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Britain needs 
a pay rise
The effects of the falling value of wages on the UK economy
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1Data is taken from the Office of National Statistics (ONS) labour market and inflation indices. Data attached at table 1.

Summary

Economic commentators have focused on the “puzzle” of this recession, where the number 
of people described as in work has risen in recent months, but productivity has fallen and 
economic growth has not returned.

The answer could be that the real value of UK pay has fallen dramatically since the  
2008 banking crisis.

Low levels of consumer demand have led to a spiral of decline, meaning private sector employers 
do not have the confidence to invest, and investment and productivity are now falling. 
Government pay policy has had a direct negative impact on consumer demand and contributed 
to the overall fall in the value of wages.

•	Adjusted for inflation, the real value of UK pay has fallen by 7% since the start of 2008. At the 
end of 2012 the real value of UK wages was over £50 billion a year lower than in 2008

•	There has been a real terms fall in consumer demand of 5%, to a level lower than that in 2001
•	Adjusted for inflation, the real value of public sector take-home pay will fall by £7 billion by 2015
•	Median pay in the civil service pay is 4.4% lower than in the private sector, with lower grades 

8% to 10% behind direct private sector comparators

The purpose of this report is to start a debate about the effect of low pay and government pay 
policy on the UK economy.

We believe Britain needs a pay rise. The government can and should take action to increase 
the real value of UK wages to stimulate consumer demand by increasing public sector pay in 
real terms and raising the minimum wage. This would act as a catalyst for the private sector to 
increase wages in real terms and lead to confidence, investment and growth. 

Low pay and the economy

This section considers data on average earnings and inflation and identifies that the real value of 
UK wages has fallen by 7% since 2008.

From January 2001 to February 2008 average earnings rose by an annual average of 4.3% . In the 
four years that have followed average earnings have risen by an average of 1.9%. 

During the first period, inflation as measured by the government’s preferred method, the 
consumer price index (CPI), increased by an average of 2.8%, while during the second period, it 
increased by an average of 3.3%. 

Therefore, for the first period before the banking crisis, average earnings exceeded CPI inflation 
by an average of 1.5% and for the second period CPI inflation exceeded average earnings by an 
average of 1.7%. 

The period since the banking crisis has seen the real value of wages falling across the whole 
economy. Chart 1 clearly demonstrates the trend from 2008.
 
Average weekly earnings in January 2008 were £433  per week. In November 2012 average 
weekly earnings were £472 per week.

If average earnings had kept pace with CPI then they would stand at £506, which is 7% higher 
than the actual 2012 level. 
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 2Average Wage data is taken from The Office for National Statistics EARN01 Average Weekly Earnings – total pay (KAB9)

During the period between 2001 and 2007, average earnings grew 1.5% faster than CPI. Wages 
have traditionally been linked to inflation as measured by the retail price index (RPI), which 
includes housing costs and has historically been higher than the CPI inflation measure. If this 
rate of wage growth had continued during the period between 2008 and 2012, then average 
earnings would be £544 per week, which is 15% higher than the actual 2012 levels.

This analysis indicates the scale of the problem for the economy of the reduction in the  
real value of pay. 

In addition to wages, consumer demand is also derived from savings and debt levels. Since 
the start of the recession the household savings rate has increased and the household debt to 
income ratio has fallen (Resolution Foundation 2012, p12). 

The changes to these indices are small; savings remain low and debt high in historic terms. 
However, across the economy the period since 2008 has seen precautionary saving and pairing 
down of debt by households. The combination of lower pay in real terms, increased savings and 
reduced debt has led to a reduction in domestic demand.

This analysis is supported by Office for National Statistics data on household spending (ONS 
Family Spending, 2012 edition). These figures, which are adjusted for inflation, show UK 
household spending fell by 5% between 2006 and 2011. Household spending in real terms was 
lower in 2011 than in 2001.

While other factors affect GDP, domestic consumption is particularly important for economic 
growth. Around two thirds of UK growth in demand over the past two decades was accounted 
for by consumption (BIS/DFID 2011). 

Chart 1: Comparison between the yearly mean of change in consumer prices and  
average earnings 2001– 2012. (Source ONS)
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3 Public sector pension contributions will have increased by an average of 3.2% by April 2014. This will reduce the take home pay of public sector 
employees. A proportion of pension contributions is tax free.

The public and private sector comparators

Government pay policy is a major influence on the labour market. Government policy on pay has 
been framed both in relation to deficit reduction and more recently in comparative terms with 
the private sector. This section considers the effect of government pay policy on the broader 
economy and the labour market, and considers comparability between the public and private 
sector.

Since the last general election, government public sector pay policy has centred on the 
introduction a two-year pay freeze and a two-year pay cap of 1%. Public sector workers  
who are members of pension schemes will also see their pension contributions rise by an 
average of 3.2% by April 2014.

