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Executive summary

e This briefing summarises evidence on the stagnation of real wages and living
standards, and high wage inequality, that has characterised the UK economy over the
past 15 years, discusses reasons why this has occurred and means by which stagnation
can be halted.

e Real wage growth has stagnated since the global financial crisis, so much so that if
wages had grown at the same rate as before, the typical UK worker would be around
£11,000 better off in terms of their annual pay than they are now.

e Because the UK is one of the most unequal countries in Europe, the living standards of
middle-income and poorer households have suffered more, with only the lowest-paid
workers not doing as badly because of increases in the minimum wage.

e Two main reasons for stagnation and high inequality are flatlining productivity and an
increased imbalance in bargaining power over wages and work conditions in favour of
employers over workers.

e Other countries have seen similar trends towards lower real wage growth, but in
places where the balance of bargaining power has altered less, the stagnation and
inequality problems have not been as bad.

e Going forward, policies which can boost productivity or halt and reverse the trend to
more employer power and less worker power in bargaining over wages and work
conditions can and should be important to get us out of the stagnation trap in which
we have found ourselves for the past 15 years.
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Introduction

Over the last 15 years, broadly since the global financial crisis of 2007-09 and throughout the
years of Conservative or Conservative-led government from 2010, real wages in the UK
stopped growing and stagnated. Over what has now become an extended period — the
longest in history since there have been good records of wages and prices — there has been a
shift from rising real wages to most people experiencing no steady improvement in their
living standards from working in the labour market.

It has not always been like this — nor does it need to continue like this. Real wages grew by
an average of 33% a decade from 1970 to 2007, before the extended period of stagnation.
Clearly, countries can survive a year (or two) of poor wage growth and flatlining productivity.
Other countries have indeed experienced slower real wage growth, but as this has
happened, the UK has dropped down relative rankings further than most.

The 15 long years of stagnation have left a strong mark on the economy, having a profound
negative impact on living standards and on the economic and social fortunes of individuals,
families and communities.

If wages had continued growing on the same trajectory that they were following before the
global financial crisis, UK workers would now be earning an additional £10,700 a year, on
average.! And because the UK is the most unequal major economy in Europe, its middle-
income and poorer households are worst hit by the stagnation of wages.

It also means that young workers now entering the labour market are being paid the same
as what they would have received 15 years ago. Moreover, fewer people are earning more
than their parents in real terms, so that upward mobility in living standards of children and
their parents at the same age (absolute intergenerational mobility) has dropped. An
indicator of this change is the reduced share of people aged 30 with higher real incomes
than their parents had at the same age.

This briefing describes these patterns and connects the discussion to where real wage
growth could come from. To do so, it assesses some policy options that could improve real
wages and workers’ living standards in future.

Real wage and inequality trends

Three key aspects of economic stagnation, inequality and living standards are:

- The temporal patterns of wage growth that resulted in real wage stagnation.

- How distribution of the temporal patterns generated shifts in wage inequality over time.
- The particular impact on younger people, those who have only been the labour market

during the period of wage stagnation, as compared to older people, including those young
people’s parents who themselves experienced earlier periods of positive real wage growth.

1 Economy 2030 Inquiry (2023).
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Real wages

Figure 1 shows annual real weekly earnings from 1980 to 2023. The bigger part of this whole
period saw real wages growing. But in the latter part, the last 15 years broadly since the
global financial crisis of 2007-09, real wages stopped growing and stagnated.

The figure shows that in 2023, the average weekly wage of £667 was almost twice as high as
the 1980 wage expressed in current prices of £340. This corresponds to an annual growth
rate over the entire period of 2.2%. Expressed this way, the labour market delivered real
wage growth to workers over time, so that wages grow faster than prices, leading to
improved living standards for workers.

Figure 1: Average real wages, Great Britain, 1980-2023
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Notes: Real average weekly earnings for the whole economy, total pay, Great Britain seasonally adjusted,
expressed in 2023 prices (CPIH deflator) from ONS.

