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1: Introduction and key findings

Thisisastudy of the potential economic impact of the
proposed western extension to the central London
congestion charging scheme.

Wereview material produced by Transport for London and
GLA Economicsin an attempt to understand what has been
the impact of the existing congestion charge scheme, and
what might be the potential effects of the proposed extension
to the west.

TiL’s evidence on the impact of the existing charge

After abackground section, wereview the evidence
presented by Transport for London on the economic and
business impact of the existing congestion charge scheme.
This evidence provides much of the basis for their views on
the likely effects of the extension of the scheme to the west.

In essence, TfL claim to have looked for an economic
impact from the existing charge, and haven’t found one.
Therefore, they argue, the effect has been ‘neutral’. We're
not convinced they have looked hard enough.

There are systematic problems with the research presented
by TfL; the conclusion of a ‘neutral’ impact is not adequately
supported. TfL’sprogramme of research:

8 doesnot properly track central London’s performance
before the introduction of the charge — so robust
before-versus-after statistical analysis cannot be done

8§ s, all too often, comparing chalk with cheese — by
benchmarking business activity in the globally unique
business districts within the congestion charge with,
typically, more residential, more deprived and lower
value business areas elsewhere in London

§ isnot fully transparent nor isit open to rigorous
scrutiny — often using black box research methods,
or datasets that are not in the public domain

Differences between the central zone and the western area

We then consider the economy of the area of the proposed
western extension — and compare it against that of the
current charging zone.

Thereisamarked difference in the mix of businesses. The
western area has much lower concentration of finance and
business services — 25 per cent of jobs compared to the
charging zone’s 52 per cent; but it is much more heavily
dependent on hotels, restaurants, retail and consumers’
services. This meansthe proposed extension area has
greater exposure to those sectors that are most likely to be
negatively effected by the charge.

Analysis of the TfL data suggests that the western area
contains a higher proportion of small and medium sized
enterprises than the central zone. With smaller companies
likely to be disproportionately affected by the congestion
charge, the western extension area may suffer a greater
impact from the charge than the existing core zone.

© centre for economics and business research Itd, 2005
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Meanw hile, although the residents of the extension area are
relatively high income earners, people who work there are
not — with average earnings of workersin Kensington and
Chelsea below the London-wide average. The costs of the
congestion charge will, therefore, have a bigger
proportionate effect on the cash flows of the lower income
employees, and lower value businesses, working in the
western areathan on the more affluent employees and
businesses of the central area.

There are also fundamental differences between the
transport provision in the western area and that in the
central zone. The latter is at the centre of one of Europe’s
most dense radial networks of metro, rail and bus services;
the western extension is, at best, on the periphery of this.
Thisisreflected by almost double the proportion of people
working in Kensington and Chelsea travelling there by car or
van than in the central boroughs. The greater dependence of
the western area’s labour market on car travel suggeststhe
congestion chargewill impact more significantly there
than in the central area.

Potential impact on businesses in the western area

Finally, we consider the potential impact of the extension on
businessesin the area.

There is not the scope within this study for athorough
investigation of the economic impacts — indeed, thisis what
TfL should do. But we have made some indicative estimates
based on the information and analysisin the TIL/GLA
Economics' own report on the subject and some rough-and-
ready, but not implausible, assumptions.

Overall, our calculations suggest that almost £ billion
(E236 million) of turnover could be lost to businesses
currently in the area of the proposed western extension.

Sectors with a disproportionately high concentration in the
western area, especially in comparison to the central zone,
would be hit hardest by the charge: almost £100 million of
revenues lost to the area’s retailers; and nearly £100 million
lost to hoteliers and restaurateurs.

The TfL analysis suggests there will be gains.

Overall, our calculations suggest that businesses in the area
would save £29 million in reduced transport and
communications costs. There may also be opportunitiesto
reduce staff headcount and costs to reflect lower demand
and supposed improvements in productivity. However, any
gains are likely to be out -weighed by the loss of sales —
and, consequently, profitswill be squeezed.

© centre for economics and business research Itd, 2005
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Meanwhile, lower sales, and improvementsin productivity,
will mean the congestion charge will have a negative impact

on the number of jobsin the proposed charge extension area.

Depending on how flexibly businesses can respond, in
excess of 6,000 jobsin the area could be threatened if the
congestion charge is extended.

Wedo not pretend that our analysisisanything other than
indicative — but our estimate of the size of the economy in
the extension areais conservative, and our assumptions
about the size of impacts is consistent with the only
relatively substantive piece of quantitative research on
business impacts by TfL/GLA Economics.

© centre for economics and business research Itd, 2005
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2. Background

Congestion charging was introduced in central London in
February 2003. It contributes directly to four of the Mayor's
transport priorities:

§ toreduce congestion
8 to makeradical improvementsin bus services
8 toimprovejourney timereliability for car users

8 tomakethedistribution of goods and services more
efficient

It isalso intended to generate revenuesto support the
Mayor's transport strategy more generally.

The congestion charge wasintroduced as a £5 daily charge
for driving or parking a vehicle on public roads within the
congestion charging zone between 0700 and 1830 hours,
Monday to Friday, excluding public holidays. It has, today,
been raised to £8.

The central London congestion charging zone is covers 22
square kilometresin the heart of London, including centres
of government, law, business, finance and entertainment.

Sinceitsintroduction, road speeds have improved in the
charge area. The latest monitoring report, from the Mayor’s
transport executive, Transport for London, suggests that:

§ delaysin the zone and during the charging period
have reduced by an average of 42 seconds per
kilometre after the introduction of the scheme
(although the more recent surveys may suggest some
increase in congestion)

8 therearereductionsin congestion in areas just
outside the zone — both on theinner ring road and
the main radial routes approaching the zone
(although these reductions are now smaller than
those seen in 2003 immediately after the scheme’s
introduction)

§ total traffic volumes entering the charging zone

during charging hoursin both 2004 and 2003 were 18
per cent below the pre-charging levels of 2002

TfL are now consulting on proposalsto extend the
congestion charge zone to areas to the west of the current
zone.

© centre for economics and business research Itd, 2005
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3: The Mayor’s evidence of the economic impact of the congestion charge scheme

In this section, we review the evidence published by the
Greater London Authority and Transport for London on the
economic impact of the congestion charge scheme.

TfL have responsibility, and a significant budget, for
monitoring and analysing the impacts of the congestion
charge. The research into the economic and business effects
arereported largely in two key reports.

Thefirst is Transport for London’s Central London congestion
charging: Impacts monitoring third annual report published in
April 2005. In the sixth chapter, its authorsreport on and
interpret the findings of an ‘extensive research programme’
into the ‘business and economic impacts'.

It concludes:

§  Resultsfrom an extensiveresearch programme suggest that congestion
charging has had a broadly neutral impact on overall business
performancein charging zone.

