calibration models
were considered, for example using greater detail in occupation, region and age, but
ultimately this resulted in unacceptably large numbers of cells that were empty of data.

This weighting method has been applied to data for 2002 and 2003 and early results
assessed.  Final data have yet to be produced because of the need to include the data
obtained in the pilot surveys discussed above. When this process is complete the ONS
intends to produce weighted data for all years back to 1992.

The preliminary weighted estimates produce slightly higher estimates for mean and
median gross weekly pay when compared to the un-weighted estimates. Investigations
show that the increase in the estimate because of weighting can be attributed to a
disproportionately low response from employees within high paying occupations.



Task 10: ONS will complete a review of the user requirement for
measures of hourly rates of pay.

Action
ONS should address the issue of the derivation of the estimated hourly rates of pay,
particularly the extent to which data on employees earning below the national minimum
wage can be captured in a business survey. In light of the review of the user
requirement for measure of hourly rates of pay, the ONS will conduct cognitive tests for
appropriate survey questions that are likely to lead to a redesigned questionnaire for the
NES. Additionally this may lead to changes to the household survey of employees'
earnings.

Overview of approach
A consultation exercise was carried out during March and April 2003. The requirement
stems principally from the Low Pay Commission's (LPC) need to analyse estimates of
the numbers of people earning below certain 'low pay' thresholds. The questions in the
NES did not allow the ONS to calculate accurate derived hourly rates for employees
whose pay was affected by absence. For these employees the ONS can estimate pay
for the pay period and 'normal' basic hours in the pay period but this does not directly
link the pay to the hours to which it relates.  In light of this, changes were deemed
necessary.  To take this forward the ONS has conducted a series of interviews with
businesses to test new questions on hourly rates of pay, pay and hours of work.  This
cognitive testing phase concluded with a decision to include a question on hourly pay
rates in the ASHE for 2004.

Task 11: ONS to conduct a survey of employers to assess the
degree to which data on hours worked are available.

Action
ONS should address the issue of whether respondents are able to provide hours
worked data required for a Labour Costs Index at reasonable cost and to an adequate
level of quality.

Overview of approach
The ONS conducted a survey of businesses participating in the monthly wages and
salaries survey, supplemented with a small sample of businesses contributing to the
NES, to assess the degree to which they were able to provide data on hours of work.
The survey showed that data on hours actually worked could not be provided by
businesses. Data on hours paid were available with varying degrees of difficulty
depending on the size of the business and the nature of the employees' working
arrangements.

The ONS conducted a follow-up to the survey and found that while businesses
understood the theoretical distinction between hours worked and hours paid, many
perceived them as the same thing.  This was either because there were no unpaid
hours worked in the company or because they did not collect unpaid hours information.



Hours paid but not worked information was also not easily available, as few businesses
record all leave information.

The main areas of difficulty centred on businesses not recording at a single point, the
amount of time employees are absent for reasons such as sickness or holidays.
Similarly, unpaid overtime information is almost universally unavailable from
businesses.

Tasks 12, 13 & 14: ONS will review the quality of earnings and hours data
obtained in the LFS with a view to improving their quality,
taking into account the survey changes that will arise as a
consequence of the NS quality review of the LFS, including
the documentary evidence, the impact of proxy responses
and the use of 'donor data'. ONS will publish a plan for
increasing the quality of classification - by public/private
sector - of the existing employment and jobs data available
from LFS, will review the issue of exclusion of employees
in communal establishments and investigate poor/falling
response rates.

Action
ONS will review the quality of earnings and hours data obtained in the LFS with a view
to improving their quality. The review, conducted as Task 12, will be conducted with due
cognisance for the redevelopment of the Continuous Population Survey (CPS) that is
currently under development and take account of survey changes that will arise as a
consequence of the NS Quality Review of the LFS. The issues include the quality of
earning and hours data that are provided without recourse to documentary evidence,
the impact of proxy responses on earnings and hours estimates and the estimation
process whereby hourly rates are produced using 'donor data'. As regards the
classification of occupation and industry, this issue was addressed by task 13 in the NS
Quality Review of LFS. The Implementation Plan for that review notes that "ONS will
publish a plan for increasing, to the extent possible, the quality of classification - by
public/private sector - of the existing employment and jobs data available from the LFS.
Task 14 adheres to the Implementation Plan for the NS Quality Review of the LFS,
which states that "ONS will publish an article setting out a proposed plan for extending
the coverage of the LFS to communal establishments. The issue regarding the
poor/falling response rates is detailed with under section 5.3.2 of the NS Quality Review
of the LFS and its associated implementation plan.