But the growth rate was neither smooth nor uniform across years as the flattening out of the
wage line in the latter years shows. Decade-specific growth rates are given at the top of the
figure. They document a progressive movement to lower levels of real wage growth. There is
a positive growth rate of 4.4% per annum in the 1980s, with the 1990s seeing this slow down
to 1.6%, and to a similar 1.7% in the 2000s. But after that, the 2010s and early 2020s show
stagnation with no growth in real wages.

Thus, the scope for earnings to deliver improvements in living standards for UK workers has
deteriorated over time. In the past 15 years or so, it has reached a point where real wage



growth has stalled for the longest period for which comparable records exist, dating back at
least as far to Victorian times in the late 19t century.?

It took a long time for the relevant public agencies to realise that this had happened.
Forecasts from the Bank of England and the Office for Budget Responsibility proved woeful
from the earlier years when real wages started to stagnate — and throughout the 2010s,
both institutions continued to produce forecasts of positive real wage growth, none of which
were realised. Evidently the models used to produce the forecasts were not up to date with
the relevant labour market developments, and so produced consistently inaccurate, upward
biased forecasts.

What is more, the UK’s wage stagnation relative to the period before compares badly with
other countries. Table 1 shows UK real wage growth over time compared to the Organisation
for Economic Co-operation and Development (OECD) average, and the UK’s rank among 22
OECD countries.

For the whole period from 1991 to 2022, the UK had real wage growth that was 0.4% per
annum higher than the OECD average, and the UK was ranked in eighth place. But this masks
a sharp drop for the stagnation period. In 1991-2000 and 2000-2007, real wages grew by
over one percentage point more per year than the OECD average, and the respective ranks
out of 21 countries were fifth and sixth. From 2008 to 2022, the rank fell to 16™, and real
wages grew by half a percentage point a year less than the OECD average.

Table 1: Real wage growth (annual %) relative to OECD countries, 1991-2022

1991-2022 1991-2000 2000-2007 2008-2022

A. Relative to OECD average

UK 1.5 2.4 2.1 0.2
OECD average 1.1 1.4 0.8 0.7
UK — OECD average 0.4 1.0 1.3 -0.5

B. Rank in 21 OECD countries

UK rank 8th 5th pth 16t

Notes: Amended from Machin (2024). Data on annual earnings (average annual wages per employee in full-time
equivalent unit in the total economy) deflated to 2022 country-specific prices from OECD Data Explorer. The 21
countries are: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Iceland, Ireland, Japan,
Korea, Luxembourg, Netherlands, New Zealand, Norway, Spain, Sweden, Switzerland, UK, USA.

2 The Trades Union Congress dates it back even further, referring to the “worst pay squeeze since the Napoleonic
wars (1798-1822)" (Bell, 2023).



Wage inequality

What about wage inequality? It is well known that the distribution of wages has become

more unequal in the UK since 1980, and a large body of economic research from the mid-
1990s on (when it became clear from data that the rise was a genuine upward trend) has
studied reasons why.3

For much of the earlier part of the nearly 45-year period from 1980 to the present, wages for
workers higher up the distribution rose more quickly than for those lower down. More
recently, patterns have changed somewhat, as the peak level of hourly wage inequality was
reached in the early to mid-2000s, with reductions following, but with the overall level of
inequality still higher than it was in 1980.

Figure 2 shows patterns of real wage growth at three percentile points of the wage
distribution from 1980 to 2023, and inequality ratios from them at the top of the chart. In
1980, the 90th percentile worker earned 2.87 times as much as the 10th percentile worker.
This rose to a peak of over 4 times in the early 2000s, then falls back by quite some way,
down as far as 3.03 in 2023.

Figure 2: Wage inequality, 1980 to 2023
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Notes: Real hourly earnings from New Earnings Survey/Annual Survey of Hours and Earnings, extended
from Giupponi and Machin (2022).

