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Are we there yet? Another year of falling real wages, despite buoyant labour markets
The last two weeks have been quite busy for macroeconomists, HM Treasury staff and statisticians in the UK. The Chancellor of the Exchequer, Mr Phillip Hammond, delivered his (fairly upbeat) Spring Budget Statement on 13 March, highlighting among other things the ‘stellar performance’ of UK labour markets. According to a Treasury Press Release:
Employment has increased by 3 million since 2010, which is the equivalent of 1,000 people finding work every day. The unemployment rate is close to a 40-year low. There is also a joint record number of women in work – 15.1 million. The OBR predict there will be over 500,000 more people in work by 2022.
To put these figures in perspective, according to recent ONS estimates, in January 2018 the rate of UK unemployment was 4.3 per cent – down from 4.4 per cent in December 2017. This is the lowest it has been since 1975. This is of course good news: a thriving labour market is a prerequisite for a healthy economy and a good sign that the UK is on track to full recovery from its 2008 woes.
The Bank of England welcomed the news with a mixture of optimism and relief, and signalled that the time for the next interest rate hike is nigh: most likely at the next MPC meeting in May.
But what is the practical implication of all this for UK consumers and workers?
For workers it means it’s a ‘sellers’ market’: as more people get into employment, it becomes increasingly difficult for certain sectors to fill new vacancies. This is pushing nominal wages up. Indeed, UK wages increased on average by 2.6 per cent year-to-year.
In real terms, however, wage growth has not been high enough to outpace inflation: real wages have fallen by 0.2 per cent compared to last year. Britain has received a pay rise, but not high enough to compensate for rising prices. To quote Matt Hughes, a senior ONS statistician:
Employment and unemployment levels were both up on the quarter, with the employment rate returning to its joint highest ever. ‘Economically inactive’ people — those who are neither working nor looking for a job — fell by their largest amount in almost five and a half years, however. Total earnings growth continues to nudge upwards in cash terms. However, earnings are still failing to outpace inflation.
An increase in interest rates is likely to put further pressure on indebted households. Even more so as it coincides with the end of the five-year grace period since the launch of the 2013 Help-to-Buy scheme, which means that many new homeowners who come to the end of their five year fixed rate deals, will soon find themselves paying more for their mortgage, while also starting to pay interest on their Help-to-buy government loan.
Will wages grow fast enough in 2018 to outpace inflation (and despite Brexit, which is now only 12 months away)? We shall see.
Articles
· UK wage growth accelerates, while unemployment rate slips
Financial Times, Gavin Jackson (21/3/18)
· The chancellor boasts of good news, but the Brexit effect is plain to see
The Economist (14/3/18)
· UK earnings growing at fastest rate in more than two years
The Guardian, Larry Elliott (21/3/18)
· UK wages rising at fastest rate since September 2015, according to official data
Independent, Ben Chu (21/3/18) 
Questions 
1. What is monetary policy, and how is it used to fine tune the economy?
2. What is the effect of an increase in interest rates on aggregate demand?
3. How optimistic (or pessimistic) are you about the UK’s economic outlook in 2018? Explain your reasoning.
4. [bookmark: _GoBack]What is fiscal policy, and how can it impact on the economy?


UK wage growth accelerates, while unemployment rate slips 
UK wages rose at the fastest pace in nearly two-and-a-half years in the three months to January, strengthening the case for an interest rate rise in May. 
Overall UK wages increased by 2.6 per cent in the period, compared to a year earlier, according to the Office for National Statistics. 
Bank of England officials have flagged accelerating wage growth as one reason for a hawkish shift in monetary policy, fearing an increasingly tight labour market may lead to rising cost pressures for business and higher prices for consumers.
Wage growth has so far been the missing piece in the UK’s post-crisis recovery in the UK labour market. 
“While the UK economy expands, real wages continue to fall and continue to perform poorly compared with our European counterparts,” the ONS wrote in commentary on the figures. 
The reading was in line with analysts' expectations of 2.6 per cent. Real pay, after accounting for inflation, was 0.2 per cent lower than a year earlier. 
