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1. Introduction
The finding that emerges most clearly from our research – on employers’ intentions for
2021 and the latest pay outcomes – is that while the recession associated with the
coronavirus has affected pay reviews, it is still the case that results are relatively widely
distributed. The spectrum runs from pay freezes, which are now more common than
previously, to rises of 3% or over, which nevertheless persist at a time when inflation is at
low levels.

And when it comes to 2021, a greater proportion of employers (than in the previous survey)
tell us that pay increases will be lower than this year, as might be expected, but over half
state they will be either the same (the majority of these) or greater – with the proportion of
those reporting a potentially larger pay rise showing a small increase on last year’s survey.

Why is this the case? The obvious answer is that different organisations have been affected
in different ways by the pandemic and its attendant economic impacts. Some companies
have had to make savings in the face of a reduction in business. Others, meanwhile, have
seen increased activity and this has allowed them to raise pay by more than average or to
make extra payments to reflect the additional effort being made by employees in
challenging circumstances. We do not know how long the economic effects of the pandemic
will last, but we will continue to monitor and report on them as they impact on reward
decisions. In that sense, this is an interim report, albeit one that comes at an appropriate
time - as the 2020 pay round has ended in most sectors, while HR/reward specialists are
turning their intentions to 2021 decisions.

One of the considerations guiding our work is that the pandemic has led to many firms
reshaping their activities. For example, retailers are placing more emphasis on deliveries
than previously. This is altering internal and external labour markets and could lead to new
approaches to pay and conditions. Online marketing has become more important in other
areas too and this has placed a premium on data science and digital roles in particular, for
instance. (Watch out for separate surveys from us on pay for these roles.)
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But the coronavirus outbreak has also made for a much deeper recession than might
otherwise have been the case. As a result, the economy is likely to see wider restructuring
as some firms grow, others close and new companies emerge. Certain jobs will be more
difficult to recruit and retain while others will be easier, especially if unemployment rises.

What will a post-pandemic labour market look like? The ‘gig economy’ has been under
pressure from a series of legal rulings that could force its main players to reclassify their
‘contractors’ as employees, with all the rights that entails. Agency and temporary work have
also been under the spotlight during the health crisis as staff on a variety of short-term
contracts were the first to be let go at companies hit by the downturn. And the number of
people on zero-hours contracts is now over a million.

The Chancellor has replaced his original Coronavirus Job Retention Scheme with a new ‘Job
Support Scheme’, though its stated aim of protecting ‘viable’ jobs only has raised concerns
that it might not prevent widespread redundancies. At the same time, the Government has
announced extra incentives for employers who wish to take on apprentices and young
workers, and these could become more important in a variety of areas.

The worldwide protests over the killing of George Floyd in the US have most likely
heightened the possibility of some sort of legislation on ethnicity pay gap reporting here in
Britain. Our survey of employers’ reward plans for 2021 highlights that a significant minority
of firms have already taken steps to calculate and report on their pay gaps in this area, and
this proportion is likely to grow.

Finally, our survey also highlights the persistence of the use of the RPI as a measure of
inflation for pay-setting purposes, despite the Office for Statistics Regulation dedesignating it as a ‘national statistic’ (though the Office for National Statistics continues to
publish figures for it). The consultation on the future of the RPI closed recently, with a
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Government response due by the end of the year. The terms of the consultation were the
subject of a public debate hosted by the Royal Statistical Society on 21 July. 1

Anyone interested in the proceedings can find them here:
https://rss.org.uk/news-publication/news-publications/2020/general-news/rss-open-meeting-onrpi-–-event-report/
1
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2. About the report
The findings from the latest annual IDR pay planning survey reveal a marked shift in focus
compared with previous years. Whereas respondents had latterly been concerned with
issues such as Brexit and increases in the National Living Wage (NLW), in 2020 it is
inevitably the global coronavirus outbreak that dominates organisations’ future reward
plans, both directly and indirectly.

Indeed, while the report includes data from 96 employers, we heard from several others
who say it is too early for them to be thinking ahead to pay decisions for next year while
they are preoccupied with the fall-out from the current pandemic. Nonetheless, matters
such as diversity and inclusion remain on many organisations’ agendas for 2021, while
some employers also see a role for HR in implementing ‘green’ initiatives next year.

Table 1 Profile of respondents by sector
Sector breakdown
Manufacturing or production
Not for profit/voluntary
Private services
Public sector

26%
19%
39%
16%

Table 2 Profile of respondents by industry
Industry breakdown
Financial, professional and business services
Hotels, restaurants, arts and leisure
IT, telecoms and media
Local and central government
Manufacturing and primary
Retail and wholesale
Social care, welfare and housing
Trade unions and professional bodies
Transport, storage and distribution
Other

11%
7%
4%
16%
26%
7%
8%
4%
11%
4%
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3. Participants
Abbott

Kensington Mortgage Company

Aberdeen International Airport

Knorr-Bremse Systems

AECP

Leicestershire County Council

Ageas

LGL Group

AIAC

Lucite International

AirTanker Services

MHA

Altro

Midland Heart

Bettys and Taylors

Molson Coors

BGL Group

National Grid

Bidfood

National Trust

Bombardier Transportation UK

Nationwide Building Society

British Medical Journal

Nottinghamshire County Council

Buckinghamshire County Council

Ocado

Cambridge University Press

Onward Homes

Cancer Research

Port of Tyne

Cargo Logic Air

Prysmian Cables & Systems

Chelsea Physic Garden

Rolls-Royce

Chemring Countermeasures

Royal Borough of Windsor & Maidenhead

Church of England

Royal College of Art

Cliffes Removals

Royal College of Occupational Therapists

CNH Industrial

Royal College of Radiologists

Combined Independents (Holdings)

