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4 Foreword: CBI
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As the UK forges a new relationship with the European Union, and the 
rest of the world, the country will face challenges and opportunities. The 
first step will be a Brexit deal that offers a transition period and creates 
certainty for companies.  

This will also ensure that business and government can move beyond Brexit making progress 
on domestic policies that are crucial for UK competitiveness and living standards. Businesses 
will play a leading role in this process. To unlock the opportunities, UK firms will need to 
harness the widest possible range of skills and talents by making their workforce more 
diverse and inclusive and by strengthening employee engagement. This in turn will help to 
grow productivity, deliver the Industrial Strategy and improve living standards across the UK. 

Against a backdrop of a slowing economy and the cumulative burden of policies that 
increase the cost of employment, there are many positives in this survey. UK firms have 
defied expectations and got on with business – there are indications that pay growth is 
strengthening, while more companies are committed to diversity & inclusion and are looking 
to create more jobs.

The survey also shows clear commitment from business to increase the pace of progress on 
diversity and inclusion. Gender pay gap reporting has shone a light on the barriers experienced 
by women in businesses. In response, virtually all companies have stepped up their efforts 
in closing the gender pay gap. Companies are committed to transparency as a catalyst for 
change. But it needs to be transparency for a purpose and designed well. The introduction 
of ethnicity pay gap reporting is supported by business, although most firms have further 
preparatory work to do and would require lead-in time to make this policy a success.

The call to action from the survey is to address growing concerns about the attractiveness 
of the UK as a destination to invest and do business. The future of the UK and EU’s 
relationship is clearly a significant part of that. But the survey results add urgency to the 
need to get issues ranging from access to skills through to mobility policy right so that 
businesses can play its full part in delivering prosperity, shared.

Matthew Fell 
Chief UK Policy Director, CBI
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2018 saw another year of record labour market performance and 
job creation. Employment is on the rise and optimism is high among 
employers. Although there has been lingering uncertainty looming over 
the industry in recent times, organisations across the UK are pulling 
their sleeves up and facing challenges head on. 

There has been continuous change throughout 2018, but confidence remains high, with 
almost half of businesses expecting to grow their workforces over the next 12 months. 

Businesses are remaining competitive by taking steps to make the most of their talent. 
Through training and engaging workforces, offering flexible working and addressing pay 
gaps, it’s encouraging to witness organisations attracting and retaining quality workers 
through new initiatives. Access to skilled workers has been a big talking point in the past 
year, so it’s great to see organisations acting quickly and innovatively to find solutions to a 
nationwide problem. 

As a diversity advocate myself, I am delighted to see that organisations are putting diversity 
and inclusion at the top of their agendas. 93 per cent of companies are acting to improve 
gender diversity and reduce the gender pay gap. Embracing different ability, age, ethnicity, 
gender, disability, race and sexual orientation will build a better working world, where 
everyone feels encouraged to work together toward success.

The next year will undoubtedly involve change and uncertainty, but, as usual, we will adapt, 
reshape and prosper in the face of new trials. 

Carmen Watson 
Chairperson, Pertemps Ltd
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The employment trends survey 2018

• The survey was conducted between August and September 2018.

•  There were 350 respondent businesses, employing around one million people between them.

• Respondents came from businesses of all sizes and sectors across the UK. 

Businesses are confident they will generate more jobs 

•  Almost half of businesses (45%) expect to grow their workforces over the next 12 months, 
but this proportion is down from 51% in 2017. 

•  Confidence about adding jobs is higher among small and medium-sized employers, with a 
positive balance of +46%1 expecting to add jobs in the coming year.

•  Expectations of generating more jobs are much lower among large firms, with a balance 
of just +21% of firms with 5,000 employees or more expecting to grow  
their workforces.

•  Growth in permanent roles is expected, with a balance of +28% of businesses anticipating 
higher levels of recruitment to permanent posts, but the number of businesses planning 
to add to their temporary roles is matched by those cutting back (giving a 0% balance).

Safeguarding flexibility is vital when the UK’s attractiveness is under the spotlight

•  Nearly half of the UK businesses (48%) consider that the UK has become a less attractive 
place to invest and do business over the past five years, with only 17% seeing it as more 
attractive.

•  Nearly two thirds (65%) of businesses believe that the UK will become a less attractive 
location over the next five years, with fewer than one in five (19%) expecting it to become a 
more attractive location.

•  The main current threats to the UK’s labour market competitiveness are access to skills 
(83%), access to labour supply (60%), and labour costs (53%), and businesses are not 
optimistic that these threats will be tackled effectively in the years ahead.

•  In addition, three in five businesses (59%) see the rise of a new threat in the upcoming 
years over their ability to move UK workers across the EU.

•  Almost all respondent businesses (94%) believe a flexible workforce is vital or important 
to competitiveness and the prospects for business investment and job creation.

•  There is overwhelming recognition across businesses (98%) that employment tribunals 
are currently not functioning as intended or as effectively as they could.

•  Almost three quarters of companies (74%) believe that the introduction of proportionate 
fees is necessary to make tribunals more effective and more than four in ten businesses 
(42%) believe that giving ET judges more powers will help make tribunals more effective.
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Pay growth is strengthening but businesses face pressures from the National 
Living Wage 

•  More than two thirds of respondents (70%) aim to raise pay for their employees in line with 
or above inflation in the coming year and only 4% are planning to freeze pay.

•  Over half of businesses (57%) are now affected by the National Living Wage, with current 
actions to cope with the costs among those affected ranging from investment in training 
to raise productivity (38%), absorbing part of the costs through reduced profits (35%), and 
raising prices (33%).

•  In three years’ time, the proportion of businesses expecting to be affected by the NLW 
rises further to nearly three in five organisations (58%) and to two thirds (66%) of 
organisations with over 250 employees.

•  Looking at the next three years, more than a third of respondents affected are planning to 
offset costs by raising prices (37%), increase productivity through greater investment in 
automation (37%), and increase productivity through greater training (34%).

Diversity is essential to addressing growing skills shortages

•  Almost nine in ten businesses (88%) see achieving a diverse and inclusive workforce as 
important or vital to their future success.

