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Foreword

These are challenging times for UK businesses.
With strong headwinds continuing to affect the UK
economy, firms are operating amid considerable
uncertainty. Growth slowed at the end of last
year and has yet to return, with significant
downside risks for the foreseeable future driven
by the position in the eurozone. Fragile consumer
confidence and the turmoil in the eurozone
are weighing heavily on firms. Despite these
unpredictable circumstances, this survey shows
that the UK’s labour market is holding up well
under the strain, with new jobs being created
in growth-generating roles.
This is possible because of a relentless focus on
competitiveness. In the face of fierce international
competition and difficult domestic conditions,
pay reviews are again characterised by restraint.
Caution is no longer a one-off approach: instead it
defines the ‘new normal’, where firms are keeping
a tight control on labour costs and targeting reward
on outstanding individual contribution.
Business needs the government to match this
competitive edge. The flexibility of the UK’s labour
market has been an asset to our economy and will
be essential to future growth.

But as the employment relationship has become
more flexible and individualised, there has also
been a surge in employment regulation, which has
been increasingly prescriptive in nature. Seventy
percent of our employment regulations have been
introduced since 1997. To boost firms’ appetite for
hiring this burden on business must be reduced.
If regulatory reform is to be a reality, the first priority
should be a fresh start for the tribunal system. The
government has recognised the need for reform but
it needs to be bolder, so that tribunals are able to
provide the effective, affordable and quick means
of justice that was originally intended. Turning to
individual legislation, the impact of the Agency
Workers Regulations just six months on from
introduction is clear. The results of this survey show
that the regulations are damaging the UK’s labour
market and acting as a brake on jobs at the very
time when firms need to be able to hire flexibly.
So a radical approach is needed – nothing short of
challenging the underlying directive will reverse the
damage to this vital sector.

Katja Hall
CBI chief policy director
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Foreword

Businesses are focused on the future. In recognition
of the unsettled economic environment, the
recruitment outlook – while positive – is cautious.
The survey shows that more companies are looking
to take on permanent employees than plan to
reduce their hiring, suggesting that businesses are
optimistic about their prospects in the coming year.
Fluctuations in pay and recruitment freezes over the
past 12 months reflect the macroeconomic position,
but despite that, businesses are positioning
themselves for growth in the future.

To take advantage of opportunities in the coming
months and years businesses are committed to
finding the right people, with the right skills for
their organisations. Competitiveness is crucial and
companies report strategic hiring plans, centred
around highly-skilled individuals, professional
and sales roles. There is encouragement for those
entering the jobs market that businesses continue
to invest in the next generation of talent, with
prospects for graduates and apprentices both
positive.

Confidence is strongest where it is matching
growth prospects, in particular the knowledge
economy – where highly skilled individuals will
find openings in the science, IT and high-tech
industries. Opportunities in digital media and
evolving technologies are encouraging businesses
to pursue growth in these areas, with developments
such as East London’s Tech City leading by example.
Education and skills investment should be shaped
around the high-growth industries where the UK has
strengths to be exploited in emerging, fast-growing
economies.

The value companies place on their people is
reflected in the commitment to effective employee
engagement, which remains the top priority among
business leaders. The good communication and
collaboration that characterised employee relations
during the recession is being maintained, and the
impact of this in the workplace is evidenced by
reported high levels of morale.

Albert Ellis
chief executive officer, Harvey Nash Group plc
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Overview

The fifteenth employment trends survey
• The survey was conducted in March and April 2012
• There were 319 respondents, employing 1.9 million people
between them
• Respondents came from businesses of all sizes and sectors
across the UK

• The survey was completed by senior executives. In small and
medium-sized companies this tended to be the managing
director, chief executive or chairman. In larger firms, it was the
human resources director or equivalent.

Companies take a cautious line on hiring
• Firms are expanding their hiring cautiously, with a positive
balance of +12% of organisations reporting their intention
to increase recruitment of permanent staff over the next six
months – a similar level to a year ago but down on autumn
2011
• Recruitment prospects for temporary workers are much less
positive, with a fifth of firms planning to increase temporary
recruitment (20%) and just under a fifth expecting a reduction
(-19%), producing a positive balance of only +1%

• Graduate job prospects are improving, with a positive balance
of +11% anticipating higher graduate recruitment in the next
six months, a balance maintained from autumn 2011
• The expansion in apprentice numbers looks set to continue,
with +18% of respondents planning to increase their
recruitment
• The focus for firms’ recruitment is on the key roles for
generating growth: highly-skilled professional positions, sales
and customer services staff and technical specialists.

Pay restraint is a response to the search for competitiveness
• Reflecting challenging market conditions and the need to
safeguard jobs where possible, a fifth of businesses (20%)
are planning a pay freeze when the next pay review falls due
– similar to the level (23%) in spring 2011
• Among firms planning to raise pay, a cautious approach
predominates, with nearly half (48%) intending to implement
a modest increase either below RPI inflation or targeted only
on specific staff

• Just 3% of businesses plan to award a pay increase above RPI
inflation, while a quarter (26%) intend to match RPI inflation
• The cautious approach companies are taking – the new normal
– is a realistic response to the need to remain competitive in
global markets.

Getting young people into work
• There will be job opportunities for unemployed young people
in the coming year, with over half (51%) of firms expecting
to have roles available which could be suitable for an
unemployed 16-24 year-old
• The main obstacles to unemployed young people securing
those job openings are identified by businesses as lack of
appropriate skills (49%)

• Providing an incentive for firms in the shape of the Youth
Contract subsidy will help improve the job prospects of this
group, with almost half (48%) of respondents saying this
would encourage them to hire unemployed young people.
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Tackling the burden of employment regulation
• Over half (56%) of businesses believe the UK has become a
less attractive place to invest and do business over the past
five years
• There is cautious optimism about the next five years, however,
with two fifths (43%) of firms seeing the UK becoming a better
location for business in the future
• Two thirds (67%) of businesses cite the burden of employment
regulation as a threat to UK labour market competitiveness,
although they are hopeful this can reduced over the next
five years. This is likely to be a response to the government’s
programme of employment law reform

• Over two fifths (44%) of businesses surveyed have faced
employment tribunal claims in the past 12 months
• Firms are facing increasing numbers of weak and vexatious
claims, with over a third (34%) of claims withdrawn by the
applicant
• Even though firms are four times more likely to win a case
at a hearing than lose, employers are choosing to settle to
minimise disruption, with a quarter (26%) doing so even
when advised that they would win.