Royal National Lifeboat Institute

Commonwealth War Graves Commission Saxon Weald
Compass Group

Shrewsbury School

Competition and Markets Authority

Siemens Mobility

Copyright Licensing Agency

Sky

Costa Coffee

Southern Coop

Crown Estate

Sova Capital

Crownwise

Sue Ryder

easyJet

Surrey County Council
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Encirc

Tesco Stores

Epson Europe

Transport for London

Experian

United Utilities

Fenner Dunlop Europe

Sainsbury's Supermarkets Ltd

Fife Council

TUI

Frank Roberts & Sons

Together Housing Group

Franklin Templeton

University of Birmingham

Greater London Authority

University of Lincoln

Greene King

US Embassy

Guinness Partnership

Vitacress Limited

H&R ChemPharm UK

Warwick Chemicals

Heathrow Airport

Webhelp

Hitachi Automotive Systems UK

Wickes

Hope House Children's Hospices

XPO Logistics

Jaguar Land Rover

Yorkshire Water
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4. Key survey findings
The key findings from our 2020 pay planning survey are as follows:
•

Pay pressures appear to have eased somewhat: while around two-fifths (39%) of
respondents indicate that pay pressures have increased since the start of the year,
almost half (48%) report that they have stayed the same and 13% that they have
lessened

•

Retention is the source of the most commonly cited (28%) upward pressure on pay,
while cost-cutting represents the most influential downward pressure (28%)

•

Employers have taken relatively few steps to respond to pay pressures this year;
where they have done so, bonus or performance payments are the most common
approach (17%), while 13% have applied across-the-board rises. A tenth of
respondents have reduced pay for some groups of staff

•

Recruitment and retention difficulties have eased markedly compared with last
year: only around a quarter (24%) have experienced recruitment difficulties and less
than a tenth (9%) have problems with retention

•

The median pay award for 2020 is 2.5%. Compared with 2019, a majority (57%) of
employers have applied a lower increase this year, with around a third (32%) stating
that the level of pay rise in 2020 stayed the same as in 2019

•

Looking at intentions for 2020, almost half of respondents (48%) anticipate
awarding a lower level of increase than they did this year

•

Over half (64%) of respondents recognise a trade union in some respect (either
across the workforce or for particular sites or staff groups) for pay bargaining

•

When asked to rank three factors in terms of their influence on the broader reward
strategy, the majority (90%) of respondents cited company performance or
affordability as having the greatest influence. This was followed by internal
relativities, while external market comparisons were felt to be the least influential
of these three factors

•

CPI inflation is the most popular indicator of the cost of living, referenced by 76% of
respondents, while 56% consider the RPI. The newer CPIH is a factor in pay
decisions at a much smaller proportion (28%) of firms

•

The greatest proportion of organisations in the sample (31% of those answering this
question) are expecting to pay increases in 2021 at the level of the CPI or CPIH,
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while just under a quarter (24%) anticipate pay awards to be at the level of RPI
inflation and 16% expect increases somewhere between the two measures
•

Compared with 2019’s figures, there has been a stark rise in the proportion of
employers who anticipate that staffing levels will decrease next year (39% for
permanent staff and 44% for temporary/agency headcount)

•

More than half of respondents have made use of the Coronavirus Job Retention
Scheme, with many enhancing furlough pay

•

The majority of those covered by gender and executive pay ratio reporting
requirements have calculated these figures, despite the suspension of this
requirement for the former measure this year

•

Despite pressures on HR departments to manage the fall-out from the coronavirus
pandemic, many are managing to maintain important work in other areas. Almost
three quarters (73%) of organisations have plans to implement policies or initiatives
relating to diversity, equality and inclusion while around a third of respondents
report that they have plans relating to HR’s role in reducing their organisations’
environmental impacts in 2021.
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5. Results from the survey
The findings from the latest annual IDR pay planning survey reveal a marked shift in focus
compared with previous years. Whereas respondents had latterly been concerned with
issues such as Brexit and increases in the National Living Wage (NLW), in 2020 it is
inevitably coronavirus that dominates organisations’ future reward plans, both directly and
indirectly. The following pages detail the findings of our survey of employers’ plans for pay,
conditions and staffing in 2021.

5.1.

Coronavirus’ impact on pay

Employers have been making and considering a variety of changes to pay and conditions
while managing the impact of coronavirus in the workplace. Time off on full pay has been
the most widely used response in our sample, with 36% taking this step. A reduction in staff
hours has been used by 25% of employers and a further 20% were considering this
approach at the time of the survey. Additional payments to staff have been made in some
organisations (20% already done and 11% considering) for those that have been working
‘at risk’ either by facing the public in a customer-facing role or in a health and social care
setting. Temporary pay cuts have been made at 19% of the sample with a smaller amount
(2%) considering doing so. Just under a fifth (18%) of employers told us that staff have
been given time off with reduced pay, with a further 10% considering this approach.
Changes to sick pay schemes have occurred at 12% of firms with an additional 3%
considering this and finally, higher bonuses have been the most infrequent measure with
only 1% having done already and 4% considering.

