Wages, demand and the economy

Geoff Tily, TUC



Outline

* ‘Great stagnation’ in real earnings

* Earnings vemployment v GDP

e Government cuts and aggregate demand
* The productivity fallacy

* Wider failure of consolidation



‘Great stagnation’

Level of real average weekly earnings, 2015 prices (log scale)
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Real earnings in downturns, indices peak=100
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Figure 1.10. Real hourly wage growth in OECD countries

A. Annual average change before and after the global financial crisis (2000-07 and 2007-14)*
B 2007-14 < 2000-07
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B. Percentage-point change in annual real hourly wage growth between 2000-07 and 2007-14¢
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Strong employment headlines
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A. Unemployment rate
Parcentage af the labour force

% [ Current (Q4 2014) & Start of the crisis (Q4 2007) & Projected value (04 2016)
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B. Unemployment gap
Percentage-points change in the unemployment rate since the onset of the crisis (Q4 2007)

B Maximum gap (country-specitic peak) O Current gap (Q4 2014) @ Projected gap (04 2016)
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Figure 1.10. Real hourly wage growth in OECD countries

A. Annual average change before and after the global financial crisis (2000-07 and 2007-14)*
B 2007-14 < 2000-07
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B. Percentage-point change in annual real hourly wage growth between 2000-07 and 2007-14¢
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UK labour income growth

pre post change
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Labour market adjustment v GDP by country



Techniques

Nominal figures

General government final consumption + fixed
capital expenditure (GGFCE + GGFCF)

GDP expenditure and income

Derive growth rates and contributions to
growth

Compare pre and post crisis
(see what the OBR said too)



Government expenditure growth, per cent
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Low government spending growth reduced GDP growth

Contributions to GDP(E) annual average growth, percentage points
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Government expenditure, annual average growth, %

elpu|

[SeJs|
Auewuan
ueder
oIYyd
pueaziims
AemioN
Blquiojo)
OJIX3N
usapams
danoquwiaxn

change

wni3|ag
elisny
epeue)

[lzeJg

douel
eljeJisny
puejul4

N3

ydewuaq

Vi3

BOl}V Yinos
puejeaz maN
£3J0)|

Aley

BJ1Y 150D
pue|a|
a11qnday yeAo|s
Sa1els pauun
SpuejJayiaN
a1qnday yoaz)

B post-crisis

B pre-crisis

|

___wmpdury pauun

Aie3uni
eluenyir
|ednyod
elu01s]

eIsauopu|
BIUSAO|S
uleds
Aayuny

25

pue|aJ|
BIAIET
EREETD)

20
15
10
5

0

5
-10
-15
-20



tributions to growth, ppts

change in con
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Regression of change in GDP growth against change in government
expenditure contribution to GDP, percentage points
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Productivity fallacy

 Tendency to read directly from low productivity to supply
failure. Fallacy.

e Alternative: simply the way the labour market has adjusted to
meet (demand driven) lower GDP growth through wages (P)
rather than employment (Q)

* Productivity calculation compares low GDP growth with
disproportionately high employment growth

e (Causality reversed: the adjustment in the labour market is
causing low measured productivity. Weak economy causing
weak productivity.

* Not to deny fundamental importance of structural issues:
financialisation, industrial policy, infrastructure etc.

* Butin meantime, danger of missing scale of demand failure



In 2015: lowest inflation since the Great Depression
CPI annual inflation, %
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Sum of the parts, weak economy, weak wages, low revenues

= ‘consolidation’ failed
Public debt, % GDP
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Conclusion

Great stagnhation in earnings
Reflects weakness of economy
And demand deficiency

Leads also to disinflation and failed
government revenues

Policy: expand demand



End

http://touchstoneblog.org.uk/
@geofftily



94 years of UK productivity growth
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Figure 12: Contributions of factor inputs and Multi-Factor Productivity (MFP) to real Gross
Value Added (GVA) growth: %

%
g9 -

3

£
1971 1974 1977 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013

mmmm \\ulti-factor productivity s Combined production inputs = Real GVA growth

Source: ONS Economic Review,
February 2015



Average annual growth in productivity pre and post crisis
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Labour takes a bigger hit of the weaker growth
Contributions to GDP(l) growth, percentage points

W ON R O R N WS~ OO N

2002-2008 OBR 2010- ONS 2010- OBR forecast actual OBR error
2015 2015 change change

W CoE Profits M Other M taxes & GDP



Disproportionately met through reduced wages
Contributions to labour income growth (approx.)

2002-2007 2010-2015 change

employment Mearnings < labourincome



When is productivity relevant?

e OQutside full employment
Productivity = GDP / f (GDP(l))
* E.g. profits ...
* Arelevant diagnostic, but not as causal
* If we are below capacity, demand is key factor

* Under spare capacity, economic ‘growth’ potentially
misleading: rate of utilisation of spare capacity

* One cause of inflation is excessive speed
 IMHO, there has always been spare capacity



