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Data on the forces behind current developments in pay, how the fruits are shared, and
the short- and longer-term drivers of earnings growth

In the three months to May 2019, nominal average

weekly pay growth was 3.6 per cent, the fastest rate AnaIYSiS from Nye Cominetti
since the financial crisis. In real terms, this :.jlmount— “Britain’s tight labour market continues to
ed to pay growth of 1.7 per cent, the fastest since late push up pay. In nominal terms, pay growth

2015, when inflation was near zero. In the same three
months, the employment rate remained near a record
high (76.0 per cent for 16-64 year olds) and unemploy-
ment at arecord low (3.8 per cent). The big picture,
then, is that the UK’s labour market remains tight,

which continues to exert upward pressure on wage
growth. Another cause for concern is that, in the

last year, half of employment growth was
in self-employment. Average pay for the
self-employed is significantly lower than

employees, so this trend might weigh on
living standards.”

is at its highest point since the financial
crisis. Looking forwards, however, the
bad news is that we are currently moving
backwards when it comes to productivity,

which will drag on future pay growth.

What are the prospects for future pay growth? One
positive sign for the short term is on public sector pay.
The pay settlement announced by the government last
week gives above-inflation pay rises to several parts

of the public sector including teachers (given 2.75 per
cent) and police officers (2.5 per cent). These increases
are below current average pay growth, but are high compared to recent pay growth in the public sector, which
was frozen in 2010 and subjected to a 1 per cent cap between 2013 and 2017.

Even before this settlement was announced, the latest data shows public sector pay growth improving quick-
ly. Average weekly regular pay in the public sector grew 1.6 per cent in real terms in the three months to May,
compared to 1.1 per cent in the three months to April. Public sector pay growth is now not far off private
sector pay growth (1.8 per cent in the three months to May).

However, the bigger picture on pay remains gloomy. Labour productivity - the ultimate driver of real pay -
has now fallen for the last three quarters of data (the second half of 2018 and the first quarter of 2019). This
continued weakness limits potential pay growth. Unfortunately, the outlook on productivity is poor - in its
latest Inflation Report the Bank of England forecast zero productivity growth in 2019, improving to a still-low
1 per cent in 2020. The Bank places part of the blame on ‘elevated’ levels of Brexit-related uncertainty, which
is dampening business investment.

Another note of worry is the re-emergence of self-employment as a driver of employment growth, accounting
for almost half (47 per cent) of overall employment increases in the last 12 months. The self-employed are
paid significantly less than employees, and so this trend might weigh on living standards improvements. In
2017-18, median annual pay for full-time workers (defined as those working at least 35 hours per week) was
£20,500 for the self-employed compared to £26,400 for employees — a gap of 22 per cent.

Self-employment, and its relationship with the minimum wage, is the focus of our Spotlight piece on page 4.
We challenge the idea that a higher minimum wage is pushing people into self-employment.

- Our earnings breakdown shows that real pay growth is strengthening, supported by changes in workforce
composition.

- Our analysis of pay pressures and slack shows that the labour market is still tightening. Employment
remains close to its record high, and underemployment is now at its lowest point this century.

- Our review of longer-term labour market health, as usual, shows areas of concern. Productivity growth
is very low, as is the level of workplace training, which could improve productivity.

This work contains statistical data from the ONS which is Crown Copyright. The use of the ONS statistical data in this work does not imply the endorsement of the ONS in relation to the interpretation or analysis of the statistical
data. This work uses research datasets which may not exactly reproduce National Statistics aggregates. Source: RF analysis of ONS/DWP datasets. Notes: all real-terms series are CPI-adjusted; for further details of data sources and
methods go to www.resolutionfoundation.org/data/sources-and-methods. A full breakdown of each indicator is available at www.resolutionfoundation.org/earningsoutlook. This project was funded by the Nuffield Foundation, but
the views expressed are those of the authors and not necessarily those of the Foundation.