Employers are using a combination of approaches to offset the economic damage caused
by the pandemic and the decisions made by HR professionals throughout may have a
significant impact on people’s livelihoods. It is estimated that in comparison to March 2020
there are now (as of July 2020) 649,000 fewer people on payrolls, a fall of 2.2% (ONS, July
2020).
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Table 3 Changes to pay as a result of coronavirus
Time off on full pay
Reduced staff hours
Additional payments to staff, eg bonuses or "hazard pay"
Temporary pay cut
Time off with reduced pay
Changes to sick pay scheme
Higher bonuses

Implemented
36%
25%
20%
19%
18%
12%
1%

Considering
2%
20%
11%
2%
10%
3%
4%

At the time of surveying over half of the respondents in our sample (56%) are utilising the
Coronavirus Job Retention Scheme (CJRS) whereby qualifying businesses will receive a
reimbursement from the HMRC covering 80% of wages (up to a maximum of £2,500),
tapering off to 60% by October 2020 for furloughed workers.

Table 4 Topping up pay for staff on furlough leave
Percentage of respondents
Topping up pay beyond the 80% reimbursement
Topping up to between 80 and 90%
Topping up to between 90 and 100%
Topping up 100%

37%
13%
2%
48%

The largest proportion, just under half (48%), of our sample of employers using the CJRS
have topped up pay to 100% while over a third chose not to top up pay beyond the 80%
reimbursement. A smaller group (13%) topped up between 80 and 90% and one company
topped up between 90 and 100%. This means that most of our sample (63%) paid
employees above the 80% level compensated for by the Government under the scheme.
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Chart 1 Topping up pay for staff on furlough leave

Those using the furlough scheme followed varying criteria and processes to choose who
would be affected by the furloughing process. The chart below displays the percentage of
respondents who used each of the options to decide who would be furloughed. The largest
category is ‘reduced workload’, with 80% of respondents furloughing employees as
economic activity in many areas paused. Store and site closures also meant that staff were
placed on furlough with 41% of our sample reporting this. Another factor is the importance
of the work being undertaken (39%) while a third used the CJRS to avoid redundancies
(33%).
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Chart 2 Criteria for being on furlough

We also asked employers to look ahead to see whether organisations were planning to
return furloughed staff to work between July and October 2020. It is noticeable that most
employers in the sample are using a combination of different measures to combat some of
the challenges the pandemic brings. The most frequent response from those who are
bringing some staff back to work on normal hours while keeping others on furlough (44%).

The same proportions of employers (37%) are considering redundancies and continuing
current furlough arrangements; 33% are considering bringing some staff back on their
normal hours with others on reduced hours; and 28% of employers told us that they will
bring all staff back to work on their normal working hours/pattern.
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Table 5 Employers’ approaches to returning staff to work from furlough between July and October
Percentage of
respondents

Bring some staff back to work on their normal hours but keep others on
44%
furlough
Consider redundancies
37%
Continue with current furlough arrangements
37%
Bring some staff back on their normal working hours with others on
33%
reduced hours
Bring all staff back to work on their normal working hours/pattern
28%
Bring all staff back on reduced hours
2%
Note: respondents using more than one approach could choose more than one response. As a
result, the proportions add up to greater than 100%

The outlook after October 2020 seems optimistic, with over three-fifths (61%) of our
sample of employers aiming to bring all staff back to work on their normal working
hours/patterns. However, redundancies are still a possibility: 28% think they will be
considering redundancies by this point and 19% say they will be making staff redundant.
Some 17% of our sample say they plan to bring some staff back on their normal working
hours and agree reduced hours for others. Just two companies (4%) say they may bring all
staff back but agree reduced hours with them.

Table 6 Employers’ approaches to returning staff to work off furlough beyond October
Percentage of
respondents
Bring all staff back to work on their normal working hours/pattern
Consider redundancies
Make redundancies
Bring some staff back on their normal working hours and agree reduced
hours for others
Bring all staff back but agree reduced hours with them

15

61%
28%
19%
17%
4%
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5.2.

The 2020 pay round

When determining the level of pay increase a number of factors are usually considered by
employers. IDR asked which factors were the most important when making decisions on
pay rises this year and the leading answer was affordability, figuring highest at 98% of our
sample.

Chart 3 Factors determining the level of pay increase

The next highest factor was future business outlook at 76% of responses and inflation/cost
of living at 69%. Coronavirus appears next as the fourth most important factor (63%) when
determining 2020 pay rises.

The remaining factors rank as follows: recruitment and retention (59%), the going rate for
increases (57%), market benchmarking (52%), increases in the National Living
16
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Wage/National Minimum Wage (52%), employee expectations (49%), productivity (47%),
trade union claims (42%) and Government policy on pay (38%).

The main differences in responses to this question in last year’s survey and this year relate
to market benchmarking and recruitment, both of which declined in importance between
2019 and 2020. This reflects the loosening labour market as a result of the coronavirus
recession. Inflation also declined a little but remains significant as the third most important
determining factor.

In respect of pay awards, the results of this year’s survey reveal that the 2020 pay award
was/is likely to be lower for most in the sample (59%) in comparison with the 2019 pay
award. Just under a third of employers (32%) say the level of pay rise in 2020 was or will
be the same as in 2019.