Overview of approach
The LFS development plan notes that several proposals have been made in the context
of improving the outputs. One development is to rethink the balance between the main
LFS panel and the enhancement samples that build up over the year to produce a
minimum number of economically active adults in each region. Furthermore the LFS
panel comprises five separately sampled cohorts each with their own pattern of non-



response bias and therefore each should be weighted separately. This means a much
smaller sample for each weighting block but it should improve precision. It is planned
that population estimates should be developed more specifically for the LFS and any
new weighting system will take advantage of this development. The quarterly weighting
model will also be simplified.

The development plan should also address the issue of data quality. Many of the LFS
questions were developed a long time ago and while they were tested for face validity
by normal piloting methods they were not subject to full cognitive testing. Now, as the
measures provided by these questions are subject to more detailed and exacting use,
ONS is reviewing whether they can be improved. In particular the measures of hours of
work are coming under increased scrutiny and a programme of cognitive testing for the
existing questions and any suggested alternatives has begun.

The information respondents, particularly proxies, can give about the business of their
employer means that the industrial classification of employees from LFS is inferior to
that obtained from employer surveys.  Thus the ONS has embarked on an experiment
to see if interviewers in the field can link information given by LFS respondents to the
Inter-Departmental Business Register (IDBR) entry and check the link with the
respondent in real time. Where this is the case the IDBR classification of industry can
be used in the LFS data-set. These data quality initiatives will improve the coherence of
estimates from different sources.

Like all other general population continuous government surveys, the LFS is a
household survey.  However, this means that the surveys cover a slightly more
restricted population than the Census.  Some users have said they would like the LFS
extended to cover people not living in private households, i.e. in communal
establishments. This will require some development work that has already begun to
build on a feasibility study done several years ago.

Task 14: ONS to address the issue of the combination of
businesses and household survey data in generating
estimates for low paid employees.

Action
ONS to review the relevance of the current methodology that underpins the 'central
estimate' for the low paid in light of changes planned for the business survey, including
changes to frame coverage, adjustments to address non-response bias issues, survey
exemptions and inadequate weighting procedures (see recommendations 4, 5, 7 & 9).

Overview of approach
A project has begun to review the methodology for assessing the number of employees
earning below the national minimum wage.  This will take into account the outcome of
the methodological changes to the ASHE, in the expectation that the new weighting



method will yield a single source for the estimate.  However, user requirements dictate
that the existing method should also be applied to data in 2004 to allow a comparison of
the impact of the change in the methodology to be made.  The work will be taken
forward using the weighted data for historical data sets that are set to be produced as
part of Task 9.

Tasks 16 & 19: The ONS will develop a stratification system that best
meets the output needs, while minimising respondent
burden.

Action
The review found that the current survey designs are sub-optimal and can be improved.
ONS should assess whether a new sample design for the NES would improve efficiency
while maintaining robust estimates of the required outputs. A project will be established
to consider the methodological redesign of the business survey of employees' earnings
and hours of work. Task 16 asks how, while retaining its current sampling base of
specific national insurance numbers to yield the benefits of data linkages, the
representativeness and efficiency of the NES sample can be improved in terms of
sample efficiency and respondent load distribution, using stratification. Task 19 tackles
the issues of how the load on small businesses should be managed when the unit of
selection is the employee.

Overview of approach
Initial work on this focussed on determining which variables were best associated with
pay. Finding these meant that strata could be defined that would form the basis of the
weighting structure. The NES 2000 response file was used for this analysis, and both
hourly and weekly pay was examined. Analysis of Covariance (ANCOVA) was used,
and a wide range of possible prediction variables were tested for inclusion in the model,
including sex, age, occupation, workplace employment, industrial classification, region,
full-time/part-time markers and so on. Many of these variables can be grouped in
different ways.

Many different combinations of variables were tried, and stepwise techniques were
employed. The findings of the ANCOVA show that occupation is by far the best single
predictor of pay. Combinations of other variables with occupation were tried, and though
some others explained earnings relatively well on their own, were found to be
superfluous when combined with occupation.

This work yields an approach to stratifying the survey, but in light of the pressures on
the survey design in 2004 and the need to ensure that all user requirements can be met
from the new survey, stratification for the ASHE will not be introduced until 2005 at the
earliest. Work to investigate how to minimise respondent burden is planned in the
coming months.



Task 17: ONS to investigate what alternative sampling frames might
be available for a supplementary business survey, and how
these alternatives might be linked to other sources, for
example through personal identification numbers, to
improve accuracy and coherence and minimise burdens.