Building on the UK’s strengths as a place to invest
• Losing the UK’s working time opt-out would have an impact on
nearly three-quarters of businesses (73%), with close to half
(46%) saying it would be severe or significant
• Two thirds (66%) of companies believe its loss would damage
employee relations by restricting individual choice and more
than half (58%) say it would reduce their capacity to respond
to growth opportunities

• Global firms need flexibility to transfer their staff
internationally: over a quarter of firms currently use or
have used the intra-company transfer route (28%) and new
restrictions on this would force many of these companies to
move projects elsewhere (38%).

• Businesses are concerned about the international impression
created by the work permit cap, with a third (34%) believing it
has had a negative impact on perceptions of the UK as a place
to invest

Agency Workers Regulations hitting work opportunities
• Six months on from the introduction of the Agency Workers
Regulations, almost half of firms (46%) report that their
business has been affected
• With new bureaucratic burdens increasing the costs and
complexity of using agency staff, the most common response
of businesses has been reduced use of agency workers (57%)
and one in twelve firms (8%) have stopped using agency
workers altogether

• Companies have had to adapt their resourcing plans, with over
a third using more fixed-term contracts (36%) while others are
adopting alternative models of temp use such as the ‘Swedish
derogation’ model of paying between assignments, in return
for no equal treatment rules on pay or managed service
contracts (27%)
• The regulations are having a detrimental impact on work
opportunities, with more than one in ten firms (12%) reporting
a lower overall headcount and one in six (17%) increasing
overtime amongst existing staff rather than use agency temps.

7
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Without the DRA firms face big challenges
• More than eight out of ten firms (84%) have been affected by the abolition of the default retirement age
• Over half of affected firms recognise the business benefits of retaining the skills and knowledge of older workers (57%) but there is
concern about the knock-on effect on younger employees as a result of fewer promotion opportunities (55%)
• A lack of clarity about the plans of older employees is creating problems for two thirds of firms over workforce and succession
planning (67%) – the government has done little to help this, in terms of supporting firms to manage age issues with confidence.
A protected space for conversation about retirement is required
• Not surprisingly given the personal and legal sensitivity of the issue, more than half of respondents (56%) are concerned about the
ability of line managers to deal with declining performance among ageing employees.

Employee engagement is essential for business success
• Two thirds of businesses (67%) report the employee relations climate in their organisation as either co-operative or very cooperative and just one in 20 (5%) says it is adversarial
• While four out of five (81%) non-unionised businesses describe their current employee relations climate as co-operative or better,
just under half (49%) of those recognising a trade union for collective bargaining do so – and more than a fifth (22%) of these
anticipate the climate will become more adversarial in the coming year
• Employee morale is generally fairly high, with two fifths of firms (40%) reporting morale in their organisation as high or very high
• Most companies (85%) are confident their employees recognise the need to contain costs and adapt patterns of work in response
to market pressures
• The top people priorities for businesses in the next 12 months are securing high levels of employee engagement (60%), containing
labour costs (48%) and recruiting to key vacancies (38%).
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1

The employment landscape

The 2012 employment trends survey was conducted
against the backdrop of economic uncertainty as
disruptive headwinds continue to buffet the UK.
While official data has presented a gloomy overall
picture of the economy, business surveys suggest
growth in key sectors, and private sector hiring
was very positive in Q1 of 2012, which the last
employment trends survey pointed towards.

The economic outlook is uncertain with
significant downside risks
Since the publication of the CBI/Harvey Nash employment trends
survey in November 2011, the fragile and uneven nature of the UK’s
economic performance has been clear. Consecutive contractions in
Q4 of 2011 and Q1 of 2012 have placed the economy back in a
technical recession, but taking a broader perspective across the
past year shows growth was essentially flat.
Behind this headline data there are mixed messages about activity
in the economy. Business survey data indicates that confidence in
some important sectors is improving and that a persistent
downturn should not be in prospect. The latest CBI data finds
business activity picking up in the manufacturing1 and services
sectors.2
The greatest threat to the UK’s future economic stability comes
from a worsening of the situation in the eurozone. As the UK’s
largest export market, serious disruption there would inevitably hit
UK growth prospects and business sentiment will not substantially
improve until a durable solution to the euro crisis is found. Given
the mixed picture that we have seen in 2012 so far, the CBI’s central
economic forecast has been downgraded to growth of 0.6% for
2012, with growth predicted to return in the latter half of the year
and climbing to 2% in 2013.3

320,000
The number of additional jobs generated
in the private sector in the last year
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The labour market is relatively robust….
The performance of the UK’s labour market in recent years has
been surprisingly strong, by comparison with the recessions of the
1980s and 1990s. During the 1980s downturn, for example, output
fell by 4.6% and the corresponding fall in employment was 2.4%,
whereas in 2008/09 output decreased by a greater proportion –
dropping by 6.3% – but the fall in employment was limited to
1.98%.4 Since the end of 2012 the employment rate has been rising
again, due to private sector employment increasing at five times
the rate which it has been declining in the public sector.
This better performance was achieved through businesses and
employees working together. Working collaboratively with their
employees, private sector firms adapted patterns of work –
introducing measures such as flexible working hours or offering
voluntary sabbaticals – so that as many jobs as practicable could
be preserved. In many firms these initiatives led to a greater
number of employees working part-time (Exhibit 1), so the
numbers of hours worked fell more steeply than levels of
employment. Minimising jobs losses in this way enabled people to
remain active in the workplace, ensuring their skills were kept up
and boosting their employment prospects in the long term.

…and the UK has a strong track record on
job generation…
With the exception of 2009, the private sector has created
additional jobs every year since 1999. Since December 2009 a total
of 892,000 new employment opportunities have been created in
the private sector, with 320,000 additional jobs generated in the
past year alone despite flat economic growth. This scale of job
creation will help to provide opportunities as the public sector
headcount contracts, and over time will play an essential part in
rebalancing the UK economy (Exhibit 2).

Exhibit 1 Change in the make-up of the
workforce (Jan 2008=100)
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Exhibit 2 Change in employment by sector
(1999=100)
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Exhibit 3 International comparisons of
employment rates (%)

…so the UK compares well with other major
economies
Placing the UK’s labour market performance within an international
context highlights its relative success in terms of labour market
response to the downturn (Exhibit 3). In the UK and the US, the
short-term drop in the employment rate in 2008/10 was more
significant than in countries with more stringent employment
protection, such as France. While the less flexible French labour
market saw employment levels decline by only 1%, France entered
the recession with a much lower rate of employment.
By 2011, the overall French employment rate stood 6.5 percentage
points below that of the UK and 3.2 percentage points below that of
the US. The UK model of flexibility enabled businesses and their
employees to work together to preserve jobs during the depths of
the downturn and subsequently to generate new jobs more rapidly
as companies adapted to the challenging economic environment.
The strong German performance reflects high levels of productivity,
a remarkably successful export achievement and flexibility injected
into their labour market by reforms in the decade before 2008.
Unemployment levels are the other side of the employment coin
(Exhibit 4). The UK entered the recession with a low level of
unemployment by the standards of most EU member states.
By 2011, unemployment in the UK remained below the EU average
(at 8% compared to 9.7%) and far below the levels of troubled
economies such as Spain (21.7%) and Ireland (14.4%).