Table 7 Level of pay rise in 2020 compared with 2019
The 2020 pay award compared to the 2019 pay award was/is
likely to be
Higher than the previous year
9%
The same as the previous year
32%
Lower than the previous year
59%

Employers who have concluded their pay review told IDR that the 2020 pay increase
remains the same as originally planned (63%) however, there is a third of the sample (33%)
that have implemented a lower increase than originally planned. This is likely to be the
outcome of coronavirus taking effect in the UK just before April, which is the most popular
time for annual pay reviews. Only 4% saw a higher increase than originally planned.

Table 8 Potential changes to pay increase
Percentage of respondents
A higher increase than originally planned
The same increase as originally planned
A lower increase than originally planned

4%
63%
33%

This study includes a number of organisations that also participated in our 2019 survey.
Over two-fifths (42%) of these had anticipated awarding the same increase in 2020 as they
did in 2019. A similar proportion (39%) of respondents thought that the 2020 award would
17
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be higher with the remaining respondents (19%) indicated that they may apply lower
increases in 2020. In reality around two-fifths (43%) of the sample were able to apply the
pay award that they had predicted, and the majority of these employers are in the private
services sector. Pay outcomes for the remaining participants (57%) did not go ahead as
predicted and for three-quarters of these the pay award was lower than expected. The main
reasons cited was the negative impact that COVID-19 has had on affordability and the drop
in inflation rates. However, three companies were able to award increases that were higher
than anticipated.

Due to a relatively large number of deferrals of pay reviews, the pay outcomes for some
workers continue to be on hold. We asked about the pay outcomes at organisations in this
survey and found that almost a fifth had deferred their 2020 pay awards. For around twothirds of these mostly medium to large organisations the pay decision is on hold for all staff.

5.3.

Looking ahead, 2021

The survey asked organisations to indicate which of ten actions they intend to take in 2021
as part of their reward strategy. The most common answer was to benchmark pay levels for
key roles with just under half (45%) answering this. Changes to bonus schemes will also be
high on the agenda with 35% of firms making this part of their 2021action programme. Just
above a quarter (27%) will reduce staff numbers, which could be an indication of what the
aftermath of coronavirus might look like for many employees.

A fifth (20%) will be looking at changing benefits provisions. A rising wage floor and the
reduction in the qualifying age for the NLW could be the driver for some firms to make
changes to their pay structures, with 17% of organisations telling us they intend to take this
step. Changing shift patterns is next on 15%, closely followed by a change to working hours
at 14% of the sample. Altering sick pay provisions (7%), hiring extra staff (6%), and
conducting or commissioning equal pay audits (6%) received comparatively smaller
proportions of responses.
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Chart 4 Intended reward actions for 2021

We asked about the factors influencing reward strategy and requested that participants
rank three options from most influential to least influential: company performance or
affordability, internal relativities or fairness, and external relativities or market
comparisons. The most important of these three factors for employers is company
performance or affordability with 90% of the sample choosing this as the most important
influence on reward strategies.

As in previous years, internal relativities were the next

most important factor on organisations’ reward strategies, coming ahead of market
comparisons.

Table 9 Factors influencing reward strategy
Level of
Company performance
Internal relativities or
influence
or affordability
fairness
1
90%
6%
2
9%
60%
3
1%
34%

19
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5%
31%
64%
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The survey also asked organisations what their single biggest reward issue for 2021 will be
and a range of concerns emerged from the results. Most prominent in the results is
affordability, with under half of employers (48%) citing this as the single biggest reward
issue in 2021.

Table 10 The single biggest reward issue for 2021
Percentage of respondents
Affordability

48%

Profitability

12%

Flexible working

7%

Pay review

7%

Retention

6%

Profitability

3%

Employee engagement

3%

Changes to the pay structure
3%
Note: the remaining 13% were classified as ‘other’ as they included individual company reward
issues not comparable with the rest of the sample.

The other issues facing reward teams are the related issue of profitability (12%), flexible
working arrangements (7%), annual pay reviews (7%), retaining staff (6%), employee
engagement (3%) and changes to pay structures (3%).

Looking ahead, the level of pay award in 2021 looks to follow a similar pattern, 48% of
employers anticipate the level of pay rise will be lower in 2021 than in 2020 and 38%
predict the level will stay the same.

20
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Chart 5 Level of pay rise predicted for 2021

5.4.

Pay pressures

Pay pressures have increased since the start of 2020 for 39% of our sample, less than in
2019 when a larger proportion (50%) of the sample faced increasing pay pressures. Just
under half of the sample of organisations (48%) that answered this question found that pay
pressures had remained the same since the start of 2020.

Table 11 Change in pay pressures since the start of 2020
Increased
Stayed the same
Decreased

21

Percentage of respondents

39%
48%
13%
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To assess whether there was any sampling distortion in these findings we analysed a small
matched sample of 31 firms over the last two years. The analysis shows that pay pressures
have remained largely unchanged through 2019 and 2020 with most reporting pay
pressures staying the same or increasing and only a minority describe a decrease. We found
that within the matched sample, most of those that had faced increasing pay pressures in
2019 (17) continued to face pressures into 2020. Nine of the 17 reported increased pay
pressures and six companies reported that the pressures remained the same in 2020. Only
two of the 17 said that they found pay pressures decrease in 2020 from our matched
sample.