•  More than nine in ten respondents (94%) report that they have taken action in the past 
five years to increase workforce diversity and build more inclusive workplaces, with 
almost two thirds of firms (62%) improving progression opportunities, and more than half 
investing in training for line managers (55%) as well as introducing and extending flexible 
working opportunities (54%).  

•  Businesses identifying benefits of inclusive workplaces point to an increased ability to 
attract and retain people (60%), and an increase in skills and capabilities (50%), as well as 
increased levels of staff engagement (47%).

•  More than nine in ten firms (93%) are taking action to improve gender diversity and 
reduce the gender pay gap, with the most common actions being to place greater focus on 
improving gender diversity at all levels of the business (50%) and introducing or improving 
data collecting and monitoring to understand barriers and monitor progress (40%).

•  If the government is to introduce a requirement to report on pay by ethnicity, businesses 
will need time to prepare: only 17% of businesses say they are well prepared and already 
monitor average pay by ethnicity.
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Employee engagement is crucial for businesses in times of change 

•  For more than four in ten firms (44%) maintaining high levels of employee engagement is 
a workforce priority in the coming year, closely followed by retaining talent (43%). 

•  More than two thirds of companies identifying specific benefits see improvements in 
productivity and performance as flowing from engaged employees (71%), followed by 
increased retention (61%) and improved workplace health and wellbeing (54%).  

•  Effective line management is seen as the single most important driver of employee 
engagement – identified by more than four in ten respondents (44%) – closely followed by 
pay (41%). 

•  Chances for employees to gain skills and to progress are also seen as important: almost a 
third of respondents (32%) highlight training and development and more than one in four 
(28%) says that progression opportunities drive employee engagement. 
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The employment outlook remains positive but 
uncertainty and subdued productivity present 
challenges

Key findings
•  Employment continues to be strong and close to record high with the number of 

unemployed people per vacancy reaching a historic low pointing to tightness in the  
labour market.

•  Unemployment remains close to record low, with the number of those economically 
inactive falling in the year to September 2018.

•  Despite nominal regular pay increasing at the strongest pace in a decade in the three 
months to September 2018 productivity remains the UK economy’s Achilles’ heel.

Employment continues to be strong…

Over the year to September 2018, the number of people in work rose by 350,000. In the three 
months to September, the employment rate was 75.5%, close to the record high of 75.6%. 
The rise in employment was mainly driven by an increase in older workers, which grew by 
225,000 among those aged 50-64 years old and by 75,000 among those aged 65+ years old 
on the year. 

The number of vacancies has been rising and reached 845,000 in the three months to 
September. But at the same time, the number of unemployed people per vacancy has 
reached a historic low and is now at 1.6 - down from 2.1 a year ago (Exhibit 1.1 and  
Exhibit 1.2).

This also points to the tightness of the labour market which is further highlighted by a 
record annual drop of 132,000 in EU nationals, that is not offset by the 34,000 rise of non-EU 
nationals.

But not all areas of the UK have seen employment growth over the year. For example, 
the number of people in work increased most in London (+123,000), the West Midlands 
(+107,000) and Wales (+59,000). But it fell in the South East (-91,000), the North East (-27,000) 
and Scotland (-16,000).2% target.
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Exhibit 1.1 All vacancies (thousands, seasonally adjusted)
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Exhibit 1.2 Number of unemployed people per vacancy
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Unemployment remains close to record low

Over the past year unemployment has fallen by 43,000 pushing down the unemployment 
rate which stood at 4.2% in the three months to September, close to the record low of 
4.1%. A key factor in unemployment falling has been a decline in youth unemployment, 
which decreased by 41,000 on the year. And only the South East has seen an increase in 
unemployment over the past year (+20,000). In addition, the number of those registered as 
economically inactive (not available and/or looking for work) dropped by 147,000 compared 
to one year ago.

Nominal regular pay increased at the strongest pace in a decade, but 
productivity remains the UK economy’s Achilles’ heel

Productivity growth remains the UK economy’s Achilles’ heel. On an annual basis, output 
per hour increased by just 0.1% during the third quarter of 2018, slowing sharply from 1.4% 
in the second quarter of 2018. On a sector level, labour productivity on an output per hour 
grew by 1.8% in the services industries in Q2 of 2018 compared with the previous year. 
Productivity in manufacturing industries on an output per hour increased by 1.3% over the 
same period.

Continually weak productivity growth continues to hold back pay growth. While nominal 
regular pay (i.e. excluding bonuses) has been edging higher in recent months, it remains 
below its pre-crisis levels (Exhibit 1.3). Furthermore, real pay growth (which accounts for 
inflation) remains much weaker, illustrating that household budgets remain  
under pressure.

Exhibit 1.3 Nominal Regular Pay (% 3m/3m oya)*
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Businesses are confident they will generate 
more jobs

Over recent years the UK has achieved a record-setting labour market 
performance in creating jobs and reducing unemployment. Businesses 
expect to generate new jobs over the coming year, but at a more subdued 
pace. Optimism about adding new jobs is strongest among smaller 
firms and weakest among the largest businesses. This is probably due 
to the fact that larger businesses are more exposed to the uncertainties 
posed by Brexit. In the longer term, further jobs growth and the ability 
to offer more hours to those employees who want them will depend on 
businesses being confident they will be able to access the skills and talent 
they need as well as their expectations for growth generally.  

Key findings
•  Almost half of businesses (45%) expect to grow their workforces over the next 12 months, 

but this proportion is down from 51% in 2017. 

•  Confidence about adding jobs is higher among small and medium-sized employers, with a 
positive balance of +46% expecting to add jobs in the coming year.

•  Expectations of generating more jobs are much lower among large firms, with a balance 
of just +21% of firms with 5,000 employees or more expecting to grow their workforces.

•  Growth in permanent roles is expected, with a balance of +28% of businesses anticipating 
higher levels of recruitment to permanent posts, but the number of businesses planning 
to add to their temporary roles is matched by those cutting back (giving a 0% balance).
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Employers expect to continue creating additional jobs…

Almost half of respondents (45%) expect to increase the size of their workforce over the 
coming 12 months (Exhibit 2.1). Only just over one business in ten (12%) expects their 
workforce to be smaller in 12 months’ time, while over four in ten (41%) anticipate no change. 