The UK faces a future challenge on productivity…
One significant hiring trend – during and since the recession – has
been the growth in part-time work. Initially extension of part-time
working was used by firms to retain staff, whose jobs might
otherwise have been lost as the economy slowed down. Part-time
work has grown so the number of part-time workers now stands at
7.9 million, 6.8% above pre-recession levels.5 It is clear that when
firms look to hire in the current uncertain economic conditions they
are doing so cautiously. It was only in April 2012 – several months
after an improvement in other data – that we saw a rise in full-time
job creation.
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Exhibit 4 International comparisons of
unemployment rates (%)
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As a consequence of the downturn and its impact on the make-up
of the workforce, output per worker has fallen and unit labour costs
have increased (Exhibit 5). Although output has improved from the
low level it reached during the recession, at the end of 2011 it was
still below the levels of 2007, while unit labour costs had increased
by 13.7% over the same period. The assumption has been that as
the economy began to grow again productivity would improve and
these trends would be reversed. However, the recovery has not yet
been strong enough for this to be realised.

…so pay restraint is the essential ‘new normal’
With firms facing tough economic conditions and fierce
international competition, pay constraint has become the ‘new
normal’. While the proportion of pay freezes in operation has fallen
since 2009, containing labour costs is among businesses’ top
priorities. The resulting caution will continue to characterise
companies’ approaches to pay for the foreseeable future. The UK
needs to improve productivity and competitiveness if it is to move
towards conditions for higher pay growth in the longer term.

Exhibit 5 Change in productivity and unit
labour costs (2007=100)
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Youth unemployment is a serious challenge
There were a relatively high number of vacancies in the economy
during the recession and the figure has remained at a similar level
since (Exhibit 6), indicating that firms were hiring throughout the
downturn and are continuing to do so. However, during the same
period unemployment rose to more than 2.6 million and – most
worryingly of all – youth unemployment rose above one million.
The challenge in the post-recession labour market is to equip
jobseekers with the skills and experience to enable them to take
up those opportunities, preventing long-term damage to the life
chances of individuals who are not currently able to engage
effectively with the labour market. It is particularly important to
achieve this in the case of young people, as research indicates the
deep, scarring effect of unemployment at a young age.6

Exhibit 6 Vacancies 2009-2012 (000s)
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Exhibit 7 UK unemployment by age cohort (%)
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The UK’s youth unemployment issue pre-dates the recession
– it has been rising since 2004 and when the economic crisis
struck this pre-existing problem was exacerbated (Exhibit 7). In the
short-term, urgent action to address the cyclical problem is needed
to prevent a ‘lost generation’ developing. Key to this is helping
young people into their first job to build their skills and confidence.
Given the disadvantages facing young people in the labour market,
the CBI proposed an incentive for firms taking on an unemployed
youth. The idea was taken up by the government in April 2012: the
Youth Contract provides £2,275 for each individual hired via the
Work Programme.
In the longer term, action in the education and welfare system is
needed to tackle the structural issues that lie behind youth
unemployment. While a return to growth will boost hiring and
business confidence, it will not remove the barriers that prevent
young people from entering the jobs market successfully, such as a
shortfall in the basic skills which businesses require. In 2011, 41%
of those taking GCSE maths failed to achieve a grade A*-C and 35%
did not achieve those grades in English. Improving levels of
attainment in schools is critical to enable more young people to
make a successful transition from school to the workplace.
Equipping them with skills as well as good quality careers advice
and relevant work experience is essential.7

“Urgent action is needed
to prevent a ‘lost generation’
developing”
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2 The fifteenth employment trends survey
Now in its fifteenth year, the employment trends
survey has charted the shifting patterns of
employment and workplace practices through
changing political and economic times. It has
monitored the way businesses have responded
to the extremely tough and volatile economic
conditions of recent years. This latest instalment
looks at how businesses are preparing to meet
today’s challenges and positioning themselves for
renewed economic growth: preserving the flexibility
of the UK labour market is crucial in that process.

This report continues the CBI’s survey partnership with Harvey
Nash. Since the 2008 recession, the employment trends survey
has been published twice yearly to map more closely the impact of
the downturn on firms and the steps they have taken to prepare for
growth in the times ahead. The surveys have tracked the ways in
which firms have responded to these exceptionally difficult
conditions, as they have focused on securing growth and retaining
their essential talent.
The employment trends surveys in 2010 showed that recruitment
standstills and pay freezes were starting to ease as firms
positioned themselves for anticipated economy recovery.8 During
the following year these conditions continued to improve, albeit
slowly, with the private sector leading a gradual recovery in the
jobs market during 2011.9 Six months on from our autumn 2011
survey, this report looks at the extent to which these trends in the
labour market have been maintained.

Responses to the survey
This survey was conducted in March and April 2012. There were 319
respondents in all, employing almost two million people between
them, equivalent to nearly 8% of all employees in employment in
the UK.10 The questionnaire was completed by a senior executive.
In small and medium-sized businesses this tended to be the
managing director, chief executive or chairman. In larger
organisations it was usually the human resources director or
equivalent.
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Sectoral analysis

Exhibit 9 Respondents by company size (%)

Respondents were drawn from all sectors of the economy
(Exhibit 8). Manufacturing firms make up one in five of the
respondents (21%) while science/hi-tech and IT companies
constitute one in eight (12%) of the sample. In line with the autumn
2011 survey, public sector bodies account for 5% of respondents.
The single largest group of participants (22%) are classified as
‘other’ and include education providers, trade bodies and
charitable organisations as well as multi-sector firms.