Table 12 Matched sample analysis of changing pay pressures in 2019 and 2020

2020

2019

Year

How have pay pressures changed since the start of the year

Number of employers

Increased

17

Stayed the same

14

Decreased

0

Increased

14

Stayed the same

14

Decreased

3

Upwards pay pressures are arising from recruitment and retention difficulties, which runs
parallel with last year’s survey findings which showed skills and talent shortages creating
upwards pressures for a third of the sample. In 2020, 28% of the sample face retention
pressures and 27% face recruitment pressures.

Companies have been responding to pay pressures by offering bonus or performance
payments (17% of respondents). Across the board pay rises are reported by 13% of
respondents. Pay increases targeted at specific groups of staff (11%) and at specific roles
(10%) are the other options some employers have been using. Market pay supplements
have been the least popular here with only 7% of employers choosing this option.

The percentage of respondents making changes to respond to pay pressures overall is low,
our survey tells us that a majority of respondents aren’t not taking any action at all. This is
in line with the economic slowdown that has accompanied the pandemic.

22
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Table 13 Actions taken to respond to pay pressures
Percentage of respondents
17%
13%
11%
10%
10%
7%

Bonus or performance payments
Across-the-board pay rises
Pay increases targeted at specific groups of staff
Pay increases targeted at specific roles
Pay reductions for any groups of staff
Market pay supplements

5.5.

Staffing

Staffing levels are expected to fall over the coming 12 months for both permanent and
temporary/agency staff. The proportions of respondents predicting a decrease in the
number of permanent staff rose sharply between 2019 and 2020, from 12% to 39%. This
finding is also conveyed to be true for temporary and agency staff where participants
predict a larger staffing level decrease between 2019 and 2020, from 4% to 44%.

Table 14 Anticipated staffing level change for permanent staff
2019
Increase
Stay the same
Decrease

2020
25%
63%
12%

17%
45%
39%

Table 15 Anticipated staffing level change for temporary/agency staff
2019
Increase
Stay the same
Decrease

2020
9%
61%
4%

12%
45%
44%

The large rise in the number of employers expecting a fall in staffing levels is stemming
from business contraction. Over a third (36%) of our sample said that retrenchment of
activities is the main reason for changes in staffing levels for permanent staff and 39%
reported the same for temporary/agency staff. Paradoxically, increased productivity also
appears to be driving anticipated changes in staffing levels. This could be connected to
home working which has been observed to have a positive effect on output, mainly because
of fewer distractions from colleagues, for example (see table).
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Table 16 Reasons for anticipated change in staffing levels for permanent and temporary/agency
staff

Permanent staff
Temporary/agency staff

5.6.

Business
expansion
15%
11%

Business
contraction

36%
39%

Increased
productivity

Site closures
17%
13%

3%
3%

Recruitment and Retention

The survey results show that recruitment difficulties have eased this year compared to
2019, with just under a quarter (24%) of participants reporting that recruitment was fairly
difficult in comparison with 55% in 2019. And a majority of respondents found that
recruitment is ‘not a problem’. This is connected to the loosening of the labour market as
the pandemic has affected the economy. It is most likely also connected to a reduction in
recruitment activity as a result of the slump.

Chart 6 Organisations’ current experience of recruitment
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Of those still experiencing recruitment challenges, the most prominent reason given is that
applicants do not have the right skills or experience needed for the role (57%). The skills
gap has traditionally included digital roles or craft positions however in our survey social
care positions are mentioned as being an area for concern too. Competition from other firms
is causing further recruitment difficulties for 48% of our sample. Too few applicants is less
of an issue than previously (again because of the economic slowdown) but 14% of
employers still cite this as a challenge.

Table 17 Reasons for recruitment challenges
Applicants do not have the right skills/experience
Competition from other firms
Too few applicants

Percentage of respondents
57%
48%
14%

Staff retention appears to be even less of an issue than recruitment with most participants
describing retention as currently ‘not a problem’ (91% of respondents). This is significantly
down on the 2019 survey where 61% of respondents reported experiencing retention
issues. In this year’s survey only 9% of organisations report retention as difficult and of
those the biggest cause of difficulties is higher pay at competitors. Interestingly, a quarter
of respondents report that they have struggled to retain staff due to a lack of opportunities
for employees to develop and progress as well as a lack of flexible working provisions.
Benefits offerings being more competitive elsewhere is also mentioned at 13% of the
sample.

Table 18 Reasons for retention challenges
Higher pay on offer at competitors
Lack of opportunities to develop and progress
Lack of flexible working provisions
Better benefits on offer at competitors

Percentage of respondents
75%
25%
25%
13%

When asked about specific roles that are subject to retention issues, participants report
that junior staff looking for promotion, engineers, call centre staff, legal roles, senior
operations and project management positions are all areas affected by retention
challenges. Participants also told us that health and social care roles are proving difficult.
The roles often found in this area, support workers, healthcare assistants, nurses and in
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some cases team leaders will often be placed on or around the National Minimum
Wage/National Living Wage, which for some employers has become a struggle to meet over
the last few years as it continues to move towards new targets of median earnings. This
combined with the health risks posed by working in these areas due to coronavirus could
be causing employees to turn to better paid sectors such as retail where the responsibility
and risk is much lower.

5.7.