8  Measuring business performancein terms of variables such as
employment, numbers of businesses, turnover and prdfitability fail to
find evidence of an effect from thescheme. ...

§  Sectoral evidence from the business performance research programmeis
inconclusive. Some sectors within the charging zone have shown better
performancethan outside the zone. Other sectors have performed worse
insidethe zonethan outside Thesedifferences areall rdativdy small,
and arenat consistent between different datasets. It is not possible to be
certain what part of these small differences (positive or negative) result
from the congestion charge. .......

§  Thecondusion of thisanalysisisthat congestion charging has had a
broadly neutral impact on the economy of central London, and that
impacts on individual business sectors, including retail, are sell.

[Congestion charging: Third annual monitoring report, pp4-5 repeated pp68-69)

The second is GLA Economics Working paper 12: The
congestion charge'simpact on retail — The London experience
written by Mohammed Quddus, Alon Carmel and Michael
G H Bell and published in May 2005.

This report concludes that:

[the congestion charge] appears to have had a significant impact on John Lewis
Oxford Stredt, though it is not possibleto be confident about the exact size of this
impact. ........ When examining theimpact on salesin the central London retail
sector asawhole, theresults suggest that therewas noimpact.’

[GLA Economics Working Paper 12, p24]

Overall, these documents comprise the Mayor’s case that the
congestion charge has had a neutral impact on the London
economy.

We have reservations about each of the eight elements of
the Mayor’s ‘extensive research programme’, and we are
not convinced that the overall conclusion drawn from itis
sound.

© centre for economics and business research Itd, 2005
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I Analysis of the Annual Business Inquiry
The first element of the Mayor’s ‘extensive research Annual change |n.employee jobs .
programme’ was analysis of the Office for National Statistics’ Charging zone Rest of inner London
annual businessinquiry survey. 0% -

The ABI is probably the government statisticians’ most

comprehensive investigation of United Kingdom companies’ -1%
performance, with a sample of 77,000 enterprises. It isthe

basis of much detailed and authoritative applied economics

research. 2% -

The third annual monitoring report summarises analysis of
this data, and finds no significant overall effect from the 3% -
congestion charge:

@ 2001 vs 2002 W 2002 vs 2003

TfL considers the most reiable conclusion [from its analysis of the ABI data] is
that [the congestion charge] has no significant effect overall, and at most small Annual change in business units
effects within individual sectors.
Charging zone Rest of inner London

[Congestion charging: Third annual monitoring report, p75] %

We do, though, have some issues with the depth and 2%
robustness of this research. 1% _-
0% -

First, the TfL analysiswas restricted to datarelating to

employment and to the number of ‘business units’ within the -1% -
congestion charge area. Sadly, there was no analysis of data
on relevant company financial information — e.g. turnover 12
or profits — which one would expect would be the most -3% -
sensitive to any impact of the congestion charge.

2001 vs 2002 @ 2002 vs 2003
Source: Transport for London, Congestion charging: Third annual monitoring report, pp74-75

© centre for economics and business research Itd, 2005 10
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Second, the choice of ‘control’ variable — the benchmark
against which the performance of the congestion charge area
before and after introduction iscompared — is questionable.

Asthe graphs show, the TfL analysis examines the rates of
growth in jobs and business units for the calendar years
before and after the introduction of the charge. It compares
these rates for the congestion charge area with those in the
rest of ‘Inner London’ — defined as the boroughs of
Camden, Hackney, Hammersmith and Fulham, Haringey,
Islington, Kensington and Chelsea, Lambeth, Lewisham,
Newham, Southwark, Tower Hamlets, Wandsworth, and
Westminster, plus the City of London.

But therest of Inner London isfundamentally different to
the congestion charge area. In comparison to central London,
the area chosen by TfL asits benchmark:

§ ismore residential

8 hasadifferent mix of businesses — with far less
‘City-type’ financial and business services companies,
and relatively more trades, manufacturing and retail

8 hasasmaller proportion of larger companies based in
it, and a greater dependence on small employers

8 hasfewer workers commute there by rail

8§ ismore deprived

London’s central business district — which, not surprisingly,
isan aimost identical areato the current congestion charge
zone — isunique, and one would not expect other areasin
London to share its economic characteristics or performance.

Given the significant differences between the congestion

charge areaand therest of Inner London, we do not believe
anything can be meaningfully inferred from TfL'sanalysis.

The differences are illustrated further when we compare the
western extension areato the existing charging zonein
section 4.

The choice of control is more puzzling when one considers
the alternatives. In particular, more robust analysis would
have been possibleif alonger period of data, before the
introduction of the congestion charge, was considered. Then,
statistical methods could have been used to model the trend
in the zone before the charge in order to make a more robust
estimate of what would have happened in 2003 without the
new toll. Thisform of ‘econometric modelling’ has been
deployed by GL A Economics to other datasets.

The annual business survey has existed in its present form
since 1998; before that its predecessor surveys — the annual
employment survey, the annual census of production, and
the construction, and the distribution and servicesinquiries
— collated largely comparable information. So data should
have been available to TfL to conduct longer run analysis.

© centre for economics and business research Itd, 2005
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Images from the congestion charge area Images from the rest of inner London
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Third, closer scrutiny of the ABI employment data
contradicts TfL’s conclusion.

TfL report that, in the year before the introduction of the
charge, the number of jobsin the zone fell by 1.0 per cent
(approximately 11,000) but, in the year after, the declinewas
arrested to only 0.1 per cent or 1,000 jobs.* They suggest this
slowing of the decline indicates that the charge has had no
negative impact.

However, much — if not all — of the improvement in central
London employment comes from sectors which one would
not expect to have been impacted:

§ 4,000 extra jobs in 2003 were created in ‘public
administration’

8§ 1,000 extra jobsin 2003 were in construction

§ 13,000 of the jobs lost in 2002 were in finance and
business services — a sector with a high proportion of
rail-based commutersin its workforce, and relatively
low proportion of costs based on road transport

After stripping these sectors out, employment in the
congestion charge zone actually fell by 6,000in the year
after introduction — compared to a marginal increasein
the year before.

Annual change in employee jobs in the congestion
charging zone, thousands

All jobs

All jobs
excluding
public services

All jobs
excluding
public services
and
construction

All jobs
excluding 0
public services,
construction
and R&BS

B 2002 vs 2001 B 2003 vs 2002

* On p73 of Congestion charging: Third annual monitoring report, the declines in employee jobs are Source: cebr calculations using TIL/GLA Economics data — Congestion charging: Third annual monitoring
reported as 0.9 and 0.2 per cent; the table on p76 suggest they are 1.0 and 0.1 per cent report p76 and Congestion Charging_] Proposed Western Extension: Economic and Business Impact p13

© centre for economics and business research Itd, 2005 13
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i Analysis by Beta Model Limited

The second element to the Mayor’s evidence is analysis
conducted by Beta Model Limited and discussed in the third
annual monitoring report.