The UK in recent years has been hugely successful in generating new job opportunities, 
leading to record high employment rates. It is encouraging that our findings show 
businesses expect to be able to build on that successful record. But on a cautionary note the 
proportion of businesses expecting to grow their workforces is 45% in 2018 compared with 
51% in 2017. This result suggests the pace of jobs growth may be slackening in the face of 
uncertainties about the future.

Exhibit 2.1 Expected size of workforce in 12 months’ time, all respondents (%)

Larger than it is today (45%)  

The same as it is today (41%)

Smaller than it is today (12%)

Don’t know (2%)

Larger than it is today (51%)  

The same as it is today (39%)

Smaller than it is today (9%)

Don’t know (1%)

2018

2017
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…but at a slower pace as firms manage higher employment costs and 
uncertainty

Expectations for job growth have been volatile in recent times, albeit always strongly in 
positive territory. It was highest in 2017 (+42%) and the positive balance has decreased to 
+34% in 2018 (Exhibit 2.2.). Some reduction in the rate of job creation is to be expected 
following a period of strong jobs growth and with record low unemployment. This 
development may reflect uncertainty around the UK economic outlook connected to Brexit, 
a subdued economic growth outlook generally, growing challenges in recruiting and the 
cumulative burden of policies that increase the cost of employment such as the National 
Living Wage and the Apprenticeship Levy. 

Exhibit 2.2 Positive balance of firms expecting workforce growth 2013-18 (%)
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Small and medium sized businesses are more confident about jobs growth

Businesses of all sizes expect to add new jobs in the coming 12 months. However, the pace 
of job creation is expected to be strongest among small and medium-sized enterprises 
(SMEs) employing under 250 people. A positive balance of +46% of SMEs expects to grow 
their workforce over the coming year compared to a balance of +24% of larger firms  
(500+ employees). 

Among the smallest firms with under 50 employees, a balance of almost half (+46%) expect 
to take on more employees in the coming 12 months (Exhibit 2.3). Jobs growth expectations 
are broadly similar among businesses with 50-249 employees, with a balance +46% 
expecting to add to their workforces. Beyond that point, expectations for job growth decline 
with company size, falling to just +22% for firms with 5,000 employees or more.
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Exhibit 2.3 Balance of firms expecting to grow their workforce (%) 
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Permanent job openings look set to grow…

For the sixth year running our survey shows that there will be growth in job opportunities 
for permanent roles. More than four in ten respondents (42%) expect their recruitment to 
permanent jobs to increase in the next 12 months (Exhibit 2.4), while just over one in ten 
(14%) expect to cut back on their permanent recruiting. This gives a balance of +28% of 
businesses intending to increase the number of permanent jobs, down from +35% in 2017.

Exhibit 2.4 Plans for permanent recruitment over the next 12 months (% of respondents)

Higher levels of recruitment (42%)  

No overall change (39%)

Lower levels of recruitment (14%)

No recruitment (2%)

Don’t know (3%)

…but levels of temporary recruitment are likely to stabilise 

In contrast to the growth in permanent recruitment, the number of temporary job openings 
looks set to be stable (Exhibit 2.5). Last year the balance of businesses expecting to take 
on more temporary employees was +12%. In 2018 the number of firms expecting to grow 
their temporary workforces (17%) is matched by the number expecting to reduce temporary 
recruitment (17%), so giving a 0% balance of change. And this year half of our respondents 
(50%) anticipate there being no change in their levels of hiring for temporary positions in the 
next 12 months. 

Exhibit 2.5 Plans for temporary recruitment over the next 12 months (% of respondents)

Higher levels of recruitment (17%)  

No overall change (50%)

Lower levels of recruitment (17%)

No recruitment (7%)

Don’t know (9%)



“Businesses of all sizes expect to 
add new jobs in the coming 12 
months.”
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Safeguarding flexibility is vital when the UK’s 
attractiveness is under the spotlight

The UK has long been an attractive place to invest, employ people, and 
do businesses. The flexibility of our labour market is a key reason for 
this. But the prolonged uncertainty around the UK’s future relationship 
with the EU is undermining confidence in the UK as a location for future 
investment. The sooner businesses can have more clarity the better, and 
employers want to be reassured they will be able to access the people 
and skills they need for the future. It is essential that the government 
safeguards the labour market flexibility which has proved its value for 
the UK. 

 

Key findings
•  Nearly half of the UK businesses (48%) consider that the UK has become a less attractive 

place to invest and do business over the past five years, with only 17% seeing it as  
more attractive.

•  Nearly two thirds (65%) of businesses believe that the UK will become a less attractive 
location over the next five years, with fewer than one in five (19%) expecting it to become a 
more attractive location.

•  The main current threats to the UK’s labour market competitiveness are access to skills 
(83%), access to labour supply (60%), and labour costs (53%), and businesses are not 
optimistic that these threats will be tackled effectively in the years ahead.

•  In addition, three in five businesses (59%) see the rise of a new threat in the upcoming 
years over their ability to move UK workers across the EU.

•  Almost all respondent businesses (94%) believe a flexible workforce is vital or important 
to competitiveness and the prospects for business investment and job creation.

•  There is overwhelming recognition across businesses (98%) that employment tribunals 
are currently not functioning as intended or as effectively as they could.

•  Almost three quarters of companies (74%) believe that the introduction of proportionate 
fees is necessary to make tribunals more effective and more than four in ten businesses 
(42%) believe that giving ET judges more powers will help make tribunals more effective.
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Uncertainty is undermining the UK’s attractiveness as a place to employ people 
and do business… 

2016 was the start of a shift in perceptions of the UK’s attractions as a place to invest, do 
business and employ people. As uncertainty has increased, the balance of firms reporting 
that the UK had become a more attractive location over the past five years fell to +3% in 2016 
(from +16% in 2015). In 2017, the balance score crashed to a heavily negative -30%. 

This year’s results show continued deep levels of concern across businesses (Exhibit 3.1). 
While less than one in five firms (17%) believes that the UK has become a more attractive 
business location over the past five years, almost half of respondents (48%) think it has 
become less attractive. This brings the rounded balance score to -32%. 