3 For the UK, see the series of papers by Machin (1996, 1998, 1999, 2003, 2011, 2016, 2024), and for the broader
academic research literature the reviews of Katz and Autor (1999) and Acemoglu and Autor (2011).
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From about halfway through the period covered by the chart, the top and bottom of the
distribution evolved differently. The entire 1980-2000 increase in lower tail inequality (the
50-10 ratio, which rose from 1.61 to 1.83) was fully reversed by 2019, and more than
reversed since then. As discussed below, in the policy debate, this is because of the
minimum wage boosting the 10th percentile by a lot and with no reach much further up the
distribution. Upper tail inequality (the 90-10 ratio) rose more or less throughout the period
and remains quite a lot higher in 2023.

The level of wage inequality in the UK is one of the highest in Europe. The patterns of wage
changes over the period since the global financial crisis have resulted in middle-income and
poorer households being worst hit by UK wage stagnation in terms of an array of economic
and social outcomes.

Young people

As wage growth has stagnated, individuals entering the labour market or getting new jobs
are on average joining at no better a real wage than in the past. This has generated two
serious implications for younger workers.

First, take the group aged 30 and younger in 2024. As wages have stagnated, they have
experienced the same average wage over the past 15 years. Unlike older workers did in the
past, they have not worked in a labour market that generates positive real wage growth.

Second, this has had negative implications for social mobility in absolute terms. Because
their parents at the same age experienced wage growth above prices and young workers
have not, absolute intergenerational mobility has fallen.

A frequently used metric of upward mobility that was increasing in the pre-global financial
crisis era of positive real wage growth and decreasing in the past 15 years era of no real
wage growth is the percentage of people who, at the same age, earn more than their
parents (‘absolute intergenerational mobility’).

Figure 3, based on the cross-country study of absolute upward mobility by Manduca et al
(2024), shows the percentage of 30-year-olds with net incomes higher than their parents in
the UK between 1994 and 2017. As one would expect when living standards driven by
positive real wage growth were rising prior to the global financial crisis, this was increasing in
the first half of the time period covered in the figure. In the last 10 years, it fell significantly
as real wages stagnated, falling from a peak of 76% to 65% of young people aged 30 having
net incomes higher in real terms than their parents did at the same age.



Figure 3: Absolute intergenerational mobility in the UK, 1994 to 2017
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Notes: UK numbers taken from Manduca et al (2024).

Why stagnation and inequality?

This section focuses on two of the main reasons why wages have stagnated, and inequality
has risen to higher levels than the past. The first is flatlining productivity since the global
financial crisis; the second is shifts in the balance of power between employers and workers.

Productivity

A first key aspect of economic stagnation is a significant slowdown in productivity growth,
which has flatlined in the past 15 years. Prior to that, as with real wages, productivity was
growing. It took a hit in the global financial crisis and has not really recovered since then.

Figure 4 shows GDP per hour from 1980 to 2023. This makes the flatlining pattern very clear.
Average annual productivity growth from 2008 to 2023 was a paltry 0.4%. Prior to that, from
1980 to 2007, the annual growth rate was over five times higher at 2.2% per annum. The
very weak growth rate in the period of stagnation means productivity was just 6.6% higher in
2023 than it was at the time of the 2010 general election.



Figure 4: GDP per hour (labour productivity), 1980 to 2023
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Notes: UK Whole Economy Output per hour worked, from ONS.

Imbalances in bargaining power

A second aspect of wage stagnation is how much power employers and workers have in the
employment relationship. The balance of power has waxed and waned in different settings
and times.

In the UK of the recent past, employer power has risen very considerably. Forty to 50 years
ago, the typical worker’s wages and job conditions were determined by collective bargaining
between management and unions. Now, in general, management unilaterally sets pay and
working conditions in mostly non-union environments.