BetaModel Limited were commissioned to compare the
performance of enterprises within the charging zone with
those outside. According to TfL, The Beta Model uses a
combination of a business database from Experian/Yell and a
series of analytical tools for reconciling business and
economic trends.

The conclusions of thiswork are that:

...theimplementation of the charging zone does nat appear to havehad an
impact on theongoing declinein numbers of enterprisesin thearea. Thelow
comparative growth rateis a persistent problem and morelikdy to bestructural
than policy rdated.

[Congestion charging: Third annual monitoring report, p77]

Although itisquoted in TfL'sreport, thisresearch isyet to
be published — soitishasnot been possible for usto
scrutiniseit. However, the brief description of the work
provided by TfL suggeststhisresearch may suffer from
similar problems as the analysis of the ABI data.

First, the Beta Model Limited analysis has only covered data
on number of enterprises, one-year survival rates and
measures for formation and deformation rates.

These are among the least sensitive measures of business
performance, and are unlikely to beinfluenced in the first
year of the congestion charge — which is the period for
which thisresearch has been conducted. As before, this
analysis failsto cover more responsive, and relevant,
business performance measures — such as turnover or
profit.

Second, the research apparently attemptsto compare the
performance of central London after the introduction of the
congestion charge with ‘longer term trends’. However, these
trends are established from analysis of data for the period
April 2001 to April 2004. It will be interesting to see how
long-term economic trends have been estimated and
modelled from only three years of data. In econometric
modelling, by comparison, one would typically examine
data covering at least one business cycle (seven to fifteen
years) to establish any benchmark trend.

Third, performance within the congestion charging zoneis
compared against that of London asawhole. As before, the
substantial differences between the economies of central
London and the rest of the capital city callsinto question the
relevance of this comparison.

© centre for economics and business research Itd, 2005
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lii: Analysis of Dun and Bradstreet data

The third element of the Mayor’s evidence is analysis of the
‘Dun and Bradstreet database’ to assess the impact of the
congestion charge on business turnover and profit.

The approach taken isto compare data on growth in
turnover and profits from 2002 and 2003 for companiesin
the congestion charging area with those elsewhere in
London.

The third monitoring report provides little detail on the
nature of this database — or how it has been treated. It is
probable that much of it is built from statutory accounts filed
by limited liability companies with Companies House.
Analysis of thistype of data can be troublesome — e.g. data
with inconsistent time periods, inconsistent accounting
treatments, inconsistent and incomplete categorisation of
companies’ activities, long lag times before publication of
data. We can only assume that any such problems have been
resolved appropriately.

It is clear, however, that the sample analysed has been
substantially restricted. Because profits and turnover are
reported at the company level and not by business site, the
analysisislimited to companies in the database most likely
to be single site operations — those with turnovers of less
than £1 million. As TfL acknowledge, ‘this does exclude
quite alarge proportion of central London businesses’.*

* Mayor of London/Transport for London, Congestion charging: Third annual monitoring report p77

According to TfL, ‘Theresults .... show that, for most sectors,
the charging zone has performed better or aswell as
comparable areas outside the zone. .... This[sic] data
therefore supportsthe view that there are no significant
impacts of congestion charging on business overall or within
individual sectors'.* The graphsillustrate their data.

Although it should be commended for examining profits and
turnover, this analysis suffers from the persistent
weakness of TfL’sresearch: the use of inappropriate
control variables. As before, the performance of businesses
in the charging zone is compared against that of others
elsewhere in London. The growthsin turnover and profit of
businesses in the congestion charge area are compared
against those in ‘West central London’, ‘Other inner London’
and ‘Other outer London’. But the very different nature of
businesses in the central area versus those elsewherein
London — even between businesses in the same ‘sector’ —
makes this comparison unsound.

Meanwhile, only one year of data has been analysed — so
there is no before-versus-after comparison. TfL do not look
back over alonger period and model statistically the pre-
existing trend in the congestion charge area.

It is, though, interesting to note that — ignoring the
inappropriate comparators of businesses elsewhere in
London — profit levels among central London’s smaller
retail and hospitality businessesfell sharply in the year
after introduction of the congestion charge.

© centre for economics and business research Itd, 2005
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Change in sales value from 2002 to 2003 for businesses
with less than £1 million turnover

|@1 n

All businesses

Wholesale and
other distribution

Transport and
communications

Retail

Public |
administration

Other services

Manufacturing
and construction

Hotels and
restaurants

Financial and
business

Jren

10060 0 1% 2% 30% 4% S0%

Charging zone West central London

O Other inner London O Cther outer London
Source: Mayor of London/Transport for London: Congestion charging: Third annual monitoring report, p78

Change in profits from 2002 to 2003 for businesses
with less than £1 million turnover

All businesses
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Iv: Analysis of the London Annual Business Survey

The fourth element to the Mayor’s research programme is
analysis of responses to the London Annual Business Survey.

First conducted in 2003 and again in 2004, the telephone
survey of over 4,000 private-sector businessesis produced
for the London Development Agency and Business Link for
London.

GLA Economics have analysed the results of the 2004
survey, splitting the respondents into those based inside the
charging zone and comparing these to businesses based in
the rest of central London.

The only evidence presented in the third annual monitoring
report from thisanalysisis a single graph showing the
balance of businesses reporting increased versus decreased
turnover, profitability, productivity and employment. The
graph isreproduced opposite.

TfL’sinterpretation of these data is that:

Businesses within the charging zone seem to have performed slightly better than
businessesin therest of central London (although the differences are small and
arewithin themargins of error of the estimates). Once again, no effect of the
congestion charge can bedetected in these data.

[Congestion charging: Third annual monitoring report, p79

The analysis of the London Annual Business Survey is not
compelling.

First, although the survey has a large response from across
London, the sample sizesfor the analysis of central London
aresmall:

The achieved samplefor the charging zonewas around 380 businesses, whilst
that for central London .... was around 550.*

[Congestion charging: Third annual monitoring report, p79)

* |t is unclear whether this means that the sample for the ‘restof central London’ is around 500 or 170.

Balance of businesses reporting increases minus those
reporting decreases over the past 12 months, 2004

0% A
40% A

30% A
20%
10% A

0% -

Turnover

Profitability ~ Productivity =~ Employment

Charging zone @ Central London (excluding charging zone)

Source: Mayor of London/Transport for London: Congestion charging: Third annual monitoring report, p79

© centre for economics and business research Itd, 2005
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Second, it is doubtful whether the use of the rest of central
London as a benchmark, against which the performance of
the charging zoneis compared, is appropriate — given the
extent to which business activity inside the congestion
chargering differ from those outside.