Exhibit 3.1 UK attractiveness over the past five years (% of respondents)
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…and businesses are worried that this trend will intensify

Looking ahead five years, a clear majority of our respondents currently believe that the UK 
will be a less attractive location in which to invest and do business (Exhibit 3.2). Nearly two 
thirds of firms (65%) expect the UK to be a less attractive business location, with more than 
one in four (28%) believing it will be much less attractive. In contrast, under a fifth (19%) think 
the UK will be more attractive in five years’ time. In 2016 the balance of expectations about 
the future attraction of the UK stood at -21%. In 2017 it slipped further to -44% and in 2018 it 
stands at -46%.

These are troubling results. They highlight the urgent need for clarity about our future trading 
relationships, the terms of the withdrawal agreement after Brexit in March 2019. As recent CBI 
survey results show, uncertainty acts as a serious obstacle to investment planning – eight out 
of ten businesses say Brexit has had negative impact on investment decisions.2  

Exhibit 3.2 The UK as a place to invest/do business in five years’ time (% of respondents)
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Uncertainty affects the outlook of businesses in every part of the UK. Expectations about 
the attractions of the UK as a business location in five years’ time range from a negative 
balance of -48% among those operating in the East of England to one of -68% among 
businesses operating in the North East.
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Concerns are most widespread among the UK’s largest firms

Looking at the results across different sized firms (Exhibit 3.3) shows concerns about the 
future labour market attractiveness of the UK are most widespread among the largest 
businesses. This may reflect the fact that these firms tend to be the most involved in the 
trade across the EU and will be most affected by future trade relations and the terms of the 
withdrawal agreement. 

Among firms employing over 5,000 people, three quarters (76%) believe the UK will be a 
less attractive place to invest and do business in five years’ time and only 12% think it will 
become more attractive. This results in a balance of -64%. Smaller firms are relatively more 
optimistic about UK attractiveness over the next five years. But even among those with fewer 
than 50 employees the negative balance has doubled compared to last year and is now a 
worrying -24%, compared to -12% in 2017. This indicates that concern over uncertainty is 
deepening and now also impacts the smallest companies. 

Exhibit 3.3 Expectations for the UK’s attractiveness as a place to invest/do business over the 
next 5 years (% balance)
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Businesses see people and skills challenges as the biggest threats to labour 
market competitiveness… 

We asked respondents to identify what they see as the current threats to the UK’s 
competitiveness as a place to employ people (Exhibit 3.4). The biggest worries are over 
access to people and skills, and levels of concern on these issues have intensified since 
last year. This year’s survey also included two new options – ‘cost of living’ and ‘ability to 
move UK workforce across the EU.’ In the short term the cost of living seems to be of greater 
concern for businesses (42%). 

Access to skills is the single most prominent worry facing businesses, with more than 
four in five (83%) respondents highlighting it as a current threat to UK labour market 
competitiveness. Its prominence has risen year by year, from 64% in our 2016 survey results 
and 79% in 2017. Just under two thirds (60%) also identify access to labour as a key concern. 
Again, worries over this are intensifying, up from 35% in 2016 and 49% in 2017. 

Over half of respondents (53%) report that they see labour costs as a threat to UK labour 
market competitiveness. This is a significant increase from 28% in 2016 and 31% in 2017. 
The cumulative burden of recent policy changes has particularly increased the costs of 
employing people. The introduction of the National Living Wage in 2016, the Apprenticeship 
Levy and increases to minimum contributions for pensions under the automatic enrolment 
scheme have all contributed to the increase in employment costs. At the same time, 
domestic skills shortages, a continued decline in net migration from the EU since the 
referendum, and a restrictive migration system for non-EU nationals risk generating 
upward pressures on labour costs. For many businesses, rising costs pose a challenge to 
competitiveness, particularly for jobs in which new technologies cannot yet help to bridge the 
gap by boosting productivity. 

Over two in five businesses (42%) see the rising cost of living as a threat to UK 
competitiveness. While this is often thought about as primarily a concern for workers, it 
is also a concern for businesses because issues like the cost of housing can be a barrier 
to hiring or moving staff. And around a third of firms point to UK employment regulations 
(34%) and the impact of EU employment regulations (31%) as current threats to the UK’s 
competitiveness as a place to employ people. 
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Exhibit 3.4 Current threats to UK labour market competitiveness (% of respondents)
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…and see these threats as likely to intensify in the years ahead…

Looking at threats to the UK’s labour market competitiveness in five years’ time, the proportion 
of businesses identifying future threats has risen since 2017 on almost every indicator. 

Concerns around having access to enough people with the right skills feature most 
prominently when respondents were asked what threats they anticipate for the UK over  
the next five years (Exhibit 3.5). Four in five businesses highlight access to skills (80%), up 
from 75% in 2017, and almost three quarters (72%) identify access to labour, up from 69%. 
These figures are both higher than in 2017 and far higher than in 2016. They indicate that 
concerns over access to labour and skills are weighing heavily on business minds and are 
deepening further. 

Uncertainty around the post-Brexit immigration system has added to concerns about the 
depth and breadth of skills available domestically. Businesses are investing to boost the 
skills of their workforce with 87% upskilling employees in their current roles and 62% 
expecting to retrain workers so that they can take up different roles in the future as new 
technologies transform work.3 Firms need to both invest in skills and have access to workers 
from overseas to be competitive. 

The new immigration system must meet business needs, be accessible to all firms 
and the transition from Free Movement to a new open and controlled system must be 
managed effectively. Employers need access to labour and a wide range of skills, not only 
the ‘brightest and best’ earning over £30,000. The current non-EU immigration system is 
complex, time-consuming and expensive for employers to navigate. Ensuring that firms of 
all sizes can use it is vital for improving competitiveness. The end of Free Movement will be 
a fundamental change to the UK’s labour market. Businesses will need at least two years 
to adapt, from the point at which new immigration rules are known and formally agreed. 
The new system must also meet the economy’s needs from its first day of operation. Merely 
tweaking the current non-EU system, with the promise of more substantial reforms in future, 
will undermine competitiveness of the UK’s labour market.
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…with new concerns over moving UK employees across the EU

More than half of respondents (59%) highlight concerns about their ability to move members 
of the UK workforce across the EU as a threat to the UK’s labour market competitiveness 
in five years’ time. The UK and EU reaching a comprehensive and reciprocal agreement on 
labour mobility as part of the negotiations on the future economic relationship is critical to 
addressing this. 