www.resolutionfoundation.org/data/sources-and-methods
www.resolutionfoundation.org/earningsoutlook
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The Scorecard: Q1 2019

What's happened: The earnings breakdown
Medi ' 11.2% on yr  Inthe most recent data, real median pay grew by 1.2%.
edian N (all) This is driven by both falling inflation and strengthening

empl.oyee 12.3% onyr nominal pay.
earnings 2000 2018 (private sector)
The gap between employee earings and those for all
All worker No change workers (i.e. including the self-employed) has reomained
. onyr broadly stable over the past year, at around 1.5%.
earnings
The boost to pay growth from workforce composition
. effects has continued to increase, mostly as a result of
Earnings 1 0.8ppts on yr

. changes in the mix of occupations and education levels.
decomposition

Median year-on-year real hourly pay growth for employees
1 0.4pptsonyr N work over a year (both job stayers and changers) stood

Pay rises at 0.8% in April 2018, an increase on 2017.

Earni Both our headline measures of earnings inequality
ar"'"g’s 1007 T T T T T T T T TN 0T r75:2510.3% (r75:25 and r90:10) continue to fall. However, a measure

Inequality onyr

comparing the very highest earners with the rest would
see inequality increasing.

What's round the corner: Pay pressures and slack
Unemployment W/..\ 1 0.4 ppts on yr The unemployment rate continued to fall in 2019 Q1,
(al

2000 2018 r90:10 | 0.6%

by duration - reaching 3.8% - the lowest rate in more than 40 years.
2000 2019 onyr Long-term unemployment stayed flat at 1%.
Underemploy. N/\/_//\'\ Under-employment (net hours desired by those in work as
ment | 11% on yr  well as the unemployed) has fallen by 11% over the past year.
2000 2019

The measure is now at its lowest point in the 21 century.

. Voluntary job-to-job moves (an indicator of a healthy labour
Job-to-job | 2% on yr Y] j ves ; y
moves market and worker confidence) regained some of the fall seen
2000 2019 over the last three quarters. This measure remains significantly
weaker than pre-crisis.

Migrant job
gentryj /\/\/v 14% onyr  The share of jobs going to new migrants has risen slightly over

2000 2019 the past year, to around 20%.

What's in the pipeline: Longer-term labour market health and efficiency

Labour force participation continues to rise and was up 0.6%

up on the year in 2019 Q1. Increasing female participation
Workforce o e ) ) )
participaton 10.6% on yr s an important driver, with women now representing 47% of

those economically active.

2000 2019
Labour Labour productivity fell 0.2% on the year in 2019 Q1, a further
. Z otlilvi t 1 0.2% onyr  deterioration in the already weak recent productivity data. This
produc y 2000 2019 continues the pattern seen since the crisis.
.. While the proportion of people receiving ‘off-the-job’ training
o,
i.:-:;al:l?tg .\\’\"\— 1% onyr was slightly up over the past year at 6.6%, the long-term trend
ensity 2000 2019 still shows a big fall in training intensity over the past 20 years.
. No change  The proportion of graduates in non-graduate roles remained
Graduates in —\/\/\/w-"/—/\ onvr unchanged in the last year. This suggests that labour market
y 9 y 99
non-graduate 2000 2019

mismatch has not increased but remains elevated compared

occupations :
to previous years.
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Lifting the lid: The picture across different groups and areas

Here we explore a few of the most interesting developments for different groups of workers and different parts of the country. A
comprehensive breakdown of each indicator is available online: www.resolutionfoundation.org/earningsoutlook

Headline wage growth continues to be
supported by compositional effects

Changes in average pay depend, in part, on changes in
the composition of the workforce — i.e. it's not just about
pay rises within jobs, but also the balance between high-
and low-paying jobs. Over the past 10 years, the biggest
compositional boost has come from the shift towards more
highly qualified workers in the workforce. However, over
the past three quarters, faster employment growth in high-
er-paid occupations has been a more important factor. In
2019 Q1, average weekly pay increased by 0.8 per cent as
a result of this effect (the highest for at least 10 years), ac-
counting for around a quarter of total nominal pay growth.
Simple statistical models suggest that we should expect
occupation and qualification effects to continue to support
pay growth over the next year.

