Economic background to the 2016-17 NJC pay claim
Introduction

This paper covers the main economic indicators used to help shape pay claims, from
inflation and its impact on wages to comparisons with prevailing pay settlements and
average earnings trends. The 2015/16 Local Government Finance Settlement will further
reduce central government support by over £3bn in England and over £150m in Wales. The
Autumn Statement forecasts reduce the revenue available for all government departments
by £30bn by 2019/20 and the LGA Funding Outlooks do not include any assumptions that
address the real terms fall in local government pay.

Councils will also face significant further pressure from the Coalition’s plans to remove the
reduction in National Insurance contributions for all contracted out pension schemes.
Although central government originally undertook to cover the additional cost of this, it has
since backtracked. Local authorities will now need to find extra monies to cover this cost.

1. Cost of living
1.1 Inflation

RPI inflation (in red / the higher line in graph 1) below has run between 2.5% and 3.5%
during most of the last two years, but has gone into sharp decline over recent months. The
latest inflation figures put RPI at 1.1% and CPI at 0.3%.

1.2 Forecast inflation rates

The Treasury average of independent forecasts predicts that RPI inflation will average
around 1.2% over 2015 and then accelerate to over 3% a year between 2016 and 2019. The
medium term forecast put the expected rates (both RPI and CPI) at the following levels.

Year RPI forecast | CPI forecast .
Table 1: Inflation forecasts
2015 1.2 0.5
Source: HM Treasury Forecasts for the UK Economy at
2016 2.6 1.7 http://www.hm-treasury.gov.uk/data_forecasts _index.htm ;
2017 3.2 1.9 https://www.gov.uk/government/uploads/system/uploads/attachm
ent_datalfile/376413/forecomp 201411.pdf
2018 3.2 2.0
2019 3.0 2.0



http://www.hm-treasury.gov.uk/data_forecasts_index.htm
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/376413/forecomp_201411.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/376413/forecomp_201411.pdf
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If these rates turn out to be correct, the cost of living employees face will have grown by
almost 13% by the close of 2019, following the pattern set out in the graph below.

Graph 2: Forecast cumulative increase in cost
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1.3 Real Wages

The most recent data from the government’s Annual Survey of Hours and Earnings suggests
that the real value of average UK pay packets has fallen by 12% since 2010, with employees
losing over £2,000 a year from the value of their pay packet since the Coalition government
came to office. The average worker would have received more than £13,000 more had their
wages kept pace with inflation.

For the public sector worker who has not benefited from any incremental progression in their
pay, the decline has been even sharper. Between 2010 and 2014, those on a median wage
would have seen a 14% cut in the real value of their earnings, leaving their 2014 wage
£4,800 less than at the start of 2010.The accumulated loss resulting from their below-
inflation pay settlements each year stood at over £16,000.

2. Average earnings and pay settlements

Graph 3 below shows trends in average earnings growth over the last two years. Since April
2013, private sector earnings growth has been running ahead of the public sector every
month except two. Over the last three months, the private sector rate has accelerated
sharply while the public sector rate has flattened out. In November 2014, the rate across the
economy was 2.1%, private sector growth was 2.5% and average public sector wages rose
by 0.7%. Forecasts of average earnings predict a rise to 2.5% in 2015'.



Graph 3: Average earnings growth

3.0

2.0
1.5 - ¢— Whole Economy

== Private sector

Public sector
0.5

0-0 T T T T
Nov Jan Mar May Jul Sep Nov Jan Mar May Jul Sep Nov
-0.5 112—13— 13— 1313~ 13 13

% change of 3 month average on previous year

-1.0
Month

Since April 2010, a huge gap has opened up between private and public sector settlements.
Limited by the pay cap, average public sector pay settlements ran at 1% through almost all
of 2013 and well into 2014 until edging up over recent months.

Over the last few months, public sector settlements measured by XpertHR have risen to
1.5%, but this was largely due to a quirk in the XpertHR system for measuring settlements,
which is biased toward the lowest wage rates and since a number of public sector deals
have included higher increases for staff on lower wages the XpertHR figures show a larger
increase than has been experienced by most public sector staff.

Incomes Data Services — a widely used source of pay data - continues to show average
public sector pay settlements running at 1%, in line with the pay cap set to run until 2016 and
almost half the 2% rate prevalent in the private sector.