Another growing concern (52%, up from 36% in 2017) is future labour costs. More than a third 
of respondents cite concerns about UK employment law and the impact of EU employment 
law – 36% and 32% respectively. It is not yet clear what the future relationship between EU 
social policy and UK employment law will look like either during transition or after the UK 
leaves the EU. CBI members have been clear that there is no desire for a bonfire of EU-
derived employment rights after Brexit and that legal consistency is paramount. However, it 
is important that we avoid a post-Brexit scenario where the UK becomes a rule-taker from 
the EU without having any influence over the rule making process. 

These results show rising levels of concern about the environment businesses will find 
themselves operating in during the years ahead. The need for steps to give clarity and to 
increase confidence about the future are becoming increasingly pressing.
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Exhibit 3.5 Threats to UK labour market competitiveness in five years’ time  
(% of respondents)
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Future access to labour is a particular worry for key sectors

Access to labour in the years ahead is seen as a particularly severe worry for key sectors of 
the economy (Exhibit 3.6). Just under three quarters (72%) of all businesses identify access 
to labour as a threat to the UK’s competitiveness in five years’ time. This concern is broad 
based across sectors and highest in construction (78%) and manufacturing (75%).

The extent of these concerns is troubling. It shows how important it is for the government to 
shape its policies after Brexit to ensure that sectors acting as drivers of our future economic 
growth are not denied access to labour on an adequate scale.

Exhibit 3.6 Firms by sector seeing access to labour in five years’ time as a threat  
(% of respondents)
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UK businesses value the benefits of a flexible labour market

The CBI believes that the UK labour market should be one that delivers prosperity for all – 
and flexibility is integral to its success. The UK has one of the most flexible labour markets 
in the world.4 Flexible labour markets tend to enjoy higher employment rates and lower 
unemployment than those with more rigid approaches. And our research shows that over 
time they have better protected the labour share of national income and delivered more real-
terms wage growth than more rigid systems.5 
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The UK’s flexible labour market has been a great strength to our economy, underpinning 
job creation, business investment and competitiveness. The vast majority of firms (94%) 
recognise the central importance of a flexible labour market to the success of the UK 
economy (Exhibit 3.7). Roughly equal proportions think that a flexible workforce is vital (48%) 
and important (46%). Businesses see flexibility adding most value where it is complemented 
by fairness. Flexibility and fairness are not mutually exclusive and examples of this came 
through strongly in Matthew Taylor’s review of modern employment practices.6 There is no 
one-size-fits-all combination of flexibility and fairness as the mix that works best for the 
employer and the worker will vary in different workplaces and between workers. The only 
way to identify the right mix is through dialogue.

Exhibit 3.7 Importance of labour market flexibility (% of respondents)
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Introduction of new proportionate fees would make employment tribunals more 
effective 

The CBI believes that flexibility is entirely compatible with fair treatment in the workplace, 
rather than an increase in one leading to a decrease in the other. Employment tribunals have 
an important role to play in this. But businesses have doubts that they are working effectively 
as the case load has increased significantly and waiting time to get a case heard has 
reached a year. Virtually all our respondents (98%) believe steps need to be taken to make 
employment tribunals more effective in the interests of both businesses and workers.
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The CBI has long called for reform of the employment tribunal system to return it to the 
original vision of the Donovan Commission, as an easily accessible, informal, speedy and 
inexpensive system for people to enforce their rights. As part of this, the CBI believes there 
is a role for proportionate fees to act as an incentive to ensure that going to tribunal is an 
option of last resort. But the excessive fees introduced in 2013 have acted as a barrier to 
justice for some.

Since the Supreme Court’s decision in the summer of 2017 to overturn the employment 
tribunal fees system, there has been a dramatic increase in case load and waiting time. 
Businesses and workers are now waiting for over a year to get cases heard. So it comes 
as no surprise that almost three quarters of companies (74%) agree that an introduction of 
proportionate fees is necessary to make employment tribunals more effective (Exhibit 3.8). 
And more than four in ten (42%) believe that giving employment tribunal judges more powers 
to manage the progression of cases would make tribunals more effective, with almost one 
third (31%) stressing that additional funding would help tackle lost effectiveness.

These results highlight the extent of unease across businesses. Reducing this backlog and 
making tribunals swift again will require proportionate fees, additional funding and a cultural 
change to reverse the steady increase in legalism. A fair and proportionate fees regime 
would prioritise effective dispute resolution rather than revenue raising, ensuring that it is 
not a barrier to justice.

Exhibit 3.8 Steps to take to make employment tribunals more effective (% of respondents)
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“It is essential that the government 
safeguards the labour market 
flexibility which has proved its 
value for the UK.”
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Pay growth is strengthening but businesses 
face pressures from the National Living Wage

The UK labour market has performed well on a range of key indicators, 
with the employment rate at historic highs and the unemployment rate at 
the lowest in decades. While pay growth has started to pick up, household 
budgets remain under pressure as real pay growth remains subdued. 
Many businesses believe they will be able to improve pay levels over the 
coming year. But they also face a range of challenges including coping 
with the costs arising from the National Living Wage and heightened 
uncertainty about the future business environment.  

Key findings
•  More than two thirds of respondents (70%) aim to raise pay for their employees in line with 

or above inflation in the coming year and only 4% are planning to freeze pay. 

•  Over half of businesses (57%) are now affected by the National Living Wage, with current 
actions to cope with the costs among those affected ranging from investment in training 
to raise productivity (38%), absorbing part of the costs through reduced profits (35%), and 
raising prices (33%).

•  In three years’ time, the proportion of businesses expecting to be affected by the NLW rises 
further to nearly three in five organisations (58%) and to two thirds (66%) of organisations 
with over 250 employees.