The government has approached public sector pay as part of its fiscal consolidation programme. 
There has been little discussion about the effect of this four-year pay constraint on consumer 
demand and on the labour market.

Public sector pay makes up 13.1% of national income. The four-year pay policy plus the increase 
in pension contributions  will cut almost £7 billion a year from the value of public sector 
employees pay by 2015. A recent study by the Institue for Fiscal Studies (2013) shows that, 
unlike the private sector, productivity in the public sector is rising. 

The government’s pay policy affects nearly six million UK employees. Public sector workers 
are also consumers and this cut in the value of their pay will affect consumer demand. This 
reduction in the value of public sector pay makes up part of the overall reduction in the value 
of UK wages. However, public sector pay policy has, arguably, also had an effect on wages 
within the UK labour market.

The public sector is the largest employer in the UK and will have an influence over the wider 
labour market. While it is not simple to measure this influence, two suggestions are made:

Firstly, competitive pressure to increase pay in the private sector is reduced when public sector 
pay is constrained. Secondly, in the same way that in the 1970s it used to be argued that the pay 
agreement at Ford set the benchmark for the UK car industry, arguably the government has set 
the benchmark in terms of wage increases for the economy as a whole.

In 2010 the IFS said that public and private sector pay were broadly comparable. In 2011 
it concluded that there was a public sector pay premium, which had developed since the 
recession. In 2012 the IFS estimated the public sector pay premium as 8.3%, but also concluded 
that this gap will be largely eliminated by 2014–2015 through the pay freeze and cap. A further 
study by the ONS (2012) estimated that the public sector had a 7.7% and 8.7% pay lead over the 
private sector.

Both studies used largescale data sets that were weighted and adjusted using a range of factors 
to make comparisons between the public and private sector. However, both ONS and IFS give 
methodological warnings about the ability to make direct comparisons using largescale data sets 
and quantitative analysis. 

The ONS study states:

“This article has shown that when comparing public sector and private sector earnings there 
are a number of factors that must be taken into account due to the different characteristics 
of these sectors. This makes it difficult to estimate a definitive ‘public/private sector pay gap’, 
and the gap estimated in this article is exactly that – an estimate of the pay gap rather than an 
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authoritative measure of the difference in the average earnings of the public sector and the 
private sector.” (page16).

A 2011 report by Incomes Data Services questions the value of making comparisons between 
the public and private sector using largescale data sets and official statistics. IDS points out there 
are significant differences in the pay systems and job roles between the sectors, which mean that 
it is questionable whether a meaningful comparison is ever possible (p13).  

The IDS report refers to research it undertook in 2009 to compare jobs in the public and private 
sector. This suggested at administrative officer and executive officer levels pay lagged behind 
those of private sector comparators. Over 70% of civil service employees are executive officers or 
administrative officers. 

More recently a report by consultancy firm Croner (2012), which covers the UK civil service and 
uses different methods, shows that pay for direct comparators in the private sector is higher than 
in the civil service and the gap is growing. 

The Croner report used data collected from the civil service across a range of functions from 
admin assistant to senior management. This data was compared with data from Croner Reward’s 
database, which has been evaluated and aligned with civil service grades. 

The study showed that median pay in the civil service is 4.4% lower than the median pay in direct 
private sector comparators. Croner estimated the medians as: civil service, £27,730; private 
sector comparators, £29,000. This estimate means median pay in the civil service is £1,263 per 
year lower than in direct private sector comparators.

The study showed that at senior levels civil service pay was above private sector comparators, 
but at junior levels pay was well below private sector comparators. At executive officer  
level civil service pay was 10% below private sector comparators and at administrative officer 
level it was 8%. 

The study also showed that in every nation and region in the UK pay for executive officers  
and administrative officers was lower in the civil service than in the private sector comparators, 
which undermines the case for regional or local pay put forward by the government in  
recent years. 

The Cabinet Office commissioned a separate report to enable it to make local pay comparisons 
between the public and private sectors. The Hay Group report used similar methods to the 
Croner report.

The Croner report also compared pay increases in comparative civil service and private sector 
organisations. The report shows that in 2012 99% of civil service respondents had a pay freeze, 
whereas 43% of private sector comparators had a pay increase of 2–2.9% and 38% 3–3.9%.

In 2013 100% of civil service respondents forecast a pay increase of 1–1.9%, whereas 37%  
of private sector comparators forecast a pay increase of 2–2.9%; 37% forecast 3–3.9%;  
and 16% forecast 4–4.9%.

The method used by Croner avoids the methodological problems identified by both the IFS 
and ONS. Using direct comparison and analytical job evaluation it provides a valid and direct 
comparison between civil service and private sector jobs. It is possible that a similar job 
evaluation approach to other parts of the public sector would show similar results. 

