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Pay growth hits 2%z year high

m Official data show employee earnings rising at
fastest annual rate for nearly two-and-a-half
years

B Employment rises more than expected

= Survey data highlight how tight labour market
conditions are driving pay higher

Signs of accelerating pay growth raise the prospect of
interest rates being hiked again in May.

News from the REC survey of recruitment companies,
compiled by IHS Markit, that pay growth has picked up
this year has been followed by official data confirming
the upward earnings trend.

Data from the Office for National Statistics showed
underlying pay growth (excluding bonuses) rising at an
annual rate of 2.6% in the three months to January, the
highest rate since November 2016. Total pay, including
bonuses, was up 2.8% on a year ago, which is the
fastest increase since September 2015 and takes pay
growth above inflation for the first time in over a year.

Private sector pay growth accelerated to 3.0%.
Excluding bonuses the increase was a more modest
2.7%, though that was still the fastest rate for more
than a year. In the public sector, regular pay growth of
2.1% was the fastest since October 2012.

In a sign that companies remain optimistic about
business conditions, employment grew by 168,000 in
the three months to January. The unemployment rate
meanwhile slipped back down to 4.3%, its joint-lowest
since the 1970’s, underscoring the tightness of the
labour market. As highlighted by the recent recruitment
survey data, a lack of suitably skilled workers (and in
some cases even unskilled staff) has meant employers
are having to offer higher pay.

Rising pay is high on the Bank of England’s check list
in terms of requirements for higher interest rates,
alongside above target inflation, steady economic
growth and reduced Brexit uncertainty. With inflation at
2.7%, the economy showing resilient growth in the first
quarter, according to survey data, and the Brexit
transition deal adding some certainty to business
conditions over the next two years, the upturn in pay
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growth opens the door for policymakers keen to get
some interest rates hikes under their belts.

UK pay growth: on therise

Employee pay, excl. bonuses Recruitment industry survey
(annual % change, 3 month ave.) (50 = no change)
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A long period of rising demand for staff has led to
a sharp deterioration in staff availability

Recruitment agency survey index (50 = no change)
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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