Figure 2: Number of unemployed people per
vacancy
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Source: RF analysis of ONS, Labour Force Survey

The regional perspective

Part of the falling unemployment trend over the last five
years has been a large fall in the proportion of the eco-
nomically active workforce who have been out of work
for more than a year. This pattern is seen across the UK,
but there remains a wide gap between areas (Northern
Ireland has a long-term unemployment rate almost four
times higher than the South West). The trend of falling
long-term unemployment has largely stopped over the
past year, with the national rate flat and four UK regions/
countries experiencing increases. Because those in long-
term unemployment are often less well matched to avail-
able jobs, places with relatively high long-term unem-
ployment may experience more upwards pressure on pay
than headline unemployment implies. But if long-term
unemployment reflects less dynamic labour markets, it
might be associated with lower wage growth.

Figure 1: Contribution of compositional effects to
nominal weekly pay growth
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Source: RF analysis of ONS, Labour Force Survey

Unemployment to vacancy ratio suggests wage
pressure, but this may be starting to ease

The ratio of the number of unemployed people to vacancies is
a measure of ‘tightness’ in the labour market: if vacancies are
high relative to unemployment, businesses may need to increase
wages more to attract workers. The ratio’s long-term trend reflects
the labour market tightening since 2014 — suggesting increasing
wage pressure. But the most recent data tells a different story: the
actual number of vacancies has fallen 3.9 per cent over the past
five months, with particularly strong falls in sectors which are more
exposed to the macroeconomic environment. For example, va-
cancies in construction fell by 7 per cent and in manufacturing by
12.5 per cent (both have also had weak output growth in 2019). If
this picture continues, for example as a result of continued uncer-
tainty around Brexit, and on the basis that unemployment is un-
likely to fall markedly further, then wage pressure from vacancies
is likely to ease.

Figure 3: Long-term (12 months+) unemployment rate
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SpOtlight: Is the minimum wage pushing people into self-employment?

Two big changes in the labour market over the past
two decades have been the rise in self-employment
and the introduction and uprating of the minimum
wage. Is there a connection between these trends?

Legally, of course, there is no connection - the mini-
mum wage applies to employees only. But econom-
ically, we would expect one. A higher wage floor
increases the cost of hiring employees, and makes
self-employed workers relatively more attractive as
asource of labour. All else equal, we would expect
employers to respond by substituting employees for
self-employed workers. Some have speculated that
the minimum wage has contributed to the growth of
self-employment. If this is true, it might be an argu-
ment against lifting the wage floor to ‘ending low pay’
levels, an ambition targeted by ex-Chancellor Philip
Hammond.

The theory makes sense, but in practice it is hard

to find much evidence of this happening (although
as-yet unpublished research conducted by the Low
Pay Commission indicates that there may be some-
thing going on in some areas'). If the minimum wage
was pushing up self-employment, we would expect
the increase in self-employment to be greatest in the
areas, occupations and industrial sectors where the
minimum wage ‘bites’ the most (i.e. where the min-
imum wage is highest relative to average pay). But
that doesn’t seem to be the case.

Figure 4: Change in self-employment as a share of all
employment (2004-18) by bite of NMW in 2012
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Notes: Bubble size corresponds to number of self-employed workers in 2018. The ‘bite’ is the
minimum wage divided by median hourly pay.

Source: RF analysis of ONS, Annual Survey of Hours and Earnings; ONS, Annual Population
Survey (via Nomis

1 Low Pay Commission, Low Pay Commission research 2018, Febru-
ary 2019

Figure 4 looks at the change in self-employment
and the local bite of the minimum wage and finds no
relationship. The same is true when we look at occu-
pations and industries, and also when we look at the
change in the bite as opposed to the level of the bite.