Respondents by company size
Companies of all sizes participated in the survey – a fifth (19%)
employ fewer than 50 staff and a similar proportion (17%) have
over 5,000 employees (Exhibit 9).
Official data suggests that, in line with most surveys, larger
organisations are over-represented, with the majority of UK
businesses employing fewer than 50 people.11 However, since
larger firms employ two fifths of the workforce, the survey is
indicative of overall employment views and practices. Using the
official definition of small and medium-sized enterprises (those
with fewer than 250 employees), SMEs account for 37% of
respondents – much in line with the levels in previous employment
trends surveys.
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Exhibit 10 Respondents by region (%)
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Most respondents have employees in more than one region of the
UK (Exhibit 10). Half of all respondents have at least part of their
workforce in London (51%) and two fifths (42%) have employees in
the South East. Beyond those regions, the most common locations
are the East Midlands, North West and Scotland (36%), while a fifth
(21%) have employees in Northern Ireland.
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3 Companies take a cautious line
on hiring
Despite the challenging economic environment, the
private sector labour market has so far proved more
robust than might have been expected, with private
sector employment growing. Our results show
there is cautious optimism about the coming year,
as businesses overall anticipate expanding their
workforces. Companies are investing for the future
through increased recruitment of graduates and
apprentices. Firms know the road to recovery will
not be smooth, so they are carefully targeting their
recruitment to position themselves to seize growth
opportunities.
Key findings
• Firms are expanding their hiring cautiously, with a positive
balance of +12% of organisations reporting their intention to
increase recruitment of permanent staff over the next six months
– a similar level to a year ago but down on autumn 2011
• Recruitment prospects for temporary workers are much less
positive, with a fifth of firms planning to increase temporary
recruitment (20%) and just under a fifth expecting a reduction
(-19%), producing a positive balance of only +1%

Recruitment prospects are mixed,
with permanent jobs opportunities opening up…
Continuing economic uncertainty has caused firms to reintroduce a
note of caution to their recruitment plans. But even with the slow
and uneven economic recovery we have been experiencing,
employment in the private sector has continued to rise as chapter 1
showed, offsetting much of the decline in public sector jobs.
Overall, more firms are expecting to increase their levels of
recruitment of permanent staff in the next six months than are
expecting to reduce them. Almost a third of businesses (30%)
expect to increase their recruitment of permanent staff across all
or parts of their organisation in the next six months (Exhibit 11).
In contrast, under a fifth (18%) of firms are planning lower
recruitment across all or parts of their organisation, giving
a positive balance of +12% on recruitment plans.

Exhibit 11 Plans for permanent recruitment – next
six months compared to previous six months (%)
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• Graduate job prospects are improving, with a positive balance
of +11% anticipating higher graduate recruitment in the next six
months, a balance maintained from autumn 2011
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• The expansion in apprentice numbers looks set to continue, with
+18% of respondents planning to increase their recruitment

Higher in some but lower in others

• The focus for firms’ recruitment is on the key roles for generating
growth: highly-skilled professional positions, sales and customer
services staff and technical specialists.
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These results, however, suggest a modest drop in confidence since
last autumn’s survey. At that stage 33% of respondents expected
higher recruitment and 16% were planning lower levels of
recruitment over the coming months, giving a higher positive
balance of +17% at that time. The latest figures are similar to the
recruitment outlook a year ago, when the balance between higher
and lower recruitment intentions was +11%. The results point to
firms’ nervousness about the fragile nature of the economic
situation, particularly bearing in mind events in the eurozone.
As to be expected, there is more optimism about job prospects in
those sectors with stronger immediate growth potential. Among
science, hi-tech and IT firms, for example, recruitment intentions
are more positive (a positive balance of +15%) than across the
economy as a whole. The UK will need to exploit its strengths in
these and other knowledge-based businesses more fully to take
advantage of demand from emerging economies if we are to
generate new jobs on a greater scale.

….but a small uptick in recruitment freezes
The proportion of companies planning a recruitment freeze has
risen slightly since autumn 2011, returning to the levels recorded
a year ago (Exhibit 12). Nearly one in ten firms (9%) plans a
recruitment standstill in the coming six months, up from one in
14 respondents (7%) in the autumn. While these proportions
remain much lower than the levels (61%) reached during the
depths of the recession in the spring of 2009, the findings suggest
that the weak economic recovery – with many firms facing
extremely tough trading prospects – is dampening recruitment
intentions for some firms.

Exhibit 12 Organisations planning recruitment
freeze over the next six months (%)
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Exhibit 13 Plans for temporary recruitment – next
six months compared to previous six months (%)
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Temporary recruitment remains subdued…
Temporary work allows firms to meet their staffing needs flexibly
and is a key contributor to the attractiveness of the UK’s labour
market. At times of economic uncertainty, we would normally
expect to see expanding use of temporary staff.
A large proportion of firms (66%) will be changing their levels of
temporary recruitment in the coming six months, compared to the
previous six months (Exhibit 13). A fifth of firms (20%) are planning
to increase recruitment of temporary workers – up from one in six
(16%) who were expecting higher temporary recruitment in the
autumn. However, with almost a fifth (19%) of firms planning to cut
back their recruitment of temporary workers across all or parts of
their organisation in the next six months, the balance between
higher and lower recruitment is just +1%.
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While this is a small improvement on our results in autumn 2011
when the balance was negative (-4%), it is far from the surge in
new temporary job openings we might have hoped for at this stage.
The relatively slow growth in temporary jobs may well reflect not
only the uncertainty of economic prospects but also the
dampening consequences of introduction of the Agency Worker
Regulations in October 2011. As chapter 8 demonstrates, the
regulations have curbed firms’ use of agency staff – one major
variety of temporary work – at a time when businesses most need
this type of flexibility.

Exhibit 14 Plans for recruitment of graduates – next
six months compared to previous six months (%)
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…while the outlook for graduates is slowly
improving
Job prospects for graduates are continuing to improve, but once
again businesses remain cautious. Almost half of respondents
(49%) are not planning any change to their levels of graduate
recruitment in the coming six months compared to the previous six
months (Exhibit 14). Where firms are planning to change their
recruitment, however, over a fifth (22%) are anticipating higher
levels of graduate recruitment and only just over a tenth (11%) a
reduction, giving a positive balance of +11%. The proportion of
organisations planning a freeze on graduate recruitment has edged
down from one in ten (10%) to one in 12 (8%).
These findings suggest firms are looking to focus on developing
their future talent. At +11%, the overall balance between higher and
lower planned graduate recruitment in this spring’s survey is at the
same level as last autumn and up from +9% in spring 2011.
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Firms are investing in skills
The expansion of apprenticeship programmes has been one of the
success stories of the current government. The number of people
starting government-backed programmes has soared by over 60%
since 2009-10 to reach more than 450,000 in 2010-11.12 Moreover,
the prospects for further expansion are encouraging: our survey
shows over a quarter of firms (27%) plan to increase their
recruitment of apprentices over the next six months (Exhibit 15).
This is three times more than number of organisations planning to
reduce their number of apprentice hires (9%), producing an overall
recruitment balance of +18%.