Action
The review found that the current survey designs are sub-optimal and can be improved.
ONS should assess whether a new sample for the NES would improve efficiency while
maintaining robust estimates of the required outputs. A project will be established to
consider the methodological redesign of the business survey of employees' earnings
and hours of work. Task 17 will be considered as part of the development of the
weighting method to be produced as a consequence of the review of the inadequate
weighting procedure (recommendation 9).

Overview of approach
A project was established shortly after the release of the final report of the National
Statistics Quality Review of the Distribution if Earnings.  The project team considered
alternative sources for a business survey of employees' earnings.  This process
included looking at the survey designs in other leading National Statistics Institutes.
The project team concluded that the use of the sample obtained from the Inland
Revenue's systems in conjunction with an adequate weighting system should allow
ONS to produce high quality estimates of the distribution of earnings.  The decision to
retain the Inland Revenue extract as the main sample for the survey, supplemented by
a sample of businesses selected from the VAT-only section of the business register,
allows ONS to retain some of the significant benefits that pertained to the NES. These
include the ability to build a longitudinal dataset, which has been identified as an
important user requirement, and to identify individual employees within a business
rather than relying on or requiring businesses to identify the sample of employees
themselves.  This latter point reduces the burden on the business and enhances the
degree of randomness obtained in the sample.

Task 18: The ONS needs to agree the level at which multi-way
analyses are required, can be produced, and their
frequency (for example, are occupation by industry data
required less frequently than annually? are sector level
data more important than industry in the context of
assessing pay?).

Action
Task 18 will be considered as part of the development of the weighting method to be
produced as a consequence of the review of the inadequate weighting procedure
(recommendation 8). That process will yield estimates of the quality of the survey
estimates and when accompanied by an assessment of the range of the current survey
outputs will allow the ONS to redefine the content of the survey publications.



Overview of approach
As with Task 17 the project team looking at the methodological redesign of the survey
took forward this task.  The project team considered which outputs from the NES were
required each year and assessed the quality of the estimates currently being published.
The latter aspect has involved developing estimates of the standard error for statistics
produced using the new weighting methodology.  The development of standard errors
for mean and quantiles will allow users and the ONS better to judge the quality of the
data obtained from the survey.  This will yield an understanding of the limitations of the
survey in terms of the amount of data that can be released, for example at the small
area level.

In addition to assessing quality, this task was taken forward as part of the redesign of
the questionnaire underpinning the survey.  This redesign process involved a user
consultation exercise that attempted to identify the user requirement, which also
encompassed the requirements set out in Task 10 above.  The conclusions of the
exercise will allow the ONS to develop a new publication for the ASHE in 2004 that
should meet the user requirement with data of suitable quality.

Task 21: The ONS should estimate standard errors for survey
outputs, including growth estimates.

Action
The project will develop the estimation methodology for producing the required standard
error statistics.

Overview of approach
The ONS has developed the methodology to produce un-weighted and weighted
estimates of the standard errors of levels of quantiles and the differences in them. In the
case of the former, this is by using formulae, and for the latter, the bootstrap method.

Estimates of the weighted median, upper and lower deciles and upper and lower
quantiles, and their standard errors, have been calculated. The weighted estimates and
their standard errors are greater than the un-weighted ones, behaviour that has been
seen already in the estimates of the mean.

The results also reflect the skewness of the distribution of weekly pay. The standard
error of quantiles increases with the quantile (for example, the standard error of the 10th
percentile is smaller than that of the 25th percentile, etc.). The large and outlying pay
records, and the relative sparsity of them, make reliable estimation of the upper
quantiles more difficult (i.e. the standard errors will be larger) than the lower ones,
where there is a greater density of similar values.



 Task 25: The ONS will establish a project to consider whether there
is scope for more responses to be obtained directly from
employers' payroll systems. If appropriate the project will
recommend how to amend the data collection processes.

Action
The review recommended that ONS considers whether there was scope for collecting
earnings data from businesses in a better way.

Overview of approach
This Task is now underway as part of the ASHE 2004 survey.  It involves the ONS
contacting all businesses with more than 3,000 employees and inviting them to
participate in the survey electronically.  This allows the business to provide data in a
way that is most suitable for them.  The task will further be developed as part of the
ONS's electronic data collection initiative, which ultimately should allow users to provide
data via an internet connection using electronic survey questionnaires.