Inflation

Over half of the sample (52%) reference inflation in pay setting and for the third year running,
more employers report using the Consumer Prices Index (CPI than the Retail Prices Index
(RPI): 76% refer to the CPI; 56% the RPI; and 28% the CPIH, which includes housing costs
(respondents could select all applicable measures).
We also asked respondents how they expected inflation could influence next year’s pay
awards. Respondents most commonly (31%) stated that they expected the 2021 increase
to be at the level of the CPI/CPIH, while a further quarter (25%) anticipate that their award
will be below this level. A similar proportion (24%), meanwhile, expect their pay award to be
at the level of the (typically higher) RPI, while a further 16% see it falling somewhere
between the two.
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Chart 7 Relationship of 2021 pay awards to inflation
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5.8.

HR, climate and society

A large proportion of our sample (73%) report having plans relating to diversity, equality
and inclusion. It appears therefore, that despite the backdrop of economic and health
uncertainty, employers are keeping equality, diversity and inclusion high on the reward
agenda.

The survey participants include 75 employers with over 250 employees, making it a
requirement for them to publish details of the ratio of their CEO’s pay to the median, lower
and upper quartile pay of their UK staff. However, only 44 out of that 75 provided details
regarding executive pay ratio reporting. So far 39% of these have calculated this figure for
their organisation, with over half (52% of those covered) already having published it
externally.

The Government suspended gender pay gap reporting requirements for 2020 in light of the
coronavirus pandemic but the majority (90%) of respondents covered by this obligation
(those with 250 or more staff) have nonetheless calculated their gender pay gaps, with
most publishing this figure externally. We found, however, that equal pay audits are not
currently a consideration for the majority (63%). However, just over a fifth (21%) have
carried out an equal pay audit and a sixth (16%) plan to do so in the future.

We also asked about ethnicity pay gap reporting and found that just under a fifth of
respondents (17%) with more than 250 employees have calculated their gaps in this area
so far. A third of these have shared results internally with staff though just two companies
have published the findings publicly. In the wake of Black Lives Matters protests an official
online petition calling for mandatory ethnicity pay gap reporting has (at the time of writing)
reached over 130,000 signatures. The Government response referred to a previous
consultation into the matter which ran from October 2018 to January 2019. The results
from this will be published by the end of 2020 2.

2

Read details of the consultation here.
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Just over a third of respondents (34%) have plans relating to HR’s role in reducing their
organisations’ environmental impacts in 2021. Five organisations specifically mention
changes to car schemes where hybrid or electric vehicles will be on offer as an alternative
to petrol or diesel vehicles. Meanwhile, four respondents told us that less staff travelling to
work or between meetings due to increased use of technology or reduced use of printing
has helped the company reduce its carbon footprint.

Employers are taking a variety of approaches to addressing equality and diversity. For
example, some have trained HR staff in recruitment practices that are aimed at producing
a more diverse workforce, while others are collecting data on protected characteristics
among their existing workforces, and yet others have set long-term targets to increase the
proportions of women and black people or ethnic minorities in higher-paid roles.
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6. IDR intelligence
In this section of the report we provide further intelligence on pay awards from our regular
monitoring, inflation forecasts, labour market statistics and average weekly earnings.

6.1.

Latest pay awards

The median pay award across the whole economy has fallen to 2.3% for the three months
to July 2020. Throughout the first half of 2020 the median remained at 2.5% despite the
unsettled economic climate, which has been shaken while many UK businesses adapt to
changes prompted by the coronavirus pandemic. The proportion of pay freezes taking place
is continuing to grow as some employers who had deferred their pay awards have decided
to freeze pay for some staff this year.

The interquartile range has widened considerably from between 2.0% and 3.0% in the
three months to June 2020 to between 0% and 2.7% in this latest analysis period, which is
based on a sample of 32 awards effective between 1 May and 31 July 2020. The private
sector median fell from 2.6% to 2.3% and this, along with a fall in the median for the notfor-profit sector, was the main cause of the change in the whole economy median.

Table 19 Pay awards in the three months to July 2020
Whole
Private
Manufacturing
economy
sector
& production
Lower quartile
0.0%
0.0%
1.1%
Median
2.3%
2.3%
2.3%
Upper quartile
2.7%
2.7%
2.8%

Private
services
0.0%
2.3%
2.7%

Not-forprofit
0.0%
1.3%
3.1%

Public
sector
1.7%
2.3%
2.5%

The wider range of outcomes has been produced by two factors: the increasing proportion
of pay freezes taking place across the economy – from 14% previously to 31% of all awards
in the three months to July; and the falling proportion of higher-end pay awards worth 3%
or more. Less than a fifth of all awards were at this higher level in our recent sample
compared to nearly a third of all awards in the three months to June 2020.
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Chart 8 Distribution of pay awards – three months to the end of July 2020

The median pay award in manufacturing and production has dropped from 2.7% to 2.3%.
As well as a fall in the number of higher-end awards and an increased proportion of pay
freezes in this area of the economy, pay awards are clustered around the 2% to 2.99% mark
with half of all increases in the sector in this range.
Many employers in this area have deferred their pay award decisions to the autumn or
winter of 2020 as they wait to see if previously typical production levels can resume,
particularly in engineering and construction. For example, negotiations on a new pay and
conditions deal affecting thousands of workers covered by the Construction Industry Joint
Council have been postponed until September. The previous two-year deal ended in June
2020.
Awards in private services continue to reflect a contrasting picture during what is typically
a quiet period for pay across the sector compared to April. The interquartile range remains
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wide but has shifted downwards dramatically from between 2.0% and 5.0% in the three
months to June to between 0% and 2.7% in the latest figures as the incidence of freezes
has risen. The largest proportion of pay freezes is in the professional and business services
area. At the same time however, nearly a fifth (17%) of awards in the sector for the period
are at 3% or above. They include the latest award at an insurance company that paid
increases of exactly 3% to over 4,000 staff.