The growing availability of apprenticeships is particularly
widespread among larger organisations, where a third (34%) are
planning to recruit more apprentices in comparison to just one in
six SMEs (15%). There is a big challenge in ensuring more of these
apprentices are at the higher skill levels, while the government
should also focus on delivering simplification to the system that
will help boost SME provision.13
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Exhibit 15 Plans for recruitment of apprentices
– next six months compared to previous
six months (%)

Exhibit 16 Past and future recruitment by
employee category (%)
23
17

12
Higher recruitment across the organisation

Senior managers
24

15
Higher recruitment in parts of the organisation

19
Other managers

4
Higher in some but lower in others

42
44

47

Professional

No change

29

6
Lower levels across the organisation

26
Technical white-collar workers

3
Lower levels in parts of the organisation

15
14
Administrative and secretarial

8
Recruitment14
freeze

18

5
Don't know
0

22
10

20

30

40

50

Skilled trades
36
36
Sales and customer service

Recruitment is growth-focused
Firms are recruiting selectively to support business strategies
focused on growth. We asked participants about the skills of those
people they have been recruiting in the past six months and those
they will need in the next six months. The findings show that skilled
professionals are the most sought-after category, reflecting the fact
that higher-level, sector-specific skills will act as a prime driver of
UK economic growth (Exhibit 16).
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Those able to fill professional roles will be in greatest demand in
the coming months, with more than two fifths of firms (44%)
reporting plans to recruit to these roles, up from the 42% who have
already been recruiting professional staff in the past six months.
Sales and customer service staff have a key role to play as firms
look for new market opportunities in the recovery. These are widely
sought, with a third of firms (36%) recruiting for these posts in the
past six months and the same proportion (36%) looking to do so in
the future. Managers and technical white-collar employees have
also been in demand in the past six months and look set to remain
so.
These results provide further evidence of the changing balance in
the UK labour market, with those jobs requiring the highest levels
of education and skills – including ‘soft’ social skills – increasing in
numbers. Looking to the future, the findings also highlight the
importance of driving up standards and levels of attainment in our
schools and colleges.

“Firms are recruiting
selectively to support
business strategies
focused on growth”
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4 Pay restraint is a response to the search
for competitiveness
Firms are taking a cautious approach to pay
as they seek to stay competitive in the face of
tough domestic trading conditions and ferocious
competition in international markets. Pay restraint
seems to be becoming established as the ‘new
normal’, with most organisations planning to raise
pay by less than inflation as measured by the retail
prices index (RPI). Businesses – and increasingly
employees – are well aware that higher pay can
be earned in the longer term only by improving
productivity and competing more effectively.

Key findings
• Reflecting challenging market conditions and the need to
safeguard jobs where possible, a fifth of businesses (20%)
are planning a pay freeze when the next pay review falls due
– similar to the level (23%) in spring 2011
• Among firms planning to raise pay, a cautious approach
predominates, with nearly half (48%) intending to implement a
modest increase either below RPI inflation or targeted only on
specific staff
• Just 3% of businesses plan to award a pay increase above RPI
inflation, while a quarter (26%) intend to match RPI inflation
• The cautious approach companies are taking – the new normal
– is a realistic response to the need to remain competitive in
global markets.

A fifth of firms plan to freeze pay…
In the depths of the recession in 2009, more than half (55%) of
businesses were operating a pay freeze as part of their steps to
safeguard jobs and contain costs (Exhibit 17). Subsequently, pay
freezes thawed rapidly, so by the autumn of 2010 only one in seven
firms (14%) was still planning a pay standstill at their next review.
Since then, the proportion of businesses operating pay freezes has
fluctuated. Our latest findings show one in five firms (20%) is
planning to apply a general pay freeze when the next pay review
falls due. Pay freezes are particularly widespread among SMEs,
with 31% planning no pay increase at their next review compared
with 14% of larger firms planning a standstill on pay.
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Exhibit 18 Firms’ approach to next pay review (%)
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Just over one in four firms (29%) intends to award employees pay
increases that match or exceed the level of RPI inflation – slightly
lower than the one third (33%) of businesses planning pay
increases at this level in autumn 2011. The fact that most firms are
not intending to match RPI inflation – which has declined fairly
steadily over the past year – indicates that containing labour costs
remains a priority. This continues the patterns seen in earlier
surveys (Exhibit 18), suggesting that caution on pay is becoming
embedded as the new normal.
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Pay caution reflects global realities
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The UK cannot expect to compete as a leading location to employ
people and generate jobs purely on the basis of labour costs
(Exhibit 19). But nor can the UK cut itself off from the realities of
competing in a globalised economy – it is essential that British
businesses and the government should not push up labour costs
relative to other economies, so risking damage to competitiveness.
It is only by raising productivity and competing more effectively that
we can afford to pay ourselves more in the future.
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…and a cautious approach is the new normal
more generally
Among those organisations that intend to increase pay at their next
review, caution is the keynote (Exhibit 18). Asked to describe their
planned approach, nearly a third of firms (31%) are planning a
general increase below the level of RPI inflation for their workforces
and around one in six businesses (17%) intend to target pay
increases on only some key employees. By adopting this strategy
these businesses can reward individual contributions and respond
to any pay pressures for particular skilled employees without
driving up labour costs across the board.

Exhibit 19 Hourly compensation costs in
manufacturing (USA = 100)
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5 Getting young people into work

Business has long been concerned about the UK’s
youth unemployment problem, which pre-dates the
recession. Since 2004 the level of unemployment
amongst 16-24 year-olds has been rising, pointing
to the structural nature of the problem. But with the
economic downturn the scale of the challenge has
increased, as young people find it harder to gain
their first step on the jobs ladder. Demand-side
initiatives – such as the Youth Contract – will help
encourage firms to recruit from this group, but they
must run alongside efforts to equip young people
with the essential competencies.

Key findings
• There will be job opportunities for unemployed young people in
the coming year, with over half (51%) of firms expecting to have
roles available which could be suitable for an unemployed 16-24
year-old
• The main obstacles to unemployed young people securing those
job openings are identified by businesses as lack of appropriate
skills (49%)
• Providing an incentive for firms in the shape of the Youth
Contract subsidy will help improve the job prospects of this
group, with almost half (48%) of respondents saying this would
encourage them to hire unemployed young people.