Thisis a surprising result. What explains it? One
problem with Figure 4 is that it looks at overall
self-employment growth, whereas we would not
expect the minimum wage to have any effect on high-
er-paid self-employment (which accounts for more
than half of the growth of self-employment over the
last decade? ). However, repeating Figure 4 with only
lower-paid occupations (caring, sales, and elementa-
ry occupations) still shows no relationship. Another
explanation might be that the theory is correct but
hard to observe in the presence of other, more impor-
tant, factors. We have argued in the past, for exam-
ple, that the most important driver of the growth of
self-employment is its favourable treatment in the
tax system.?

A third explanation is that self-employed wages
have risen in line with increases to the minimum
wage, thereby dulling the incentive for employers

to substitute. Far from firms having the power to
force low-paid workers into self-employment, the
availability of low-paid employment on a fast-rising
minimum wage might cause self-employed wages
toincrease. If employers respond to the minimum
wage by switching demand to self-employed workers
but struggle to recruit them, or if the self-employed
respond to higher wages by choosing to become em-
ployees, thereby lowering the supply of that type of
lower-paid self-employed worker, their price (earn-
ings) would increase.

There is some evidence of this happening. Figure 5
shows the distribution of hourly pay for employees
and the self-employed relative to overall typical pay
in 1997-99 (before the minimum wage was intro-
duced) and in 2016-18. The effect of the minimum
wage on employees is seen in the ‘spike’ in the 2016-
18 data, which is the level of the minimum wage. In-
terestingly, there is some sign that the self~-employed
wage distribution is also more bunched around the
level of the minimum wage.

2 D Tomlinson & A Corlett, A tough gig? The nature of self-em-
ployment in 21st Century Britain and policy implications, Resolution
Foundation, February 2017

3 CD'Arcy & L Gardiner, Just the job or a working compromise? The
changing nature of self-employment, Resolution Foundation, May 2014


https://www.gov.uk/government/publications/low-pay-commission-research-2018
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Much like employee pay growth, the result of these

But despite recent improvement, the problem of

shifts is that earnings growth for the self-employed low pay among the self-employed is significant.
has been strongest for the lowest earners since Other policies are needed to help this group.

the introduction of the minimum wage. Hourly

real earnings have increased by 51 per cent for the
bottom fifth of self-employed workers since 1998-99,
compared to growth of around 15 per cent in the top
half of the self-employed hourly pay distribution.

Figure 5: Distribution of workers by hourly pay
relative to median, 1996-98 and 2016-18, for self-em-
ployed and employees
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Notes: ‘Latest’ refers to the average of years 2016-17 and 2017-18. Pre-minimum wage refers
to the average of years 1996-97 and 1997-98. Hourly pay is derived from positive total weekly
pay from employee or self-employed earnings divided by total hours worked.

Source: RF analysis of DWP, Family Resources Survey

Of course, connecting this change to the minimum
wage is speculative. Other factors, such as compo-
sitional changes, will have shaped self-employed
wage growth. And the more important conclusion
from Figure 5 is surely the high prevalence of low
pay among the self-employed. In the FRS data, 17
per cent of employees are low paid - earning less
than two-thirds of median hourly employee pay.
On the same measure, 37 per cent of the self-em-
ployed are low paid. On a weekly basis, 28 per cent
of employees are low paid, compared to 49 per
cent of the self-employed. This suggests that, even
if incentives to substitute out employees have
been dulled by self-employment wage growth, they
still exist.

To return to the question raised at the outset, the
evidence here suggests that if there is a connec-
tion between the minimum wage and self-employ-
ment, the balance of evidence points to a positive
one (improving self-employed wages) rather

than a negative one (driving people into low-paid
self-employment).