Third, there are no data over time with which to identify
trends— and, unfortunately, this survey was not conducted
before the introduction of the charge. So, thereis no before-
and-after comparison.

Fourth, the recording and analysis of ‘balances’ — i.e. the
difference between the number of respondentsreporting an
increase and the number reporting adecrease — is
rudimentary and does not capture the extent to which
business performance in individual companies hasimproved
or deteriorated.

© centre for economics and business research Itd, 2005
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v: Analysis of property prices

The fifth element of the research programme is analyses of
the impact on commercial and residential property prices.

TfL’sapproach to testing the impact of congestion charging
on both the commercial and residential property markets
was to compare performance since the introduction of the
scheme with ‘recent background trends', using ‘appropriate
control areas’.

Commecial propety prices

For commercial property, Investment Property Databank
carried out analysis of their own database of values. Rental
growth rates and yield movements were examined in two
locations: the area situated inside the congestion charge zone
but within one kilometre of the boundary; and the remaining
inner core of the charge zone. These data were then
compared with inner London outside the charging zone.

According to TfL, the conclusion of the IPD study isthat
‘there was no strong evidence of a positive or negative
impact of the charge on the property market in or around the
charging zone' .*

Littleispresented in thethird annual monitoring report to
show how thisconclusion wasdrawn. Thereport’s
narrative gives little detail on the method deployed in this
study; the appearance is of an approach which is largely
gualitative, even judgemental.

* Mayor of Londor/Transport for London, Congestion charging: Third annual monitoring report p80

We are concerned that this analysisfallsinto many of the
same traps as the other research.

First, it appearsto focus on only one year: 2003. Nothing is
presented that suggests any analysis has been conducted into
thetrend over timein either rents or yields — so it isunclear
how ‘recent background trends’ could have been accounted
for in any systematic fashion.

Indeed, one would expect any analysis of the impact on
property pricesto cover data from a much longer time
period. Given therigiditiesin property markets, impacts can
take a significant time to work through the system and be
reflected in valuations or contracts. At one extreme, prices
may start to be affected on announcement of the congestion
charging scheme — with the market factoring in itsfuture
potential effects. On the other hand, the full effects of the
scheme can only be properly assessed when a significant
proportion of properties have been re-valued in the market;
as most leases are for periods in excess of five years, one year
of data will reflect only a small proportion of the property
stock.

Second, the study failsto use appropriate control areas —
with London’s unique central business district being
compared against the often very different rest of inner
London.

© centre for economics and business research Itd, 2005
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It is also interesting to note that, despite the conclusion
drawn by TfL, the IPD analysis shows that rental growth
performance wasworse in the charging zone than in the
rest of inner London for three out of four of their categories
of property:

8 shopsin the charging zone and within one kilometre
of its boundary

8 shopsin the charging zone more than one kilometre
of the boundary

8§ officesin the charging zone and morethan one
kilometre of the boundary

The only category in which charging zone rentals performed
better in 2003 than the rest of inner London was for offices
within one kilometre of the boundary.

There are similar results from their analysis of yields —
although in this case the only category for which the
charging zone performed better was ‘offices situated in the
inner charging zone'.

Residential property prices

The third monitoring report also refers to analysis of
residential property prices. All that it says about this
research is:

To better understand thetrends in residentia property pricesin London,
analysis of thevolumeof residential property sales and theaverage residential
property salevaluewas undertaken. This analysis compared the congestion
charging zone, theboundary area and theremainder of Greater London, prior to
and following theintroduction of the scheme. Themain data source was HM
Land Registry.

Thiswork concluded that theintroduction of congestion charging has not had an
identifiable effect on residential property values or volumes of residential
property salesin any part of London.

[Congestion charging: Third annual monitoring report, p82]

No other details of this research — data used, method of
analysis used, numerical results or interpretation — is
provided in the TfL report. Without further information, the
section on residential property prices addslittleto the
credibility of TfL’sthird annual congestion charge
monitoring report.

Over the last few years there has been atrend in weaker retail rental values in the charging zone and inner London
and this appears to have been primarily due to weak international tourism. However, in 2003 inner London'’s retail
rental growth showed an improvement on 2002, but the charging zone's retail rental growth continued to weaken.

[Congestion charging: Third annual monitoring report, p81]
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vi: Analysis of retail trends

The sixth element of the Mayor’s evidence base is analysis of
retail trendsin London.

The third annual monitoring report presents data from three
sources:

8 London Retail Consortium’s London Retail Sales
Monitor — which isa monthly survey of retailers
conducted by KPM G

§ SPSL’'sReail Traffic Index — a monthly monitor of
footfall (i.e. pedestrians in a shopping area)

8 FootFall's London Congestion Charging Index — another
survey of footfall

In addition, econometric analysis has been conducted on
both the LRC data and sales data from the department store
retailer John Lewis. This analysisis discussed in the third
monitoring report but isdescribed in greater detail in GLA
Economics’ Working Paper 12.

LRC London Retail Sales Monitor

TfL present data for the average year-on-year percentage
change in the value of ‘likefor-like’ sales as reported by
central London retailers. These areillustrated against the
equivalent national measure from the British Retail
Consortium’s survey.

“If you look across the past couple of years, the growth is much
more modest and only just into positive territory. This shows that it
will take time to recover from the effects of things that had such a
negative impact on trading in the capital —the Irag war, the fall in
visitor numbers and the congestion charge.”
Helen Dickinson, Acting Head of Retail, KPMG
[London Retail Consortium/ KPMG London Retail Sales Monitor, May 2004]

TfL’sinterpretation is:

Dataon central London retail sales from the London Retail Consortium show
that after thedipin retail sales growth in early 2003, growth has since
recovered.

[Congestion charging: Third annual monitoring report, p5 repeated p69)

In fact, the latest data reported by TfL indicate decline — the
recovery of early 2004 was short-lived.

Moreover, the data show that annual growth in retail sales
valuesin the United Kingdom outstripped equivalent
growth in central London in over half of the monthsreported
since the introduction of the congestion charge (thirteen out
of 24). However, in the five months reported before the
charge, London outstripped the United Kingdom threeto-
two.

Itis, though, difficult to draw any substantive conclusions
from this dataset.
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Extracts from the TfL report relating to retailers

Source: Mayor of London/Transport for London: Congestion charging: Third annual monitoring report, pp83-84
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First, the terrorist atrocities of 11 September 2001, and the
subsequent fall in foreign visitors to the United Kingdom
and especially London, undoubtedly impacted
disproportionately and badly on central London’s retailers
— and has added even greater volatility to their sales data. It
isdifficult to disentangle the 9/11 effects from other factors
in the market — such as the congestion charge.