Youth unemployment has been on a rising trend
With 1.01 million young people not in employment, education or
training, the scale of the unemployment challenge among the
under-25s is clear.14 Even before the economic downturn firms were
concerned about the worsening trend of youth unemployment,15
but the recession exacerbated this long-term problem.

Many businesses will have roles suitable for
young unemployed people…
For the coming year the survey results offer some encouragement
to young job seekers. Over half (51%) of businesses say they will
have roles suitable for unemployed people aged 16-24 in the next
12 months (Exhibit 20). These opportunities will be in companies of
all sizes, with a third of SMEs (32%) identifying roles that could be
filled by those in this age cohort. In bigger organisations there will
be a greater number of openings, with two thirds of larger
businesses (63%) expecting to have roles suitable for young
people currently out of work.

…but there are significant barriers to taking
them on…
The big question is whether young unemployed people will be in a
position to compete effectively for these opportunities. We asked
respondents about the main obstacles to them taking on
unemployed 16-24 year-olds (Exhibit 21).
Across respondents as a whole, a third of businesses (36%) cite
‘expecting to have no business need to recruit’ as an obstacle.
Significantly the more commonly cited barriers are weaknesses
among many young people in terms of their employability: just
under half of respondents (49%) identify a lack of applicants with
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Exhibit 20 Employers expecting to have roles
suitable for unemployed young people in the
coming year (%)

Exhibit 21 Main obstacles to taking on unemployed
young people (%)
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To prevent young people from being locked out of the labour
market, these barriers must be addressed. This will require action
by business and government, as well as by organisations in the
welfare and education systems. The CBI’s Action for jobs report,
the second of the Getting the UK working campaign, recommended
practical steps that can be taken to tackle youth unemployment.15
Strengthening engagement between schools and businesses
is essential to improve young people’s employability skills so they
are ready for the world of work – indeed, businesses see action on
this as the top priority for secondary schools and colleges teaching
14-19 year-olds.17
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appropriate skills while more than a third (37%) point to the lack of
appropriate aptitude as a major barrier. Looking at only those firms
expecting to have roles in the coming year suitable for unemployed
young people aged 16-24, concerns about employability are even
greater (with 51% seeing lack of appropriate skills and 44% lack of
appropriate aptitude as main obstacles).
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Exhibit 22 Would the youth contract encourage
you to take a chance on a young unemployed
person? (%)
Don’t know
19

All firms

Yes
48

No
33

SMEs

Don’t know
20

Yes
39

No
41

Larger firms

No
27

Don’t know
19

Yes
54

…so businesses need incentives to take a
chance on hiring unemployed young people
Hiring an individual who has relatively poor skills and lacks labour
market experience is costly for a business in terms of lost
productive time. As a result, firms are often reluctant to recruit a
young unemployed person who will need lots of time and support
from other experienced employees to develop their skills and
workplace knowledge.
Recognising the problem, the government has recently launched
the Youth Contract subsidy, developed from an idea in the CBI’s
Getting the UK working report. This provides a £2,275 incentive to
help cover the costs of hiring an unemployed 16-24 year-old.
Although it is very early days, the signs are that the scheme will
play an important role in opening up new job prospects for young
people. The survey asked whether the upfront cash payment
provided by the Youth Contract would encourage respondents to
take a chance on a young unemployed person. About half (48%)
said that it would (Exhibit 22).
Behind these figures there are big differences between firms
depending on their size. Larger firms are more positive about the
scheme, with over half (54%) of those employing over 250 people
saying they would be encouraged to recruit from this cohort
because of the Youth Contract, compared with two fifths (39%) of
SMEs. With a fifth of businesses in both groups (19% and 20%
respectively) unsure, the government will need to focus on raising
awareness of the scheme and targeting SMEs in particular to
explain the potential benefits the programme can offer these
businesses.
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6 Tackling the burden of employment
regulation
An essential element in securing sustainable
economic success is for the UK to position itself as
one of the best locations in which to invest and do
business. The UK’s flexible labour market has long
been central to attracting international investment
and boosting job creation, but the burden of
employment regulation is a threat. To boost growth
and stand out from global competitors, more action
is needed on the government’s deregulation plans.
Businesses are optimistic that this can be achieved
but the government must act quickly – starting with
the employment tribunal system where reforms are
long overdue.

Key findings
• Over half (56%) of businesses believe the UK has become a less
attractive place to invest and do business over the past five
years
• There is cautious optimism about the next five years, however,
with two fifths (43%) of firms seeing the UK becoming a better
location for business in the future
• Two thirds (67%) of businesses cite the burden of employment
regulation as a threat to UK labour market competitiveness,
although they are hopeful this can reduced over the next five
years. This is likely to be a response to the government’s
programme of employment law reform
• Over two fifths (44%) of businesses surveyed have faced
employment tribunal claims in the past 12 months
• Firms are facing increasing numbers of weak and vexatious
claims, with over a third (34%) of claims withdrawn by the
applicant
• Even though firms are four times more likely to win a case at a
hearing than lose, employers are choosing to settle to minimise
disruption, with a quarter (26%) doing so even when advised
that they would win.

Exhibit 23 The UK as a place to do business
over the past five years (%)
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Companies question the attractiveness of the UK
as a place to do business
To generate long-term growth and rebalance the economy, the UK
must be seen as an attractive investment location. It is worrying
then that over half of firms (56%) think the UK has become a less
attractive place to invest over the past five years when considering
employment regulation and the labour market generally, while
fewer than one in six respondents (15%) believes the UK has
become a more attractive place to invest and do business (Exhibit
23, page 25). This gives an overall negative balance of -41%, which
is an alarming verdict on the performance of the UK relative to other
potential business locations.
With the need for private sector investment to drive the recovery,
this result is a clear indication that the government needs to take
action. It is notable, however, that the trend of business sentiment
has been improving over the past few years, though at a slow rate.
Continued – and faster – progress will require a focus from the
government on competitiveness.

