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Playing at Dr Jekyll and Mr Hyde: the UK job market

The UK labour market, at first glance, seems to be playing at Dr Jekyll and Mr Hyde. Employment (in terms of both
levels and rates) is at record highs, yet wage growth has been extraordinarily weak. One view is that these are
opposite sides of the same coin. Another, more nuanced standpoint is that record employment is hiding a number
of serious concerns about the changing composition of work as poor quality jobs, often with little employment
protection, have permeated the labour market.

We call for tax reforms and for the “increasingly hazy” distinction between who is an employee and who is self-
employed to be clarified and addressed.

Our analysis of the labour market concludes that:

¢ UK employment growth has been strong in the last few years, reflecting a jobs boom, with employment and
unemployment rates respectively at record highs and lows.

Figure 1. Employment rate in the UK, 1980-2019
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Source: ONS employment series.

e But at the same time, wage growth has been extremely weak with real wages stagnating or falling for most

workers since the late 2000s. Low wage workers have done better due to mandated minimum wage increases
outpacing inflation.

¢ The UK’s recent wage growth compares poorly internationally. Out of 34 OECD countries, only Greece
experienced lower real wage growth between 2007 and 2018.

Figure 2. International average real wage growth, 2007-2018

Date originally posted: 2019-11-27

Permalink: https://blogs.Ise.ac.uk/businessreview/2019/11/27/playing-at-dr-jekyll-and-mr-hyde-the-uk-job-market/

Blog homepage: https://blogs.Ise.ac.uk/businessreview/



LSE Business Review: Playing at Dr Jekyll and Mr Hyde: the UK job market Page 3 of 4

30 :
g 201 |
o .
— 1
o :
o 104 ;
=2 I
5 0d oo --llllll
g O ooo
o :
= :
-10 :
-20 4
T r 7Ty T T T v T v T T v r e rnrnrT e v rTynrT v onrnrnvnrunra
QJEE?\ECECU)W'GW'UU}G]@U'D_‘{WWE"DC}\mhummommﬂ
Q e Liv] r -4 F¥ R Y:F-N-8 % k- CoCDOD@==rF=S C
0822002 oS3 5C0 8580 85285658688
Pot Le8Dn 0 St~ P oE>CEcnPERS53C%aa80
o = 'E{c-— LN = oD@ So=C =0
0c m O<WINLE =3=0f=p0 Z2 WLsS
o = <=Jo N Au¥I 0] 1 xS
g =) [45] g.“:‘! = N = E
i) Z we= o o m
= Hh=-t F @ >
= N =]
-] o 7))

Notes: Average real wages defined by the ratio between total wage bill and average hours worked. Source:OECD Stats, 2019
(https://stats.oecd.org/).

¢ The low measured unemployment rate masks that labour market slack is higher than it suggests as average
hours have fallen and under-employment has risen.

¢ Solo self-employment has risen very sharply and is the main source of jobs growth in the UK labour market.

¢ Insecure employment is on the rise via more low wage positions, including zero hours contracts and new
forms of alternative work arrangements (frequently being experienced by the solo self-employed).

¢ Key policy options for discussion include: proposed sizable increases in minimum wages; the tax and social
insurance treatment of the solo self-employed; and the need for productivity to increase to get wages up
across the board.

The labour market may seem to be at peak fitness, as employment rates continue at record highs — but it is not in
as good shape as some assert. Employment growth has been strong, but there are serious concerns about the
changing nature of work and low (sometimes very low) wages.

In real terms, median weekly wages have still not recovered to the 2008 pre-recession level. The consistent real
wage growth experienced in the pre-crisis period looks now a distant reality. The extended period of low wage
growth is unprecedented in modern times.

In the long run, the key driver of wages is productivity. For all workers to get pay increases, and for all to have
decent living standards, productivity needs to improve through investment in skills, innovation and human resources

policies.”
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The UK labour market is playing at Dr Jekyll and Mr Hyde — there are record high levels of employment and
extraordinarily weak wage growth.

The rise of the gig economy and other alternative work arrangements has led to discussions about the trade-off
between additional flexibility they can offer and the emergence of low-wage, dead end jobs that function outside the
job legislation offered in conventional employment and promise little in the way of career development and wage
progression.

The distinction between who is an employee and who is self-employed needs to be addressed in terms of tax
treatment inequalities, together with whether (and how) social insurance benefits could be extended beyond those
in traditional employment to offer a safety net to those in low-wage, precarious work.

Sodode

e This blog post is a version of the press release issued by LSE’s Centre for Economic Performance (CEP). It is
based on CEP election analysis: The L r Market, one in a series of election briefings. The series aims to
provide an impartial, evidence-based analysis of the key issues in the 2019 UK general election including
education, social mobility, immigration, Brexit and regional policy.

¢ The post gives the views of its author(s), not the position of LSE Business Review or the London School of
Economics.

e Featured image via the US Library of Congress, public domain.

e When you leave a comment, you’re agreeing to our Comment Policy

Rui Costa is a research economist at CEP. He has a PhD in Economics from University College
London. His current research interests focus on the economics of labour, education and crime.

Stephen Machin is professor of economics at LSE and director of the Centre for Economic
Performance (CEP). His expertise is in labour market inequality, economics of education and
economics of crime.
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