•  Looking at the next three years, more than a third of respondents affected are planning to 
offset costs by raising prices (37%), increase productivity through greater investment in 
automation (37%), and increase productivity through greater training (34%).
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Despite a challenging economic environment pay is strengthening

Taking a measured approach to pay has helped UK businesses to generate both jobs and 
economic growth since the 2008-09 downturn. The results of our 2018 survey (Exhibit 
4.1) indicate that a little over half of businesses (51%) are expecting to raise pay in line 
with inflation in the year ahead and nearly one in five (19%) anticipates exceeding it. Both 
these figures are well up on the results for 2017 (up from 41% and 11% respectively). And 
fewer firms plan to raise pay by less than inflation (10%, down from 17% in 2017). These 
are encouraging results but real pay growth still remains weak and has not recovered to 
pre-crisis levels. Sustainably increasing pay growth requires stronger productivity growth. 
Businesses are taking steps to boost productivity, but government can create the conditions 
for higher wages and productivity through effective delivery of the Industrial Strategy.

The proportion of firms looking to freeze pay remains low at 4%. Only around one in ten 
respondents (11%) will be limiting pay rises to particular groups of staff – down from  
19% in 2017.

Exhibit 4.1 Firms’ approach to their next pay review (% of respondents)
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Increases in the NLW are a challenge for a growing number of businesses…

The pay bills of business are under pressure from many sources apart from the immediate 
earnings of employees. These range from the Apprenticeship Levy to the costs of meeting 
past pension commitments and the future rising costs of pensions auto enrolment, with 
minimum employer contributions set to rise threefold by April 2019. Adding to all this is the 
rising cost of the National Living Wage (NLW).

The CBI supports the government’s objective of delivering a high-wage economy which 
boosts prosperity and raises living standards. But it is important to recognise that the NLW 
has been a significant intervention in the UK labour market and adapting to it continues to 
be a challenge for affected companies. The NLW has changed the pay landscape since its 
introduction in April 2016. With the wage increasing annually, on a trajectory to reach 60% of 
median earnings by 2020, more and more companies are falling under its remit. Last year, 
more than half of all companies (55%) reported they were affected by the NLW and this year 
the proportion has further increased to 57%. 

…and more companies are considering raising prices to offset costs

Businesses are adopting varied responses to the NLW (Exhibit 4.2). The most widespread 
response among affected firms to the growing NLW is greater investment in training to 
increase productivity (38%). This is a further increase on the results from 2017 (32%) and a 
clear indication of the commitment of businesses to invest more in their workforce to upskill 
them – raising productivity and boosting value added.

More than two thirds of affected businesses are currently absorbing all or part of the costs of 
the NLW through reduced profits: 34% of respondents are absorbing all the extra costs and 
another 35% are absorbing part of the costs. However, as the bite of the NLW increases more 
companies are starting to raise prices to offset costs as less scope is available for them to 
absorb the costs without taking further action. The proportion of businesses raising prices in 
response has jumped from 21% in 2017 to a third (33%) this year. Raising prices as a response 
by firms was significant in 2017 – an action taken one in five – but it was decreasing as a 
short-term strategy by comparison with earlier years. Our 2018 results show more firms 
using price rises to afford the NLW than in any previous year. This shows that more firms are 
concluding that higher productivity alone cannot meet the current cost of the NLW.

Investment in automation continues the upward trend that began in 2016, with almost one 
third of respondents (31%) taking this action as a response to the NLW. This is up from a 
quarter (25%) in 2017. A reduced labour input in lower-paying sectors was an expected 
impact of the NLW. These results suggest that this trend is strengthening – and it is likely to 
do so even more in the longer term. This makes the UK’s job creation performance and the 
operation of the skills system all the more important to ensure that everyone benefits from 
the policy rather than creating winners and losers. Other responses include offsetting costs 
by reducing the rate of basic pay growth for the rest of the workforce (14%), cutting business 
investment in other areas (13%), and reducing employment (10%).
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Exhibit 4.2 Current responses to the NLW (% of those affected)   
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Future increases in the NLW need to reflect economic circumstances

In three years’ time, around 58% of businesses expect to be affected by the NLW. For 
organisations with over 250 employees, the figure rises to two thirds (66%) of firms.

As the bite of the NLW increases, the scope for fully or partly absorbing the costs diminishes 
(Exhibit 4.3). Around a fifth of affected businesses plan to absorb the full cost (22%) in 
the next three years and just over one quarter (27%) plan to absorb part of the cost. As 
companies prepare for a NLW equal to 60% of median earnings in 2020, strategies that aim 
to boost productivity become increasingly common. Almost four in ten firms (37%) expect to 
increase automation – up from 30% in 2017. More than one third of respondents (34%) will 
be increasing investment in training to boost productivity – up from 25% in our 2017 survey. 
But here too businesses are losing confidence that productivity gains alone will pay for wage 
increases. The same proportion (37%) of firms will offset costs by raising prices – up from 
24% last year. This rises to 45% among medium-sized businesses. 
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Businesses ability to afford the NLW in the future will be hugely impacted by the new remit 
that the Government gives the Low Pay Commission. The CBI welcomes the Government’s 
decision to consult on a new remit for the Low Pay Commission (LPC) for the years beyond 
2020. Under the stewardship of the LPC the UK’s minimum wages have increased faster 
than average wages, helping to boost the wages of the lowest paid. The remit that delivered 
this was to set the minimum wage at the highest level possible without damaging the 
employment prospects of lower-paid workers. Business supports this becoming the LPC’s 
remit again and expects that this remit would continue to deliver higher pay rises to the 
lowest paid.  

Exhibit 4.3 Planned responses to the NLW (% of those affected) 
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“Businesses ability to afford the 
NLW in the future will hugely 
depend on the new remit that the 
Government gives the Low Pay 
Commission.”
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Diversity is essential to addressing growing 
skills shortages

Businesses increasingly see policies fostering diversity and inclusion as 
an important route to unlocking productivity and the potential of their 
employees. Having an inclusive workplace and diverse workforce helps 
to attract, retain and develop staff, improves employee engagement 
and makes for better business decision making. The first round of 
gender pay gap reporting saw 100% compliance by companies in 
scope and businesses are taking action to tackle the causes of the gap. 
Transparency could also be a catalyst for action in tackling the ethnicity 
pay gap, in the same way that it has been so successful for gender. 
But reporting must be developed in a way that is supported by both 
businesses and employees. The CBI is active in supporting members to 
overcome the barriers they face in developing more inclusive  
workplace practices.  