Exhibit 25 Threats to UK labour market
competitiveness (%)
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There is cautious optimism about the future
When asked about the prospects for the future, businesses are
more positive (Exhibit 24). Considering employment regulation and
the labour market, just over two-fifths of employers (43%) expect
the attractions of the UK to improve in the coming five years, while
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Exhibit 24 The UK as a place to invest/do
business in five years’ time (%)
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That this year’s results are more positive than the 2011 survey can
be ascribed to the welcome steps the government has taken to
show the UK is open for business. Action to make the tax system
more competitive in this year’s budget, through lowering
corporation tax and the personal top rate, will help the UK remain
attractive as an employment location to high-performing
businesses and talent. The challenge for the government will be to
deliver improvements in regulation and the labour market to build
on the current optimism.
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a quarter of companies (25%) expect a deterioration in its
attractions as a location to invest and do business, giving a
positive balance of +18%.
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Exhibit 26 Employment law review:
an opportunity for positive reform
An effective framework of employment law underpins a
successful labour market, giving companies the confidence to
hire while protecting vulnerable workers from exploitation.
However, the increasing burden of compliance on firms in the UK
– especially SMEs – threatens labour market flexibility and acts
as a barrier to doing business. The review of employment law is a
welcome opportunity to update the system so it reflects the
modern workplace and enhances the competitiveness of the UK
as a place to invest and create jobs.20
The government should be looking to:
• Undertake radical reform of the employment tribunal system.
Looking beyond simple tweaks and improvements to review
the operation of the system as a whole

Employment regulation is a threat to labour
market competitiveness
The cumulative effect of employment regulation has significantly
increased in recent years, with 107 of the 152 employment
regulations in the UK having been introduced since 1997. The
cumulative cost of these laws on British business amounts to more
than £100bn18,which is equivalent to the cost of employing an
additional 400,000 people on average earnings.
The impact is reflected in the survey findings, with the burden of
employment regulation cited once again as by far the biggest threat
to the competitiveness of the UK’s labour market (Exhibit 25). Two
thirds of respondents (67%) cite it as a threat. Concern about
regulation extends across companies of all sizes, with SMEs and
larger organisations alike identifying it as the greatest threat.
The government has accepted the need for reform in this area and
is undetaking an employment law review. This is likely to be
reflected in the improvement in sentiment since the 2011 survey.

Having committed to taking action,
the government must deliver on its promise
On taking office, the coalition government committed to examining
the regulatory framework of employment law in recognition of the
need for reform. Business leaders are hopeful that the government
will take action to reduce the burden of regulation, something that
shows up strongly in our survey.

• Reverse the damage done to the UK’s agency sector by the
Agency Workers Regulations. Initially, the focus should be
removing gold-plating of the directive from the UK regulations
but in the long term the government need to challenge the
basis of the original directive
• Speed up the process of collective redundancy consultation to
30 days. This would provide enough time for proper
consultation and allow an employer to make swift decisions,
giving staff certainty about their future
• Simplify the rules around the harmonisation of terms in TUPE
transfers. The current rules are overly bureaucratic and hamper
effective management and good employee relations
• Encourage simple, fast resolution of disputes through the use
of compromise agreements – thereby removing the need to
resort to an employment tribunal.

Responding to consultations on employment tribunal fees,
collective redundancy handling and TUPE regulations, the CBI has
pressed the government to act swiftly to give firms more confidence
by making it easier for companies to take decisions and act in the
best interests of their businesses (Exhibit 26). In recognising the
problem and proposing reforms, the government has offered
employers some encouragement: while businesses continue to see
employment law as the major threat to UK labour market
competitiveness in five years’ time, the proportion citing it as a
future threat (55%) is lower than the proportion seeing it as a
current one (67%). If business optimism about labour market
reforms is to be realised, it is vital that the government does not
baulk at implementing much needed changes.

Stemming the flow of regulation from Brussels
The ‘one in, one out’ rule was intended to limit the introduction of
new regulations by insisting that for each new one, government
departments would have to remove another of equal impact.
However, this measure is limited to domestic legislation so it has
not addressed the flow of regulation from Brussels.
More than two fifths (44%) of respondents identify EU regulation as
a current threat to competitiveness and businesses expect this to
get worse, with over half of respondents (52%) anticipating it will
be a threat in five years’ time. It must be an absolute priority for the
UK government to ensure that we do not find ourselves in a
position where EU social policy is acting as a brake on jobs.
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Low skills and labour costs are
a persistent problem

Exhibit 27 Companies facing at least one ET
claim in the past 12 months (%)

The perceived weakness of the UK’s skills base is reflected in the
second most commonly cited concern: low employee skill levels.
Half of businesses (50%) believe that low employee skills levels
threaten UK competitiveness and will continue to do so in the
coming years (53%), highlighting the need for urgent action.
Steps to improve underpinning standards of education and levels
of skill will become all the greater in the future as the shape of the
UK jobs market changes. CBI research has shown that over the
coming years a rising proportion of jobs will require more – and
higher levels of – skills and companies are far from confident that
their future demand for people with suitable levels of education
and skills will be met.19
More than a third of businesses also see uncompetitive
labour costs as a threat now and in the future (38% and 39%
respectively). As firms seek to maintain a competitive edge
and contain these costs, the more cautious approach to pay of
the last couple of years will become established as the new normal.
Chapter 4 makes clear the scale of the international challenges the
UK faces on labour costs and these results also highlight the need
for restraint on pay and costs required by employers, employees
and government.
An effective framework of employment law underpins a successful
labour market, giving companies the confidence to hire while
protecting vulnerable workers from exploitation. However, the
increasing burden of compliance on firms in the UK – especially
SMEs – threatens labour market flexibility and acts as a barrier to
doing business. The review of employment law is a welcome
opportunity to update the system so it reflects the modern
workplace and enhances the competitiveness of the UK as a place
to invest and create jobs.

44
2012

4
52

2011
54
2010
34
2009
38
2008
0

10

20

30

40

50

60

Exhibit 28 Outcomes of tribunal claims in
the past year (%)
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The employment tribunal system is
overwhelmed and struggles to deliver justice
The threat of employment tribunal claims undermines business
confidence and deters firms – particularly SMEs – from hiring new
staff. The number of employment tribunal claims has soared since
2004/05. It peaked in 2009/10 and fell back slightly in 2010/11, but
remains 150% higher than in 2004/05. In line with this pattern, the
proportion of respondents who have faced claims is a little lower
this year (at 44%) than in the 2010 and 2011 surveys, but remains
higher than in 2008 and 2009 (Exhibit 27)
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The system has been unable to cope with the increase in claims
and the number of case disposals has been running more than a
100,000 below the total number entering the system since 2007.21
As a result of the growth in claims – in which multiple claims have
been a major factor – there is now a huge backlog in the system
with over a half a million outstanding cases at the end of 2011.
Businesses report that the system is costly and slow, with the
latest data indicating a 34-week wait for a hearing despite a target
for 75% of cases to be heard within six months or less.22

A third of employment tribunal cases are
withdrawn…
The survey results point to the weakness of many claims. Over a
third (34%) were withdrawn by the applicant – the highest
proportion in the past five years (Exhibit 28). While many of those
bringing claims eventually come to accept the weakness of their
case, a considerable amount of management time and energy is
consumed dealing with them. As an employer navigates the
employment tribunal system, attention is diverted from achieving
future growth with potentially huge impacts on their business. It is
little wonder that smaller businesses see taking on extra
employees as a risk, holding back jobs growth in consequence.