During January the rate of unemployment fell to 4.3 per cent, down from 4.4 per cent in December. This left the unemployment rate at the lowest level since 1975.
The fall in the rate of unemployment was despite a slight increase in the number of unemployed people as employment also rose compared to the three months to the end of October. The UK’s current employment rate of 75.3 per cent is the highest since 1971.
Senior ONS statistician Matt Hughes said: 
Employment and unemployment levels were both up on the quarter, with the employment rate returning to its joint highest ever. ‘Economically inactive’ people — those who are neither working nor looking for a job — fell by their largest amount in almost five and a half years, however.
Total earnings growth continues to nudge upwards in cash terms. However, earnings are still failing to outpace inflation.


UK earnings growing at fastest rate in more than two years 
Interest rate rise looms as wages increase more than expected in three months ending in January
Higher interest rates from the Bank of England have moved a decisive step closer after the latest official figures showed earnings growing at their fastest rate in more than two years.
The latest snapshot of the labour market from the Office for National Statistics showed that a record high level of employment and a drift from part-time to full-time work pushed up wages in the three months ending in January.
With inflation falling, the ONS said the squeeze on living standards that had dampened consumer spending over the past year had come to an end if bonuses were included in the yardstick used to calculate earnings.
Threadneedle Street’s monetary policy committee is meeting to discuss interest rates this week and the prospect of an increase in borrowing costs pushed up the pound on foreign exchanges. An increase in May is thought more likely than one this week.
Esther McVey, the work and pensions secretary, said: “Getting a job means securing an income for a family and the chance to build a better future. That’s why up and down the country we are doing all we can to help people into work.”
But the TUC warned the squeeze on living standards was not over. The trade union body’s general secretary, Frances O’Grady, said: “It’s nine years since the recession ended, but wages are still falling and workers’ living standards are worse than a decade ago.
“The great pay squeeze is a long-term crisis. We need major changes to get the economy working again for working people.”
The ONS said that including bonuses, average earnings in the three months to January were 2.8% higher than in the same quarter a year earlier, the highest since September 2015. Excluding bonuses, earnings were 2.6% higher.
Federal Reserve raises US interest rates and says businesses fear trade wars - as it happened 
The annual inflation rate has been coming down from a peak of 3.1% last autumn and stood at 2.7% in February.
 “Latest estimates show that average weekly earnings for employees in Great Britain in real terms – that is, adjusted for price inflation – fell by 0.2% excluding bonuses, but were unchanged including bonuses, compared with a year earlier,” the ONS said.
It added that both employment and unemployment rose in the three months ending in January, with the labour market not quite able to absorb a big increase in the number of people entering the workforce after being classified as economically inactive.
The number of people in work rose by 168,000 to 32.25 million, pushing up the employment rate to 75.3%, the joint highest since comparable records began in 1971.
Unemployment on the internationally agreed measure rose by 24,000 in the three months to January, but the jobless rate remained unchanged on the previous quarter at 4.3%. Job vacancies were up 10,000 to 816,000 in the latest three months.
Stephen Clarke, a senior economic analyst at the Resolution Foundation thinktank, said: “Britain’s 12-month pay squeeze has finally ended, though public sector workers will have to wait until new pay settlements are agreed across the NHS, schools, the police and other parts of the public sector.
“While it’s a relief that pay packets are no longer shrinking, the outlook for anaemic pay growth remains a huge living standards concern. Average pay is still lower than it was a decade ago, and an entire generation of young workers are still yet to experience the 3-4% pay rises that were once the norm.”
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Separate ONS figures showed that the government borrowed £1.3bn in February to bridge the gap between tax receipts and spending, a £2.5bn increase on the same month in 2017, when there was a £1.2bn surplus.
The ONS also revised up its estimate of borrowing for the first 10 months of the 2017-18 financial year by £2.5bn as a result of higher spending and weaker receipts. With one month of the year still to go, borrowing stood at £41.4bn – £2.5bn lower than a year ago.