Government pay policy is contributing to the reduction in consumer demand and is arguably 
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affecting wage rates in the labour market. There is a significant question over whether 
meaningful comparisons can be made between the public and private sectors using  
largescale quantitative analysis. Comparisons are possible, but need to use analytical and 
comparative methods. 

Conclusions

After the most recent fourth quarter (2012) growth figures confirmed a 0.3 point contraction 
in the UK economy and the real possibility of a triple dip recession, International Monetary Fund 
chief economist Olivier Blanchard said: “We said that if things look bad at the beginning of 2013 
– which they do – then there should be a reassessment of fiscal policy.”

Both the deficit and debt are now increasing. In the nine-month period from April to December 
last year, net borrowing (excluding the one-off windfall when the government took over Royal 
Mail’s pension assets) hit £106.5 billion, £7.2 billion more than the £99.3 billion shortfall run up 
in the same period the previous year.

Debt was £811 billion around the time of the 2010 election, or 55.3% of GDP. By December last 
year it had hit £1.1 trillion, or 70.7% of GDP.

As we have shown, by 2012 the 7% reduction in the real value of average earnings had cost UK 
households and the economy more than £50 billion a year. This huge fall in the real value of 
pay for those in work, largely ignored by economic commentators, could be the answer to the 
“puzzle” of rising employment but no growth. 

We believe public sector pay policy is having a negative impact on our economy – directly 
through a cut in the real value of the wages of public sector employees, and as a contributing 
factor to lower pay increases across the labour market. In the civil service at least there is no 
justification for a pay freeze as pay is lower than private sector comparators and will fall further 
in 2013.

The government is not in a position to increase wages across the economy but there are a 
number of initiatives it can take to increase the value of wages and stimulate demand: they 
include real increases in public sector pay and the national minimum wage and support for 
the extension of the living wage of £7.45 an hour (£8.55 an hour in London), particularly on 
government contracts. 

The labour arm of the United Nations, the International Labour Organisation, recently argued 
that wage-led growth strategies, far from undermining growth, would improve growth  
rates. The purpose of this paper is to highlight the scale of the fall in the real value of UK wages 
and stimulate a debate about government pay policy and how to kickstart a wage-led recovery 
in the UK.

In advance of the 2013 world economic forum in Davos, the general secretary of the UNI global 
union Phillip Jennings argued: “The best thing the business leaders in Davos can do is to give the 
world a pay rise: the world needs a raise.”

This report shows that Britain needs a pay rise.

 



7

References

BIS/DFID (2011), “Sources of Economic Growth”, Trade and Investment Analytical  
Papers, Topic 6 of 18.
Civil Service Rewards 2012/13, Croner, May 2012
Incomes Data Services (IDS) Pay Report 1075  June 2011
Inequality Debt and Growth (2012) Resolution Foundation
Institute for Fiscal Studies (2010) The Green Budget 2010, February 2010.
Institute for Fiscal Studies (2011) The Green Budget 2011, February 2011.
Institute for Fiscal Studies (2012) The Green Budget 2012, February 2012.
Institute for Fiscal Studies (2013) The Productivity Puzzle, February 2013.
ONS: Family Spending 2012 edition  http://www.ons.gov.uk/ons/rel/family-spending/family-
spending/family-spending-2012-edition/index.html 
ONS: Labour Market statistics http://www.statistics.gov.uk/hub/labour-market/ 
people-in-work/earnings
ONS: Summary of UK trade, Jan 2013 http://www.ons.gov.uk/ons/dcp171780_295156.pdf 
ONS (2012) Estimating Differences in Public and Private Sector Pay 2012

 
Tables  

Table 1: Comparison between the yearly mean of change in consumer prices  
and average earnings 2001 – 2012.

Date Mean CPI Mean Av earnings Difference
2001 1.8 5.2 3.4
2002 1.7 3.2 1.5
2003 2.9 3.2 0.3
2004 3.0 4.4 1.4
2005 2.8 4.6 1.8
2006 3.2 4.7 1.5
2007 4.3 4.9 0.6
2008 4.0 3.6 -0.4
2009 -0.5 -0.1 0.4
2010 4.6 2.4 -2.2
2011 5.2 2.5 -2.7
2012 3.2 1.4 -1.8
    
Mean  2001–12 3.0 3.3 0.3
Mean 2001–7 2.8 4.3 1.5
Mean 2008 – 12 3.3 1.9 -1.4

Numbers in UK workforce 29,680,000
Average weekly pay  £472.00 
Total average weekly pay  £14,008,960,000.00 
7% of total weekly pay  £ 980,627,200.00 
7% of total average annual pay  £50,992,614,400.00 

Table 2: Calculation of the fall in the real value of UK average annual pay

Data: ONS Consumer Price Index and Average earnings (EARN01 Average Weekly Earnings – total pay (KAB9))
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