Key findings
•  Almost nine in ten businesses (88%) see achieving a diverse and inclusive workforce as 

important or vital to their future success.

•  More than nine in ten respondents (94%) report that they have taken action in the past five 
years to increase workforce diversity and build more inclusive workplaces, with almost two 
thirds of firms (62%) improving progression opportunities, and more than half investing 
in training for line managers (55%) as well as introducing and extending flexible working 
opportunities (54%).  

•  Businesses identifying benefits of inclusive workplaces point to an increased ability to 
attract and retain people (60%), and an increase in skills and capabilities (50%), as well as 
increased levels of staff engagement (47%).

•  More than nine in ten firms (93%) are taking action to improve gender diversity and 
reduce the gender pay gap, with the most common actions being to place greater focus on 
improving gender diversity at all levels of the business (50%) and introducing or improving 
data collecting and monitoring to understand barriers and monitor progress (40%)

•  If the government is to introduce a requirement to report on pay by ethnicity, businesses will 
need time to prepare: only 17% of businesses say they are well prepared and already monitor 
average pay by ethnicity.
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Businesses are well aware of the benefits of a diverse workforce and inclusive 
workplace practices…

Almost nine in ten respondents (88%) see achieving a diverse and inclusive workforce as 
important to their future success (Exhibit 5.1). Indeed, close to half (44%) see it as vital. 
In contrast, the number of respondents viewing a diverse workforce as unimportant has 
dropped further to just 1% – down from 5% in 2017. 

Exhibit 5.1 Importance of diverse & inclusive workforce (% of respondents)

Very important (44%)  

Vital (44%)

Unimportant (1%)

Neither important nor unimportant (11%)

…and they are working hard to unlock the benefits

More than nine in ten respondents (94%) report that they have taken action in the past five 
years to increase workforce diversity and build more inclusive workplaces (Exhibit 5.2). 
Almost two thirds (62%) are improving progression opportunities for staff and more than 
half (55%) are investing in training for line managers. These are important steps in ensuring 
there are chances for people to progress and that everyone is treated fairly. Other initiatives 
adopted by more than half of businesses are introducing and extending flexible working 
opportunities (54%) and reviewing recruitment practices to widen the talent pool (51%). And 
almost as many (47%) report they have increased monitoring and data collection to identify 
potential areas for future improvement.
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Exhibit 5.2 Steps taken to increase diversity in past five years (% of respondents)
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Inclusive workplace practices bring a variety of benefits

We asked firms to indicate the main benefits they have seen from inclusive workplace 
practices (Exhibit 5.3). Almost all respondents (98%) say that they have seen some benefit. 
The most frequently cited benefits among these participant businesses are an increased 
ability to attract and retain employees (60%) and an increase in skills and capabilities (50%) 
as a result of a more diverse workforce. Nearly half (47%) have experienced increased staff 
engagement, with all the benefits that flow from this (see Chapter 6).

Other widely reported benefits of inclusive workplace practices are improved business 
decision making (30%) and development of a workforce better able to reflect the customer 
base (29%), so making diversity a positive business strength.
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Exhibit 5.3 Main perceived benefits of inclusive workplace practices (% of respondents)
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Businesses are taking action to close the gender pay and improve gender diversity

Gender pay gap reporting legislation took effect from April 2017 and businesses reported 
on it for the first time in April 2018. The legislation requires employers in Great Britain 
with more than 250 staff to publish pay data segmented in several different ways to allow 
comparisons of gender pay within the organisation. More than two thirds of respondent 
businesses (71%) reported that they fell within the remit of gender pay gap reporting. 

More than nine in ten respondents (93%) report that they are taking action to close the 
gender pay gap and to improve gender diversity within their workforces (Exhibit 5.4). Half 
of them (50%) are now placing greater focus on improving gender diversity at all levels 
of the business. While the introduction of mandatory reporting required improved data 
collection and monitoring for most companies, four in ten (40%) report that they have used 
this data, and additional data not mandated by the reporting legislation, to better understand 
drivers of the gender pay gap in their workplaces. This is an important area for action as 
understanding the problem is the essential foundation for developing effective policies to 
address it.
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A third of respondents (33%) are placing greater focus on gender diversity in their 
organisation’s leadership. Actions of this type will be important in changing the culture 
as well as simply the staffing mix in many businesses. And nearly one in four businesses 
(24%) also reports they are placing a greater focus on improving gender diversity in entry-
level recruitment. This should ensure a more diverse pipeline of talent to be developed and 
promoted in the future.

Exhibit 5.4 Actions companies are taking to close the gender pay gap (% of respondents) 
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Businesses are taking ethnicity pay gaps seriously but need more time to prepare 
to report

In October 2018 the government launched a consultation on ethnicity pay reporting.7 The 
consultation was published on the first anniversary of the government’s Race Disparity Audit 
which found significant variations in the pay and progression of employees from Black, Asian 
and minority ethnic backgrounds (BAME) when compared with their white colleagues.8  

The consultation invites views from businesses on a number of issues such as what type of 
ethnicity pay information should be reported, who should be expected to report, and whether 
any contextual factors such as geography should be part of the information reported. 

We asked businesses to indicate their preparedness to monitor average pay by ethnicity 
(Exhibit 5.5). Less than one in five respondents (17%) reports they are well prepared already 
and monitor pay by ethnicity. In contrast, nearly three quarters of firms (72%) would have to 
undertake at least some preparatory work (with 36% reporting it would require significant 
or very significant preparations to monitor average pay by ethnicity). So as the government 
decides how to implement ethnicity pay gap reporting, it will have to move at a realistic 
pace and ensure that it is manageable at a time when businesses are facing many other 
challenges. Businesses will need significant time to prepare for ethnicity pay gap reporting 
when legislation is introduced.

CBI members believe that transparency can be a catalyst for action in tackling the ethnicity 
pay gap in the same way that it has been successful for gender. Companies are keen to 
work with the government to achieve their goal of becoming more inclusive employers. 
However, any reporting must be done in a way that is supported by both businesses and 
employees. The chosen reporting requirements should help focus company efforts to make 
their workplaces more inclusive rather than risk a minimum compliance response. Keeping 
reporting requirements as simple as possible and recognising concerns about intrusiveness 
where sample sizes are small will help to ensure that ethnicity pay gap reporting achieves 
the same focus for business action as this survey finds has been achieved by gender pay 
gap reporting. 

