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Pay picture stable but early signs of weakening?

The latest figures on pay settlement levels from the IDS Pay Databank show that while the overall
picture is broadly stable, there are early signs that the outlook for pay rises may be weakening in the
face of falling inflation. At the same time however, recent higher levels of inflation continue to exert an
influence on the first batch of January 2009 deals, most of which are under the subsequent stages of
long-term deals.

The median pay settlement for the whole economy remains at 3.5 per cent in the three months to the
end of November 2008. The lower quartile — the point at which a quarter of deals are below — fell
slightly to 2.9 per cent, down from 3 per cent in the three months to October. A quarter of deals in the
latest period are below 3 per cent, and this is reflected in the drop in the lower quartile. The lower
awards are mainly in the not-for-profit, retail and public sectors. Examples include the 2.65 per cent
award for police officers, effective from 1 September 2008 in the first year of a three-year deal. The
latest figures are based on 70 settlements, mostly in the private sector, covering just below 2 million
employees altogether.

The upper quartile is still at 4 per cent, indicating that a relatively large number of settlements continue
to be reached at higher levels. Indeed, a third of all the deals in the latest period are at or above 4 per
cent. Many of these are in manufacturing, where the median rose from 4 per cent in the three months
to October, to 4.2 per cent for the three months to November. Importantly though, almost half of the
higher-end increases are under the subsequent stages of long-term deals, with many set according to
formulas linked to recent RPI inflation figures.

Although inflation has fallen, to 3 per cent in the year to November, recent RPI levels have been higher
— peaking at 5 per cent in the year to September — and this is the main influence on pay rises under the
first batch of January pay deals. Most of these are under the subsequent stages of long-term deals and
the majority have produced increases in the 3 to 5 per cent bracket. For example, plumbers in England
and Wales recently received a 5 per cent increase in the second year of a two-year deal, based on the
September 2008 RPI figure.

IDS collects forecasts on inflation from a range of City and non-City institutions and the latest
predictions, gathered just before Christmas, indicate that the RPI is set to go negative under the impact
of falling oil prices and successive cuts in interest rates.

Ken Mulkearn, Editor of IDS Pay Report, said: ‘If the economists’ predictions are correct, negative
inflation will represent uncharted territory for all those concerned with decisions on pay. We expect
wider variations in pay outcomes during 2009, especially if inflation continues to fall. Previous
experience indicates that when the cost-of-living drops, in the context of an economic slowdown, pay
deals fall on average but tend not to go below a floor of around 2%.
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Notes to Editors:

Incomes Data Services is the leading UK information and research service on employment issues,
providing a range of publications for employers, trade unions, government departments and other
agencies. In any report it would be helpful if you would include our telephone number 020 7429 6800
and website address (www.incomesdata.co.uk).

Sweet & Maxwell (www.sweetandmaxwell.thomson.com) is a leading provider of information and
solutions to the legal and professional markets in the UK and Ireland. With over 200 years of history
and heritage in legal publishing, Sweet & Maxwell offers detailed and specialist knowledge,
understanding, interpretation and commentary across a wide range of subjects in a variety of formats to
meet customers' needs - books, journals, periodicals, looseleafs, CD-ROMs and online services.

Thomson Reuters is the world’s leading source of intelligent information for businesses and
professionals. We combine industry expertise with innovative technology to deliver critical
information to leading decision makers in the financial, legal, tax and accounting, scientific,
healthcare and media markets, powered by the world’s most trusted news organization. With
headquarters in New York and major operations in London and Eagan, Minnesota, Thomson
Reuters employs more than 50,000 people in 93 countries. Thomson Reuters shares are listed on
the New York Stock Exchange (NYSE: TRI); Toronto Stock Exchange (TSX: TRI); London Stock
Exchange (LSE: TRIL); and Nasdag (NASDAQ: TRIN). For more information, go to

www.thomsonreuters.com
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