The dramatic shift in the balance of power has had significant implications for employees’
livelihoods. Metrics of workers doing well in terms of their work rewards all show significant
negative change. For example, the union/non-union wage differential — the mark-up on
wages from being a union member or having pay set by collective bargaining —is still
positive, but it is around half of the level it was in the past (Giupponi and Machin, 2022).

In addition, far fewer people are now in a union: 22% overall, 12% in the private sector and
an astonishingly tiny 5% among 16-25-year-olds. This compares with well over double these
proportions in the 1980s (Altunbuken et al, 2022). Even in non-union settings, in situations
where workers have some bargaining power with their employer (eg because of better
outside options) the share of the economic rents produced by firms that workers receive as
wages has significantly fallen (Bell et al, 2024).



And it is not just wages: in most aspects of the working relationship, power has tilted away
from workers and in favour of employers. Hours, contract types and an array of non-wage
benefits of work have become more unequally distributed and dictated by management
(Datta et al, 2019).

These developments and the shift in power towards employers and away from workers are
not unrelated. The shift has both gone too far, and has been bad for the economy and those
working in it (including employers). The next section considers how this can change.

How to get out of stagnation?

The two explanations considered in the previous section signal ways in which the trend of
wage stagnation can be halted. First, by generating growth through productivity
improvements; and second, by policy to offset and reverse the balance of bargaining power
shifts that have gone too far.

On the first, in the long run, the key driver of wages is productivity. For workers to get pay
increases across the whole wage distribution, and for all to have decent living standards,
productivity needs to improve.

This is the focus of the CEP election analysis by Valero and Van Reenen (2024). They
emphasise that increasing capital investment (where the UK significantly lags international
competitors) and complementary policies on skills, innovation and human resources policies
are all critical for the goal of boosting productivity.

On the second aspect, on the (im)balance of bargaining power, some consider it hard to
think of policies that can directly — or indirectly — influence wage and employment
outcomes. The one clear policy lever that most people now go to first —the minimum wage —
has proven to be one of the most successful policies of the past 25 years, acting to buck the
wage stagnation trends that most workers paid above the minimum wage have experienced.
And in raising the earnings of minimum wage workers by more, this has very strongly
reduced inequality in the bottom half of the pay distribution.

This is evident in Figure 5, which shows that from 1999 onwards — the year in which the UK’s
national minimum wage was introduced — the only group of workers avoiding the stagnation
of the past 15 years are those at the bottom of the wage distribution. This has come about
as a direct consequence of policy, through the minimum wage.

More generally looking back through time, there are many policies that have shifted the
power balance between management and workers, and therefore affected wage and job
outcomes. It is simply not the case that there are not policy tools that can work, as the case
of minimum wages makes clear.



Figure 5: Real wage growth, inequality and the minimum wage, 1999 to 2023
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Other policies over recent decades have acted to tilt the balance of power away from
workers. The anti-union legislation of the Thatcher government and the strengthening of
employers’ positions to avoid unionisation are clear examples. So too are Brexit, austerity
and interventions in public pay setting that have generated wage freezes.* Policy can matter
and, in the past, has done so (both positively and negatively), affecting worker outcomes and
their power in the employment relationship.

Indeed, the outcomes of real wage stagnation and higher inequality have in part been
because of these policies. While other countries have seen similar trends towards lower
wage growth, in places where there has been less change in the balance of bargaining
power, there have been fewer problems of stagnation and inequality.

Going forward, policies that halt and reverse the trend to more employer power and less
worker power in bargaining over wages and working conditions can and should be important
in getting out of the stagnation trap of the past 15 years.

4 0n the union legislation from Thatcher and subsequently, see Brown and Wadhwani (1990), Pencavel (2004)
and Tinline (2023). On Brexit, see Dhingra and Sampson (2022) and Costa et al (2024). On austerity, see Fetzer
(2019), and on public sector pay, see the discussion in Cribb and O’Brien (2024).
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