6.2.

Longer term pay trends

The median pay increase across the whole economy in the 12 months to August 2020 was
2.5%, matching the median for the previous 12 months. The interquartile range stayed the
same at between 2.0% to 3.0%, suggesting that pay increases have been at similar modest
levels across the economy over the last two years.

Our analysis is based on a sample of 276 pay awards effective between 1 September 2019
and 31 August 2020, covering over 4.2 million employees, as well as 613 awards that took
effect between 1 September 2018 and 31 August 2019, covering some 6.9 million workers.

Table 20 Pay increase summary, whole economy
Lower quartile
Median
Upper quartile
Average
Count

Sep 18 to Aug 19

2.0%
2.5%
3.0%
2.7%
613

Sep 19 to Aug 20

2.0%
2.5%
3.0%
2.5%
276

The number of higher-end awards, at 3% or more, account for just over a quarter of all
awards in the year to August 2020. This is a lower proportion then we observed in the 12
months to August 2019 when pay increases at this level accounted for over a third (34%) of
all awards. The proportion of pay freezes taking place across the economy has grown. In the
12 months to August 2019 pay freezes accounted for just 3% of all pay awards but this figure
has risen to 13% in the year to August 2020.
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Table 21 Distribution of pay increases across the economy

Pay freeze
0.1-1.99%
2.0-2.99%
3.0-3.99%
4%+
Count

Sep 18 to Aug 19
No.
19
36
353
145
60
613

%

3%
6%
57%
24%
10%

Sep 19 to Aug 20
No.
36
16
149
47
28
276

%

13%
6%
54%
17%
10%

Chart 9 Distribution of pay increases across the economy, Sep 2018 to Aug 2020

Analysis of all pay outcomes that we have monitored in 2020 gives a similar picture of the
distribution of pay. Our sample of pay reviews taking place between January and December
shows that the median pay increase across the whole economy is 2.5%, based on 246
awards monitored so far. As highlighted above, instances of pay freezes have begun to
spread this year but still account for a relatively small proportion (15%) of awards overall.
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Meanwhile at the upper end of the distribution a tenth of all increases are worth 4% or
more. One of the complicating factors in this year’s pay round is the number of
organisations who have either frozen pay or deferred pay reviews for some higher-paid staff
on the one hand while rewarding relatively large increases to those lower-paid staff that
are at or near the statutory minimum, which rose by 6.2% to £8.72 on 1 April 2020, on the
other.

Chart 10 Distribution of pay awards in 2020
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6.3.

2020 vs 2009

Since we are now in one of the deepest recessions ever recorded, a comparison with pay
outcomes during the so-called ‘financial crisis’, a decade or so ago, is instructive. Our
monitoring of pay reviews across the economy in 2009 showed that the incidence of pay
freezes rose from around a quarter of all pay outcomes in January and February to over half
in May and June of that year. This year, pay freezes have also increased in incidence as the
economy slowed sharply in response to the pandemic, but so far at least, the increase has
been less dramatic than in 2009.

The chart below compares the proportions of freezes in the two recession years, over
successive two-month phases covering the main period for pay reviews, ie the first two
quarters of the year. It shows that while in 2020 the incidence of pay freezes has grown, this
rise has been nothing like the magnitude of change seen in 2009. This could be connected
to the timing of the pandemic, or more precisely our society’s response, which did not really
take place until the end of March, ie at a time when many organisations with pay reviews in
January and April – the two most popular months in the year for wage settlements – had
either increased pay or made a decision to increase pay.

The other factor is that at the same time, other organisations decided to defer decisions on
2020 pay reviews. A significant proportion of these could yet turn out to be pay freezes. We
will be monitoring these and reporting on the outcomes in a subsequent report. It is possible
therefore that the full impact of the current pandemic-fuelled recession will only emerge as
we move towards the end of the year and even into a new pay round in 2021.
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Chart 11 Proportion of awards resulting in pay freeze freezes, 2009 and 2020

Employment was affected by the 2009 slump, but by less than originally feared, and the main
consequence was a lasting squeeze on pay. The current pandemic has so far shaped a
different outcome for the UK economy. Some sectors are facing significant job losses while
others are still recruiting staff, depending on whether and how the health crisis has affected
their activities. But we are probably only just past start of the crisis, in economic terms, and
its full impacts remain to be seen.
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6.4.

Inflation forecasts

Despite an unexpected uptick in inflation in the year to July, our panel of City economists
think that the main estimates of the cost of living are likely to show falls in the near term,
before rising very slowly, eventually to around 2.7% on the RPI measure and 2% on the
CPI, by the end of 2021. The consensus is that inflationary pressures are likely to stay
muted, though with an emphasis on uncertainty, especially given the impossibility of
predicting the path of the pandemic and its effect on both supply and demand.

In the short term, the main disinflationary influences will be those coming from the
Chancellor’s summer budget – mainly the temporary cut in VAT but also the ‘Eat Out to
Help Out’ scheme – and a larger than previously-assumed reduction from OFGEM in its
energy price cap. (When these influences fall out of the series a year from now, in August
2021, this is likely to cause inflation to increase sharply, but it should drop back quickly
afterwards. This is reflected in the forecasts.)