Second, the use of ‘likefor-like sales may mask some of the
effects of the congestion charge. The survey’s authors
explain the concept:

The percentageincreasein value of sales on a‘likefor-like basis removes the
effect of the expansion of retail floor space by theretailers concerned.

[London Retail Consortium and KPMG, notes on the London Retail Sales Monitor]

However, one of the potential longer term effects of the
congestion charge may bethat retailersreducetheir sales
floor space — in responseto weaker demand. By
definition, such retailer downsizing will not be picked up
by TfL’'sanalysis.

Third, and most sadly, the survey was first conducted in
October 2001 — so there are only five months of data on
annual changes from before the introduction of the
congestion charge. Once again, it isnot possible to compare
properly trends before the charge with those after its
introduction.

Furthermore, neither the size nor structure of the sampleis
disclosed by TfL— nor isthere adescription of how the
data are treated.

SPSL Retail Traffic Index

The third annual monitoring report presents data from the
SPSL Retail Traffic Index — comparing growth in retail
footfall in the charging zone with that nationally.

Although only data from 2003 isillustrated, TfL report that:

Charging zoneretail footfall [growth] was beow therest of theUK from before
charging started in 2002 and for much of 2003. However, thelatter half of 2003
saw the charging zone outperforming therest of the UK and returning toa
pattern of year-on-year growth. Thistrend has continued throughout most of
2004.

[Congestion charging: Third annual monitoring report, pp83-84]
From this, TfL conclude:
The 2004 recovery in retail footfall inside the charging zone strongly implies that
factors other than charging wereresponsible for the downturn, given that

congestion charging has remained a constant factor in thezonesinceearly 2003.

[Congestion charging: Third annual monitoring report, p&4]

Itisdifficult to draw any substantive conclusions about
theimpact of the congestion charge from this dataset.
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It is clear that factors other than the congestion charge were,
at least, partially responsible for the downturn in footfall
growth of 2002-3. The reduction in foreign visitors and
economic uncertainty following the 2001 terrorist attacks on
New York and Washington are obvious suspects.

But that does not mean that the congestion charge has had
no impact — just that it is difficult to distinguish.

Unfortunately, no substantive attempt has been madein the
TfL report to disentangle the influence of these different
factors on footfall. Moreover, from what is presented in the
third annual monitoring report, there appearsto be
insufficient historical datato facilitate robust estimates of the
underlying trends.

FootRll London Congestion Charging Zone Index
The TfL report presents further data on footfall in the
congestion charging zone — based on statistics from retail

consultants FootFall.

TfL report:

Theindex shows an averagereduction [in charging zonefootfall] in 2003 and
2004 compared with 2002, which is smaller for weekdays than weekends.

[Congestion charging: Third annual monitoring report, p84]

Again, only one year of datais presented before the
introduction of the charge — so it is difficult to identify the
underlying trends against which the impact of the
congestion charge can be assessed, and impossible to
disentangle the effects of fewer tourists following the 2001
terrorist attacks.

GLA Economics’ Working Paper 12

Thereis analysis that attempts to disentangle the various
factorsinfluencing central London retail performance, and
isolate the impact of the congestion charge, in GLA
Economics’ Working Paper 12.

This paper reports on analysis of two datasets: the London
Retail Consortium’s London Retail Sales Monitor; and
weekly sales data for London area department stores of the
John Lewis Partnership. We consider each in turn.

Working Paper 12 analysis of the LRC data
In this paper, GLA Economics present the results of

econometric modelling of monthly central London retail
sales data from the LRC’s survey.
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Extract from Working Paper 12 on the model

Equations have been estimated, using regression analysis,
which attempt to explain trendsin central London retail
sales by reference to trends in other economic and business
factors, such as the congestion charge. If done properly, such
analysis should permit quantification of the effect each
relevant factor has had on performance in the city.

Their conclusion from this analysisis:

When examining theimpact on salesin the central London retail sector asa
whole, theresults suggest that therewas noimpact [from the congestion charge].

[Working Paper 12, p24]
We are unconvinced by this econometric analysis.

First,therobustness and quality of theunderlying datais
untested. The London Retail Consortium’s survey is
relatively new — starting only in October 2001, and no detail
is presented on sample sizes or structure, or on sampling
methodology and errors. Meanwhile, the data covers an area
of central London wider than the congestion charge zone —
so the displacement of business from one side of the
boundary to the other will not be picked up.

Second, the time period over which the analysisis
conducted istoo short; it only covers October 2001 to
December 2004. There are only sixteen months of data
preceding the introduction of the congestion charge — from

which the model must elicit atrend.
Source: GLA Economics: Working Paper 12, p13
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Third, with such a short period, analysis has been restricted
to only those statistics which are calculated and published on
amonthly basis. This hasled to an idiosyncratic selection of
explanatory factorsin the model. For example, London
unemployment alone stands proxy for changesin the
incomes, wealth, confidence and attitudes of the city’s
shoppers. Unsurprisingly, the analysisfinds that
unemployment is an ‘insignificant’ factor in determining
overall retail sales.

Fourth, the statistical results are, quite simply, too good to
be true. The model estimated by GLA Economics delivers an
adjusted R-squared value in excess of 99 per cent —
suggesting that almost all variation between monthsis
explained by the model. Such results are almost unheard of
and are, typically, spurious.

Despite apparently excellent results statistically, we suspect
this model has little explanatory value.

The wide range of coefficients and very high t-statistics on
each of the monthly dummy variables point to a
fundamental problem with this analysis: the wide variations
in retail sales between months dwarf any effects from other
more subtle factors, such as London’s economic performance
or the congestion charge, which influence all months. Retail
salesin the average December are estimated by the model to
be 2.1 times larger than those in the average February; this
dwarfs the potential impact of the congestion charge which
few believe would be more than 10-15 per cent.

In essence, the model isunable to distinguish changesin
longer-term trends from the regular seasonal differencesin
retail sales (e.g. the pre-Christmasrush). It is, therefore,
inappropriate to use this model as a basis for identifying (or
eliminating) potential longer-term factors.

Fifth, the model lacks data from the period before the
September 2001 terror attacks — so is unable to reflect, or
control for, the variationsin retail sales resulting from the
subsequent reduction in foreign visitors and fall in
consumers’ confidence. Indeed, we suspect that the
congestion chargeisfound to be an ‘insignificant’ factor
becauseits negative impact on retail sales were, at least,
partially cancelled out by the (partial) rebound in tourism
and consumers’ confidence in 2003/4.

Sixth, it isunclear whether all the appropriate technical tests
have been conducted to validate the results. Technically, the
analysisby GLA Economicsisrelatively thorough; a number
of tests and fixes for common statistical problems are
reported to have been done (although no details are
presented). But some — such astesting for
‘heteroskedasticity’ (a problem which might explain the very
high adjusted R-squared value) — have not.