Tasks 27-32: The review found that one of the top priorities for earnings
statistics was the provision of a monthly estimator of
inflationary pressures emanating from the labour market.
In this respect the Average Earnings Index (AEI) is
currently used, but was found to be short of the ideal. The
review also found that the presentation of the AEI including
bonuses as the "headline rate" placed too great an
emphasis on this more volatile measure. Similarly, the
reliance on growth estimates that compare periods 12
months apart means the signalling of turning points may
be delayed. There are a number of complementary
indicators that might be developed to augment the short-
term data currently available, and these should be explored
further.

Action
Task 27: The ONS will establish a project to develop a quarterly Labour Cost Index.
Task 28: The ONS will establish a project to assess the feasibility of developing annual
labour price indicators from existing sources.
Task 29: The ONS will develop an index of gross wages and salaries, an Average
Earnings Ratio.
Task 30: Using the current monthly wages and salaries survey, from which the AEI is
produced, the ONS will develop a new indicator of growth in pay excluding bonuses and
arrears, which will ultimately form the basis for the 'headline rate' of growth.
Task 32: The ONS will review the use of comparative estimates for points 12 months
apart as the basis for its indicator of growth in the AEI.



Overview of approach
Task 27:
The ONS has developed a methodology to produce a quarterly Labour Costs Index
(LCI).  The index uses the data obtained in the MWSS as its primary input set for the
numerator. The denominator takes data on employment, again obtained in the MWSS,
and combines them with hours worked information captured in the LFS.  The pay data
in the numerator is supplemented with information on other non-wage labour costs that
is derived from existing sources, to produce a total LCI. While the methodological
development has concluded, data issues remain to be addressed before an
experimental series can be released. In light of this, the ONS expects to have an
experimental LCI ready for release in Spring 2004. The LCI will be produced in three
forms, each available at the SIC section level and for the public and private sectors
separately:

Labour Costs Index for Wages and Salaries, including bonuses, per hour worked
(LCI (WAG));
Labour Costs Index for Other Labour Costs, primarily national insurance
contributions and occupational pensions, as well as sickness and maternity pay,
per hour worked (LCI (OTH))
Total Labour Costs Index (LCI (TOT)).

Task 28:
This work is going forward under the aegis of a programme agreed with Eurostat (the
European statistics agency).  As part of the preliminary work, the ONS contacted a
sample of large (>500 employees) businesses within the aerospace sector that were
providing data to the Monthly Wages and Salaries Survey (MWSS).  This yielded a
sample of businesses willing to participate in a pilot project. The companies are
currently providing data on a sample of their employees and the ONS is compiling these
data prior to assessing the feasibility of constructing a LPI on a larger scale. The pilot
will continue to run until the summer of 2004.

Work on developing a LPI using both hedonic and classification methods is continuing.
This approach involves using the existing data available to the ONS, primarily from the
NES, to assess the value, viability and resulting quality of an annual LPI.  The approach
is limited by the available data but the ONS expects to be able to make significant
progress by the first quarter 2004.

Task 29:
The Average Earnings Ratio (AER) differs from the AEI in that its target statistic is the
average weekly earnings for all current employees whereas the AEI's target statistic is
the growth in average earnings for a fixed distribution of employees by industry. The
data source used to calculate the AER is the same as for the AEI (the MWSS) but, as
the AER does not use a matched pairs approach, all the data received in a month are
used to produce the AER. As well as using a ratio methodology, of wages and salaries
to number of employees, the AER also incorporates new imputation and outlier
methodology.



The development of the AER methodology has concluded and once some remaining
data issues have been addressed it will be released as an experimental National
Statistic. The ONS anticipates that the AER will be released alongside the experimental
LCI.

Task 30:
The AEI is National Statistics' key short-term indicator of how levels of pay are changing
within the economy of Great Britain. There has been considerable interest from users of
the AEI in a seasonally adjusted series that excludes both bonus payments and arrears
of pay, which some users see as changes in the level of "basic pay".  A not seasonally
adjusted AEI series excluding bonus payments and arrears of pay has been available
since March 1996, the first month that data on bonuses became available.  However, it
is only recently that a long enough data span (without any discontinuities in data
excluding bonus payments) suitable for seasonal adjustment has become available.

From November 2003, the ONS has released a seasonally adjusted excluding bonus
payments and arrears of pay series in the Labour Market Statistics First Release.  It is
also available on the National Statistics website, www.statistics.gov.uk .

Task 32:
This issue is being taken forward as part of a wider ONS initiative to look at the
presentation of indicators of change.  That work includes the AEI and once it reports its
recommendations will be considered as part of the process of presenting the AER and
LCI.

Contact Point
For more detail on this project contact
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Employment, Earnings and Productivity Division
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