Graph 4: Median pay settlement comparison
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The gap between the public and private sector is predicted to remain over the coming year,
with private sector employers expecting settlements of 2% over 2015.



Table 2 below shows average reported settlements across a range of sectors over the last
year. Reported pay settlements in the public sector average at 1% while private sector
settlements average at 2.5%: (Source: IDS Pay, based on reported settlements in sector over last year)

Table 2: Average pay settlements
Sector Average reported pay settlements
Across economy 2.5%
Private sector 2.5%
Public sector 1.0%
Not for profit 2.0%
Energy & water 2.5%
Financial services 2.5%
Hotels, restaurants, arts & leisure 2.4%
IT, telecoms, media 2.6%
Professional & business services 2.0%
Catering 2.0%
Waste management 1.6%
Retail & wholesale 2.0%
Transport, storage & distribution 2.5%
Central government 1.0%
Advice & campaigning 2.0%
Care services & housing 2.0%

A further snapshot of pay settlements in the retail sector is also included below. The retail
sector is a ‘competitor’ for lower paid local government and school staff and is likely to be
attracting them away, with rates generally higher than the lowest NJC rate.

Table 3: Pay settlements in the retail sector

Lowest
adult
hourly
Organisation From rate Staff group
Halfords 01/10/2014 6.50 Retail Adult staff
Argos Retail staff | 28/09/2014 6.61 Retail Adult staff
6.91 Counter assistant, general assistant, warehouse
Sainsbury’s 31/08/2014 ’ assistant staff classified as adult and competent
Tesco 29/06/2014 7.39 Customer assistant staff classified as established
7.95 -
Aldi" At Sept.14 9.50 Store Assistant
6.90 —
Lidl" At Sept. 14 8.10 Store Assistant

Source: 2014 IDS Retail rates.




A summary of 2014 pay rises among some of UNISON’s largest bargaining groups is shown
below:

Table 4: Pay settlements in UNISON'’s largest bargaining groups

Bargaining Group Pay settlement

BASIC: 2.2% from Jan 15 for staff above SCPs 10 and non-consolidated
payments ranging £325 to £100
EXCEPTION: Rises ranging from 8.56% to 2.32% for SCPs 5-10

Local Government Services
NJC (England, Wales &
Northern Ireland)

Scottish Joint Council for
Local Government
Employees

1% from April 2014

ENGLAND: Consultation taking place on BASIC 1% from April 2015 for all
except top pay band / EXCEPTION: Bottom rate lifted to £15,100

SCOTLAND: BASIC: 1% from April 2014 / EXCEPTION: £300 staff

Health - Agenda for Change addition for staff on basic pay below £21,000 and living wage as bottom
staff point

WALES: BASIC: £187 non consolidated from December 2014 and 1%

from April 2015 / EXCEPTION: Living wage as bottom point

NORTHERN IRELAND: Ballot on industrial action taking place

BASIC: 1% from August 2014
Further Education (England) EXCEPTION: Bottom point raised to living wage

BASIC: 2% from August 2014
EXCEPTION: Lowest pay point raised to Living Wage for staff on 35 hour

Higher Education
week

o . .
Sixth Form Colleges 1% increase from September 2014 and deletion of bottom two points on

(England) the scales
Police Staff (England & 2.2% or £400 (whichever is the greater) from March 2015
Wales)

3. Opted-out councils

XpertHR has collected details of the pay awards at 31 councils that have opted out of the
NJC, comprising 33 bargaining groups. These awards were effective from 1% April — 1
September 2014.

Two groups have their pay awards based on individual merit. Among the remaining 31 , the
median pay award is 1.5%. Awards in the middle range are worth between 1.4% and 2.7%.
Some of the higher pay awards reflect settlements weighted towards lower-paid staff, with
several making reference to the Living Wage. Details of the pay awards collected are
included at: http://www.xperthr.co.uk/survey-analysis/pay-awards-by-industry-local-
government/152093/



http://www.xperthr.co.uk/survey-analysis/pay-awards-by-industry-local-government/152093/
http://www.xperthr.co.uk/survey-analysis/pay-awards-by-industry-local-government/152093/

"HM Treasury Forecasts for the UK Economy at http://www.hm-treasury.gov.uk/data_forecasts index.htm
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http://www.hm-treasury.gov.uk/data_forecasts_index.htm