Exhibit 5.5 Preparedness for ethnicity pay gap reporting (% of respondents)
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Employee engagement is crucial for 
businesses in times of change

It is people and their skills that make businesses. Securing high levels 
of commitment so everyone applies their skills and talents to best effect 
is central to nearly all business success. Businesses know the factors 
driving employee engagement and are aware of the steps they need to 
take to foster and maintain high levels of engagement, making this their 
top priority for the challenging year ahead. But businesses will also 
be looking to boost employee retention as worries mount about future 
access to labour and skills. 

 

Key findings
•  For more than four in ten firms (44%) maintaining high levels of employee engagement is a 

workforce priority in the coming year, closely followed by retaining talent (43%). 

•  More than two thirds of companies identifying specific benefits see improvements in 
productivity and performance as flowing from engaged employees (71%), followed by 
increased retention (61%) and improved workplace health and wellbeing (54%).

•  Effective line management is seen as the single most important driver of employee 
engagement – identified by more than four in ten respondents (44%) – closely followed  
by pay (41%). 

•  Chances for employees to gain skills and to progress are also seen as important: almost a 
third of respondents (32%) highlight training and development and more than one in four 
(28%) says that progression opportunities drive employee engagement.  
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Businesses will prioritise employee engagement and retaining talent over the 
next 12 months 

We asked businesses to indicate their top three workforce priorities for the year ahead 
(Exhibit 6.1). In recent years achieving high levels of employee engagement and improving 
leadership skills have been the most frequently cited priorities. This year has seen a shift 
towards the retention of talent as one of the top two priorities, reflecting worries about the 
future supply of skills.

More than four in ten firms (44%) will be prioritising achieving or maintaining high levels of 
employee engagement – showing the importance that businesses place on it. This is much in 
line with earlier years. But only slightly fewer respondents (43% - up from 35% in 2017) say 
that they will be acting to improve the retention of talent. This increase is likely connected 
with intensifying skills shortages being reported by businesses in the UK. In the context of 
uncertainty about the impact of Brexit, companies want to feel as confident as they can about 
their access to the people and skills they need.

Improving leadership skills (35%) is also a widespread priority for companies, but has seen 
a decline from 44% in 2017. Over a quarter of firms (28%) see their capacity to predict future 
talent requirements as a priority in the coming year. Businesses selecting ‘other’ have 
increased to 19% from only 3% in 2017, with companies citing a wide variety of priorities 
specific to their organisation. These range from ‘continuation of the diversity policy’ and 
‘training of staff’ to ‘implementing health and wellbeing policy’.
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Exhibit 6.1 Workforce priorities in the coming year (% of respondents)
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Businesses value the many benefits delivered by engaged employees…

We asked businesses to identify the benefits they see flowing from engaged employees 
(Exhibit 6.2). In all, 99% were able to point to specific benefits.

Of those identifying benefits, seven in ten (71%) report improvements in productivity and 
performance and almost two thirds (61%) highlight increased retention. Over half of firms 
(54%) see employee engagement as leading to improved workplace health and wellbeing – a 
factor that seems to be more and more important for businesses, as also pointed out by the 
CBI’s report, Front of Mind.9 Half of businesses (50%) also cite increased customer and client 
satisfaction as an outcome of strong employee engagement.

These results make clear the businesses case for seeking to achieve high levels of employee 
engagement. And strong engagement will be all the more important in the period ahead 
when so many businesses will be facing rapid change in an uncertain environment.

Exhibit 6.2 Main benefits of engaged employees (% of respondents)
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…and understand that line managers are key to sustaining these benefits

We asked respondents to identify the three key drivers of employee engagement in 
their business (Exhibit 6.3). The single most commonly identified driver is effective line 
management, highlighted by more than four in ten (44%) as key to fostering employee 
engagement. But this is closely followed by pay (41%), which has risen in importance – up 
from 20% in 2017.. 

Chances for employees to gain skills and to progress are also seen as very important. Almost 
one third of respondents (32%) highlight training and development and more than one in four 
(28%) says that progression opportunities within the business – chances for people to move 
up in their careers – are key drivers for employee engagement. A quarter of firms point to 
rewards and recognition in forms other than pay (25%) and to shared, companywide values 
(25%) as among the key drivers of engagement. 

Exhibit 6.3 Drivers of employee engagement (% of respondents) 
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“It is people and their skills that 
make businesses.”
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The Employment Trends Survey 2018

This year’s survey was carried out in the period August to September 2018. 
There were 350 respondent businesses in total. Their combined workforces 
amounted to around one million people – equivalent to about 3% of all 
employees in the UK.

Sectoral analysis

Respondents were drawn from all parts of the private sector (Exhibit 7.1). Manufacturing 
companies made up the largest single grouping (21%), followed by professional services 
businesses (14%). Organisations classed as ‘other’ and the education sector together 
made up almost one quarter of responses. Businesses that identified as ‘other’ engaged in 
activities as diverse as leisure and tourism, aerospace, and nuclear. 

Exhibit 7.1 Respondents by economic sector (%) 
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Exhibit 7.2 Respondents by number of employees (%) 
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Respondents by company size

One in five respondents (20%) was a small business with 49 or fewer employees, and nearly 
one in six (15%) was a very large company with over 5,000 employees (Exhibit 7.2).

Small-to-medium enterprises (SMEs) employing between 1-249 employees accounted for 
40% of all respondents, with companies employing over 250 employees accounting for 60% 
of all participants. 
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Respondents by region

The majority of respondents had employees based in several regions of the UK (Exhibit 7.3). 
More than two in five (42%) of the companies had employees based in London while around a 
third had employees based in the South East (36%), the West Midlands (35%), the North West 
(34%), Scotland (31%) and the North East (31%). 

Overall, nearly half (44%) of respondents had employees based in Scotland, Wales and/ or 
Northern Ireland where devolved parliaments or assemblies have an important role in policy 
development impacting businesses. 

Exhibit 7.3 Respondents by region (%) 
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