From this autumn onwards, inflation is expected to gradually drift higher, as economic
activity resumes. The assumed slow pace of the rise in the cost of living is predicated on a
weakening labour market and also a large negative gap between potential and actual GDP
growth, with the UK currently deep in recession. As a result, domestically-generated
inflationary pressures at least are likely to remain subdued. (There is a risk that a no-deal
Brexit could affect sterling’s performance on currency exchange markets and raise the
prices of imports, but that remains to be seen.)

The dampening effect of the coronavirus outbreak on global economic activity continues to
form the main backdrop to our panel’s predictions. One risk to them, perhaps in the medium
to longer term, is that the various ‘quantitative easing’ (QE) measures taken by the Bank of
England and other central banks could stoke inflation. Against this, though, can be set the
experience of the 2009 economic slump, when QE led only to modest inflation, as a
squeeze on real wages and weaker growth combined to inhibit any greater stimulus to
increases in the cost of living. To the extent that those trends persist today, it could be that
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inflation continues to remain at historically low levels. But as the coronavirus outbreak
shows, anything can happen.

Chart 12 Inflation forecasts average percentage change

The forecast figures for each month are an average of predictions from each of Capital
Economics, Deutsche Bank, JP Morgan, Lloyds Bank, NatWest Markets, Pantheon
Macroeconomics and Scotia Bank.

38

Pay Planning for 2021 | IDR

6.5.

Labour market statistics

The Government's Coronavirus Job Retention Scheme (CJRS) continues to bolster the
labour market, with unemployment remaining relatively low, for the moment at least. But
employment is down slightly, economic inactivity is on the rise, and redundancies show an
increase too. However, vacancies look to have risen a little from their previous low as
economic activity has resumed.

Unemployment among those aged 16 to 64 remained broadly unchanged, with a rise of just
1,000 in the latest quarter (April to June 2020), and no change in the rate which remains
comparatively low at 4%. However, employment for people aged 16 to 64 fell by 59,000
on the quarter with a small decline in the employment rate of -0.2 to take it to 76.4%. Some
7.5 million people were estimated to be temporarily away from work in June, including
those on furlough under the CJRS. Meanwhile the figures for economic inactivity showed
an increase of 82,000 or 1% to take the total of people in this category to 8,435,000.

The latest figures for redundancies show a small rise (up 8,000) and a more notable
increase in the redundancy rate, up from 4.1% in the previous month’s release to 4.8% this
time. The number of unemployed people per vacancy is up sharply on the quarter to 4.0 –
it had been 1.7 – but the rolling three-month figures indicate a small rise in the number of
vacancies, from 337,000 in the three months to June to 370,000 in the three months to
July, as economic activity resumed somewhat during the summer.

Table 22 Summary statistics on UK labour market – April to June 2020
Level
(000s)
Employment (16-64)
31,665
Employment (16 and over)
32,924
Unemployment (16-64)
1,320
Unemployment (16 and over)
1,338
Economic inactivity (16-64)
8,435
Economic inactivity (16 and over)
19,295
Vacancies
337
Redundancies
134
*Number of unemployed people per vacancy
Measure

Source: ONS
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Quarterly level
change (000s)

-59
-220
1
-10
82
301
-460
27

Rate
(%)
76.4
61.5
4.0
3.9
20.4
36.0
4.0*
4.8

Quarterly change
in rate
-0.2
-0.5
0.0
0.0
0.2
0.5
2.3
0.9
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6.6.

Average weekly earnings

Growth in average total pay (including bonuses) among all employees was -1.0% in the
period May to July compared with a year earlier. However, regular pay (which excludes
bonuses) was marginally positive at +0.2%. Single-month growth in average weekly
earnings for July 2020 was -0.1% for total pay but +0.9% for regular pay. Because of the
fluctuations in bonuses currently, largely as a result of the coronavirus-fuelled recession, it
makes more sense to concentrate on regular earnings.

There continue to be strong variations in earnings growth both within and between
industrial sectors. In wholesaling, retailing, hotels and restaurants regular pay dropped
back by -3.2% in the year to July, up slightly on the June decline of -3.9%. However, this is
an overall average for a sector that is likely to have seen continued activity and therefore
earnings maintained in supermarkets, while hotels and restaurants have faced far more
difficult trading conditions, though the Government’s voucher scheme may have helped the
latter.

Meanwhile construction saw earnings drop by -7.5% in the year to July, although this was
a slight improvement on negative growth of -8.7% in the year to June. The slight
improvement in earnings growth in both these sectors - wholesaling, retailing, hotels and
restaurants, and construction - came largely because they saw the highest percentages of
employees returning to work from furlough, but because large numbers of staff continue to
be furloughed the effect on earnings was less than it might have been had more people
returned to work.

In manufacturing pay growth increased from -2.5% in the year to June to -1.7% in the year
to July. In finance and business services, average earnings growth was positive, up by
+1.1% in the year to July, a rise from +1.0% in the year to June.

In the public sector, average earnings growth was strongest, showing at +4.5% in the year
to July, up from 4.1% in the year to June. Here, longer hours worked in the NHS in particular
have contributed to the higher growth in the average.
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At a time when a range of factors can affect estimates of earnings growth, it is important to
note that the figures can be affected by changes in hours worked and changes in the
composition of the workforce. These are significant factors at the moment and are therefore
having a major effect on the earnings figures.
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