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Employment surges to all-time high, but weak pay growth remains a concern

® Employment surges to all-time high

® Unemployment falls to near seven-year low of
5.6%

® Headline pay growth weakens, but regular pay
shows signs of picking up

® Real regular pay growth highest since 2008

Employment has surged to an all-time high, and the
unemployment rate has slipped to a near seven-year
low, adding further evidence to suggest that the UK
economy continued to grow strongly in the opening
months of 2015.

However, weak wage growth remains the bug-bear of
the economy, slowing further in the three months to
February. The weakness of wage growth leaves the
consumer-led economic upturn reliant on low inflation
to drive household spending, posing a risk to growth if
inflation picks up later this year.

Employment at all-time high

Data from the Office for National Statistics showed that
the rate of employment hit a record high of 73.4% in
the three months to February. The number of people
with jobs rose by 248,000, the largest increase for
almost a year.

The number of unemployed meanwhile tumbled by
76,000 over the same period, pushing the jobless rate
down to 5.6%, its lowest since the summer of 2008. A
further 20,000 fall in the claimant count in March and
strong demand for staff signalled by recruitment
industry survey data suggest the jobless rate should
continue to trend lower in coming months.

Wage growth slips

However, while employment and unemployment are
improving, pay growth is moving in the wrong direction,
most likely as a result of wage reviews reflecting the
recent drop in inflation.

Average weekly earnings rose just 1.7% on a year ago
in the three months to February, dropping further from
1.9% in the three months to January and 2.1% at the
end of last year.
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Real pay growth
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If bonuses are stripped out, the picture is somewhat
brighter, with the rate of increase picked up from 1.6%
to 1.8%, and rising to 2.2% in the private sector.
These are the joint-highest rates of growth of regular
pay seen since the third quarter of 2012.

Furthermore, the recent tumbling of inflation to zero
means that real regular pay growth (excluding
bonuses) is at 1.8%, its highest since January 2008.

The boost to spending power from the rise in real pay
appears to be a big factor behind the country’s ongoing
economic upturn in recent months, as households are
taking advantage of lower prices.

However, there are question marks over how long this
boost to consumer spending power will last. An
analysis of expected salary reviews suggest that
employees are anticipating their pay to increase by an
average of just 1.1% this year.

If inflation starts to pick up again, as is anticipated later
this year, real pay growth could well slow again, acting

as a dampener on consumer spending power and the
wider economic upturn.
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