The paper does present a second model — using adifferent
treatment of the data— to supposedly corroborate the
findings of thefirst. Thismodel considers annual growth
rates and thus avoids the need for monthly dummy
variables.
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This second model has much weaker results, and fails
many requirements for sound econometric analysis. Its
adjusted R-squared isonly 43 per cent. Meanwhile, four-out-
of-itsfive explanatory variables are insignificant at even the
80 per cent confidence level— let alone the standard 95 per
cent level.

Using thisanalysis GLA Economics are unable to find any
factor, other than the temporary closure of the Central Line,
that was a statistically significant influence on retail sales.
The failure of this model reinforces our view that analysis of
this data is fruitless.

Overall, we find GLA Economics’ econometric analysis of
the LRC dataunconvincing and, potentially, misleading.
There are not enough data, and the analysisis not
sufficiently compelling, to establish that there was no
impact from the congestion charge.

At best, it could be argued that similar analysisin the future
might yield aresult. More likely, given the limited time for
which it was measured before the introduction of the
congestion charge, analysis of these data will never prove
anything.

Working Paper 12 analysisof JohnLewisdata
Working Paper 12 also presents econometric analysis of

another source of retail data: weekly sales at each of the
London area John Lewis department stores.

The models for John Lewis Oxford Street’s sales show a statistically
and economically significant effect of the [congestion charge].
[GLA Economics, Working Paper 12, p22]

These data have some significant advantages:

8 John Lewis's Oxford Street storeisin the congestion
charge — but can be compared against its four sister
stores outside the zone at Bluewater, Soane Square,
Kingston and Brent Cross

§ dataisavailable from before the terrorist attacks of
2001;GLA Economics have analysed data from
January 2000 — and have been able to take account in
their models of the impact on visitors to London

§ thedataisbased on actual sales results — rather than
questionnaire responses — and are consistently
collated through the period of analysis.

There are, of course, weaknesses. For example, John Lewis
sales are not reflective of the full range of retail activity in
central London. It is also impossible, without data from other
stores, to assess fully any change to John Lewis’'s competitive
position versus other retailers.

Moreover, the relatively short period over which the analysis
is conducted still limits the range of economics data that can
be included in the model.
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Nevertheless, GLA Economics have tested a number of
models on these data— and the results appear reasonably
robust. All indicate a statistically significant negative
impact from the congestion charge on sales at John Lewis's
Oxford Street store.

The estimate of the magnitude of the impact varies between
different models.

One model, which considers data from only the Oxford

Street store, indicates that the congestion charge has cost
John Lewis 6.9 per cent of salesthere; another suggests 10.8
per cent. Three models, which compare the Oxford Street
data against the four other stores, estimate an impact from
the charge of between 9.0 and 10.5 per cent.

We conclude that little, if anything, can belearned from
the analysis of retail trends presented by TfL. The data
collected and presented by them do not permit the
identification of a congestion charge effect.

Theonly (relatively) compelling evidenceisthat the
congestion charge reduced sales at John Lewis Oxford
Street by around seven to eleven per cent.
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vii: Transport for London’s case studies

The seventh element of the Mayor’s extensive research
programme is a series of case studies summarised in the
third annual monitoring report.

The case studies cover:
8 theatres
8§ Smithfield Market

8 New Covent Garden Market (which isjust outside the
congestion charging zone)

8§ schools
8 National Health Service hospital trusts

The studies attempt to address concerns raised by specific
stakeholders, and are only relevant tangentially to
identifying any overall ‘business or economic impact’ of the
congestion charge.

Three of the studies — theatres, Smithfield Market and New
Covent Garden — do, though, appear to include some
gquantitative analysis of business performance. However,
thereislittle detail provide on any of the analyses — so it is
difficult to comment on them.

One effect of the congestion charge has been to change the hours
of operation [at Smithfield Market] and to compress them into the
hours before the charge takes effect. Traders view this as a negative
effect which makes life more difficult by creating a more
pronounced peak in their activity.

[Congestion charging: Third annual monitoring report, p87)
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viii: Transport for London’s surveys of business views

The eighth element of the Mayor’s case is the results from
surveys of businesses conducted for TfL in 2003 and 2004.

According to TfL:

[the] business attitudes surveys for 2004 suggest thereis continued recognition
of transport benefits associated with the scheme.

[Congestion charging: Third annual monitoring report, p5)]

In fact, the responsesto TfL’'s survey suggest that
businesses, typically, havereceived little benefit from the
congestion charge, have suffered increased costs because of
it and believeit has been one of the most significant
negative influences on their performance.

Although 61 per cent of businesses in or near the charging
zone say the scheme has made it ‘easier to move around
London by car and taxi’, the results show:

8§ over half (56 per cent) report it has increased the
costs of running abusinessin central London

8 only two-in-five (41 per cent) believeit has made
central London a more pleasant place to be

8 lessthan half (48 per cent) say it has made buses
faster and more reliable

Meanwhile, few companiesreport any business benefits
from the congestion charge:

8 nineteen-in-twenty firms (94 per cent) report no
decrease in transport or delivery costs

8§ 93 per cent say that it is no easier to send deliveries
to customers

§ four-fifths (81 per cent) say that it is no easier for
customerstovisit them

§ threequarters (73 per cent) report that it is no easier
for their employeesto travel to work

8§ three-quarters (73 per cent) believe it is no easier for
their suppliersto deliver to them

8§ 69 per centreportitisno easier to get to meetings

Despite TfL’sbelief that the congestion charge has had a
‘neutral’ impact, businesses responding to their surveys
report a different view.

The congestion chargeisregularly cited by businessesin the
TfL surveys as one of the most significant negative
influences on their performance in 2003 and 2004.
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Share of businesses in or near congestion charge area Share of businesses in or near congestion charge area
reporting views about the scheme’s effects, 2004 not recognising benefits of scheme, 2004

Definitely yes O Probably O Neither @ Probably not @ Definitely not No reduction to transportation
and delivery costs

No easier to send deliveries to

Easier to move around London
customers

by car and taxi

No easier for customers to visit

Increased the costs of running a

business in central London No easier for employees to travel

to work

Mede buses faster and more No easier for suppliers to deliver

reliable

No improved reliability of
journeys

Made central London a more

pleasant place to be No easier to get to business

meetings

® 2% % 7% 100%

0 2% Y% 7% 100%

Source: Mayor of London/Transport for London: Congestion charging: Third annual monitoring report, p92 Source: Calculated from p91
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Importance of prompted influences on business
performance (+100 very positive; -100 very negative), 2004
The congestion charge comes joint second with ‘changesin

. economic conditions’, and only just behind the ‘lIraq
Changeﬁlln war/terrorism’, as the most negative influence on business
economic performance in the year before the 2004 survey.
conditions
Of those companies that reported adeclinein salesin the
year before the survey, over a quarter (27 per cent) cited,
War in Iraq / without promp_ting by th_e inte_rviewer, that the congestion
terrorism charge was an mfIygnce in their performance — second only
to ‘economic conditions'.
Changes in
tourism
Congestion
charge
Negative press
coverage

2% 2%  -15% -10% - 0%

Source: Mayor of London/Transport for London: Congestion charging: Third annual monitoring report, p95
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Influences cited (unprompted) by businesses reporting
decreased sales in 2004

Closure of the
Central Line

Increased
competition

Restaurants and cafes were the most likely sector to report an
increase (just under half) .... in their costs. .... In the retail sector, 40
percent reported increases in costs.

[Congestion charging: Third annual monitoring report, pos) Cther

Tourism factors

Congestion
charge

Economic

0,
conditions 1%

0 1% 20 3 400 SO% 6%

Source: Mayor of Londorn/Transport for London: Congestion charging: Third annual monitoring report, p94
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current scheme areas

4: Differences between the proposed western extension and the current scheme areas

In this section, we consider the area of the proposed western
extension to the congestion charging zone — and compare its
economy to that currently within the boundary.

The economic structure of the area of the proposed western
extension is fundamentally different to that of the current
scheme area.

TfL’sown analysis, asreported in their public consultation

Economic and Business Impact Assessment, showsthat thereisa
marked difference in the mix of businesses.

The western area has a much lower concentration of finance
and business services — 25 per cent of jobs compared to the
charging zone's 52 per cent; but it is heavily dependent on
hotels, restaurants, retail and consumers’ services — much
more than the central area. This meansthe proposed
extension area has greater exposure to those sectorsthat are
most likely to be negatively effected by the charge.

Analysis of the TfL data also suggests that the western area
contains a higher proportion of small and medium sized
enterprises than in the central zone. With smaller companies
likely to be disproportionately affected by the congestion
charge, the western extension area may suffer agreater
impact from the charge than the existing core zone.
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Share of employee jobs by sector, 2002

Western extension area @ Existing charging zone

Fnancial and business services
Public administration
Transport and communication
Manufacturing

Wholesale

Construction

Primary and utilities

Other services

Education and health

Retail

Hotels and restaurants

%

15%

3%

45%

60%

Difference in share of employee jobs by sector,
percentage points, 2002

Difference

Fnancial and business services
Public administration -2
Transport and communication -19
Manufacturing -19

Wholesale %

Construction %

Primary and utilities %

Other services ()

Education and health

Retail

Hotels and restaurants

-30% -15% % 15%

Source: Transport for Londorn/GLA Economics: Congestion Charging Proposed Western Extension: Economic and Business Impact , p13. Right graph calculated from left graph.
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Average number of employees per business unit, 2002

Greater London

Western
extension area

Existing
charging zone
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We have also looked at other key socioeconomic parameters
toillustrate the differences between the areas.

It is outside the scope of this study to conduct detailed
postcode or ward level analysis — so we are unable to map
precisely the boundaries of the current and proposed
charging zone. Instead, we compare data for Kensington and
Chelsea, in which most of the proposed extension lies, with
those for the City of Westminster and the City of London,
which comprise most (but not all) of the current charging
zone.

What is obviousisthe very different nature of the areas.
Kensington and Chelseais primarily residential, with fewer
workers than residents, whereas the cities of London and
Westminster are dense employment centres.

Although theresidents of the extension area are typically
high income earners, the people who work there are not —
with average earnings in Kensington and Chelsea below the
London-wide average.

The costs of the congestion charge will, therefore, have a
bigger proportionate effect on the cash flow of lower
income employees, and lower value businesses, working in
the western areathan on the more affluent employees and
businesses of the central area.

Source: Transport for London/GLA Econommics: calculated from Congestion Charging Proposed Western Extension: Economic and Business Impact , p12
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current scheme areas

Jobs per square kilometre, 2003 Ratio of number of employees working in a location to
number of residents, 2003

Kensington and Kensington and

Chelsea 9314 Chelsea 0.7

City of City of 30
Westminster Westminster '
Gty of London 107,358 City of London 433
Greater London ||2,485 Greater London || 0.5
0 25000 50,000 75,000 100,000 125,000 0 10 20 30 40 50
Source: Office for National Statistics, Annual Business Inquiry Source: Office for National Statistics, New Earnings Survey
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Average gross weekly wage of full time workers by
location of workplace, 2003

Kensington and
Chelsea

City of
Westminster

City of London F979

Greater London £637

£0 £200 £400 £600  £800 £1,000

Source: Office for National Statistics, New Earmnings Survey

Average gross weekly wage of full time workers by
location of residence, 2003

Kensington and
Chelsea

City of
Westminster

City of London £1,105

Greater London £605

£0 £200 £400 £600 £800 £1,000 £1,200

Source: Office for National Statistics, New Earnings Survey
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Share of employees* working in a location travelling to

work by car or van, 2001

Kensington and
Chelsea

City of
Westminster

City of London

Greater London

Source: Office for National Statistics, Censu2001 * excluding those who work from home.
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There are also fundamental differences between transport
provision in the western area and that in the central zone.

The latter is at the centre of one of Europe’s most dense
radial networks of metro, rail and bus services; the western
extension is, at best, on the periphery of this. Thisisreflected
by commuting statistics: almost double the proportion of
people working in Kensington and Chelsea travel there by
car or van than in the central boroughs.

The greater dependence of the western area’s labour
market on car travel suggests the congestion charge will
impact more significantly therethan in the central area.
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5: Impact of the proposed western extension to the congestion charge

In this section, we consider the potential business and

econom_ic impact of the p(oposed_western extension to the TfL's expected economic and business impacts by
congestion charge on businessesin the area. business sector in the proposed western extension area

As part of the current public consultation, Transport for
London and GLA Economics have published their
assessment of the likely impact on business of the proposed
western extension in the Congestion Charging Proposed
Western Extension: Economicand Business ImpactA ssessment
report of April 2005. It concludes:

Most sectorswill experience some supply side effects; somewill experience
demand side effects, but in general these effects in aggregate arelikdy to be
marginal and in overall terms probably neutral.

[Economic and Business Impact Assessment, p21]

Most of the material presented, and arguments developed, in
thereport are repetitive of the third annual monitoring
report and Working Paper 12. Indeed, TfL’s conclusion of a
likely overall ‘neutral’ impact of the proposed western
extension mirrorstheir findingson the impact of the
original charging scheme. (Section 3, herein, coversin some
detail our concerns about these findings.)

However, we believe the ‘neutral’ conclusion does not Source: Transport for Londor/GLA Econorics, Congestion Charging Proposed Westem
properly reflect the nature of the western area’s economy Extension: Economic and Business Impact , p19

— and itsdifferences from the current charging zone. In
particular, the western area’s economy is biased strongly
towardsthose businesses that are most likely to be
disadvantaged by the congestion charge.
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Estimated key aggregate business performance measures, by sector, in the proposed western extension area, 2002

Sources/notes:

2002 data

Jobss numbers from Transport for London/GLA Economics, Congestion Charging Proposed Western Bxtension: Economic and Business Impact , p19
All other variables estimated by cebr using United Kingdom average rates per employee by sector.

United Kingdom values for key performance measures by sector fram Office for National Statistics, Supply and Use Tables for the United Kingdom 2002
United Kingdom employment by sector from Office for National Statistics, NOMS
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Estimated key aggregate business performance measures in the proposed western extension area with CC extension

Sources/notes:

BExpected economic and business impacts by business sector from Transport for London / GLA Economics, Congestion Charging Proposed Western Extension: Economic and Business Impact , p19
Assumed: ‘positive’ is +10 per cent, ‘marginal positive’ is +5 per cent, ‘neutral” and ‘negligible’ are zero, and ‘marginal negative’ is -5 per cert.

Table calculated from previous table except:

Jobs adjusted to reflect impact on productivity and output

Business spending on transport and communications adjusted to reflect supply side cost impacts

Compensation of employees adjusted to reflect impact on productivity

Grass operating surplus and gross value added calculated from the other variables in this table

Qutput adjusted to reflect income and substitution demand side inpacts
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To illustrate our point, we have calculated the potential
economic impact of the congestion charge extension based
on theinformation and analysisin the TfL/GLA Economics’
report and some rough-and-ready, but not implausible,
assumptions.

Our starting point isthe TfL/GLA Economics’ analysis of the
potential impacts on each of eleven business sectors which
considers both supply and demand side impacts.

Unfortunately, their approach has used qualitative measures
— with the direction and magnitudes of impact being
described as ‘positive’, ‘marginal positive’, ‘neutral’,
‘negligible’ and ‘marginal negative’ — and do not offer any
meaningful sizing of the potential impact. But, for the sake of
argument, we have chosen to allocate each of their
gualitative measures with a numerical equivalent. These are:

8§ ‘marginal negative’: -5 per cent

8 ‘neutral’ and ‘negligible’: no change

8§ ‘marginal positive’: +5 per cent

§ ‘positive’: +10 per cent

These are purely indicative values, but the ‘marginal
negative’ value of -5 per cent is below the seven to eleven per
cent loss in sales at John Lewis Oxford Street attributed to

the congestion charge by GL A Economics own econometric
modelling.

Second, we estimate the size, structure and key parameters
of the western area’s economy using the employment by
sector data presented in the Economic and Business Impact
Assessment. For simplicity, we have assumed that each sector
in the proposed extension area has United Kingdom national
average per employee performance. This assumption is
likely to yield a conservative estimate of the overall size of
the area’s economy.

Third, we simulate the impact of the congestion charge by
adjusting local businesses’:

§ output/salesto reflect demand side income and
substitution impacts identified by TfL/GLA
Economics

8§ spending on transport and communications to reflect
identified supply-side cost impacts

8 headcount to reflect changesin both productivity and
output

8§ employee wage bills to reflect change in headcount

The impacts on gross value added and gross operating
surpluses are then calculated. The results are presented in
four tables: the area’s economy without the extension; with
the proposed extension; the difference in absolute terms; and
the percentage difference.
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Impact of CC extension on estimated key business performance measures in proposed western extension area

Source: cebr calculations

© centre for economics and business research Itd, 2005



Impact of the proposed western extension Will tackling congestion empty west London’s tills?

Impact of CC extension on estimated key business performance measures in proposed western extension area

Source: cebr calculations
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Overall, our calculations suggest that almost £/ billion
(E236 million) of output —which, for all intents and
purposes, isturnover — could belost to businesses
currently in the area of the proposed western extension.

Sectors with a disproportionately high concentration in the
western area, especially in comparison to the central zone,
are hit hardest by the charge: almost £100 million of
revenueslost to the area’'s retailers; and nearly £100 million
lost to hoteliers and restaurateurs.

If you believe the TfL analysis, there are gains: overall,
businesses in the area save £29 million in reduced transport
and communications costs. In addition, businesses can
reduce staff headcount and costs — both in responseto
lower demand, and also to realise the supposed productivity
benefits.

The lower sales, and the hypothetical improvementsin
productivity, will mean the congestion charge will have a
negative impact on the number of jobsin the proposed
charge extension area. If the same zero, five and ten per cent
changes are attached to TfL'squalitative assessments then
the combined impact of lower output and higher
productivity across the sectors would imply 14,000 fewer
jobsin the area if the congestion charge is extended.

In these circumstances, it is theoretically possible for
businessesin the area to maintain — or even slightly
improve — their profit margins, albeit on lower turnovers.

However, we suspect the real impact will be fewer (but still
significant) job losses pluslower profits — because the
productivity gains expected by TfL will be negligible, if they
exist at all. Moreover, businesses are unlikely to be able to
adjust their headcount perfectly in line with the reduction in
demand.

To illustrate this, we have also calculated the impact using
the same approach but assuming that there are only
negligible productivity gains across all sectors. Under this
scenario, just over 6,000 jobsin the extension areaare
threatened — almost all in theretail and hospitality
sectors. M oreover, any gainsin reduced costs are out-
weighed by the loss of sales— and, consequently, profits
are squeezed.

Wedo not pretend that our analysisisanything other than
indicative — but our estimate of the size of the economy in
the extension areais conservative, and our assumption that
TfL’s ‘marginal’ change equates to five per cent seems
reasonable, especially within the context of their analysis of
the John Lewis Oxford Street sales data.

Moreover, these calculations have used, without revision,
TfL’s own assessment of the expected economic and business
impacts by sector — although, given the weaknesses we
have identified in the analysis that underpins their impact
assessment, we doubt the validity of their findings.
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Impact of CC extension on estimated key business performance measures in proposed western extension area—
assuming no gain in productivity

Source: cebr calculations
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Furthermore, the TfL assessment failsto take full account
of the different circumstances of the western area. For
example, there appearsto be no computation of the
differential impact on labour supply in the areagiven that
the car isused almost twice as frequently for journeysto
work therethan in the current charging zone*. Nor isthere
an assessment of the likely greater impact due to the
relatively high concentration of small businessesin the
proposed extension area.

Nevertheless, our analysis does illustrate that, even with
only the marginal changesthat TfL anticipate, the structure
of businessin the western areameansit will be adversely
affected by the extension of the congestion charge. The size
of these impacts may have real consequences for businesses
and workersin the area.

* Census 2001 data from before the introduction of the congestion charge.
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