…but the system deters firms from fighting
cases that they’d be likely to win
As in previous surveys, the proportion of claims settled despite the
business being advised that they would win at a hearing remains
high: more than a quarter (26%) of claims were handled this way,
up from a fifth (21%) last year. Relatively few companies choose to
fight claims at tribunal, even though the survey results show that
they win over four times as many cases as they lose when opting to
do so – 18% compared to 4%.
Settling a claim is a business decision. Concerns about the
inconsistency of tribunal decisions have led many businesses to
lose faith in the system. Firms choose to settle as a more costeffective and less time-consuming option, even though it does
nothing to deter the growing culture of claims.

Bold action is needed to improve
the tribunals system
The government has recognised the tribunal system needs reform
so it works for all users. In Settling the matter, the CBI called for a
package of measures to speed up the tribunal process, reduce
costs and make the system fairer.23 The government have made

Exhibit 29 The case for an alternative
approach to employment tribunals
When first created, the UK’s tribunal system was intended to
be ‘easily accessible, speedy, informal and inexpensive’.25
Today’s system fails to meet those standards. While the
government has made some welcome steps towards reform
of the system, a more radical approach is necessary.
A reformed system should seek to address the current
problems and focus on the substantive issues in dispute,
rather than legal process and ‘tick box’ compliance. It should
deliver greater consistency across the system, ensuring users
can expect similar outcomes wherever the case is heard.
Such a system should cut costs for the users and taxpayers
alike. To that end the CBI is working on proposals to achieve
these improvements and restore business confidence in the
system.

commendable efforts to try and improve the system, with a number
of proposals in Resolving workplace disputes which the CBI
strongly welcomed. But given the limited progress since, there
seems little prospect that the scale of change the system requires
can be delivered. Therefore if the problems that plague tribunals
are to be resolved, a new system should be built from first
principles, focusing tribunals on dispute resolution rather than
legal process (Exhibit 29).
To make it easier for employer and employee to agree to settle a
claim without having to engage with a tribunal, the CBI has long
called for simplified compromise agreements and the overturning
of case law in Mezzotero v BNP Paribas.24 These would allow for
honest conversations to agree mutually acceptable terms for
ending an employment relationship without the threat of a tribunal
claim so the CBI has welcomed the government’s announcement
that settlement agreements will be introduced. Discussing the
possibility of a compromise agreement before a formal dispute has
begun – and parties are entrenched in their opposing positions
– should make it much easier to reach an amicable settlement.
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7 Building on the UK’s strengths
as a place to invest
The modern employment relationship in the UK
is characterised by flexibility in a variety of forms.
This benefits businesses and employees alike
and is vital for the UK to attract international
investment and talent. In the face of intense global
competition, the regulatory framework should
help, not hinder, the UK’s ability to win business
and jobs. Retaining the working time opt-out is an
essential component of that flexibility. Another is
making it easy for firms to bring key people into the
UK – and ensuring this is seen as a simple process.
Key findings
• Losing the UK’s working time opt-out would have an impact on
nearly three-quarters of businesses (73%), with close to half
(46%) saying it would be severe or significant
• Two thirds (66%) of employers believe its loss would damage
employee relations by restricting individual choice and more
than half (58%) say it would reduce their capacity to respond to
growth opportunities
• Employers are concerned about the international impression
created by the permanent migrant cap, with a third (34%)
believing it has had a negative impact on perceptions of the UK
as a place to invest

The working time opt-out is vital to
competitiveness…
Successive CBI surveys have demonstrated the importance
businesses attach to retaining the UK’s individual opt-out from the
48-hour maximum working week. The opt-out provides essential
flexibility to the benefit of employee and employer alike. For the
individual employee, it gives the freedom to choose when they
want to be available for work, while it enables businesses to
operate a flexible workforce which can be critical to their
performance.
Retention of the opt out is therefore vital. Overall, nearly three
quarters of companies (73%) report that its loss would have an
impact on their business (Exhibit 30). Moreover, the tough
economic climate has increased the importance of retaining the
opt-out: the proportion of businesses reporting its loss would
have a severe or significant impact has climbed from just over a
third (35%) of firms in 2009 to nearly half (46%) today.
As global competition becomes ever more intense, the ability of
UK businesses to adapt quickly and be able to respond flexibly
to customer demand and market opportunities is crucial.

Exhibit 30 Business impact if the UK lost
the working time opt-out (%)
18

• Global firms need flexibility to transfer their staff internationally:
over a quarter of firms currently use or have used the intracompany transfer route (28%) and new restrictions on this would
force many of these companies to move projects elsewhere
(38%).
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Exhibit 31 Nature of impact if the UK lost
the working time opt-out (%)

… and employees want to retain the freedom to
make their own choices
The single most frequently cited impact of losing the opt-out is that
it would have a negative effect on employee relations as a result of
restricting employees’ choice of a working pattern that suits their
lifestyle (66%). Its removal would adversely affect a wide range of
employees, ranging from those who want to boost their earnings
to meet their ambitions and better provide for their family to those
employed in industries with cyclical peaks and troughs, who
understand the need to work longer hours at some times to
counterbalance those periods when business demand is lower.

66
62
68
Negative impact on employee relations as a result of restricting their choice
58
58
58
Reduced capacity to respond to growth opportunities
52
56
50
Reduced capacity to use skills of key staff
38

Loss of the opt-out would deprive employees of the freedom to
make these types of choices, and firms recognise the potentially
damaging consequences.

35
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Negative impact on attractiveness of the UK as a place to invest
32
23

Loss of the opt-out would hit some firms
particularly hard

37
Increased reliance on temporary workers
30

The results show variations as to how firms would be affected by
loss of the opt-out according to their size. More than three quarters
of larger companies would be affected (79%) compared with
two-thirds of SMEs (65%), but the impact on SMEs of loss of the
opt-out would be particularly serious in key respects. For example,
over a third of small firms (36%) believe it would reduce their
capacity to match international competition, compared with a
quarter (26%) of larger businesses. With a smaller pool of
employees to spread work across, it would be more difficult for
smaller firms to flex existing resources.
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Almost three fifths of firms (58%) believe losing the opt-out would
diminish their capacity to respond to growth opportunities
(Exhibit 31). Given the uncertain economic outlook and the need to
safeguard future competitiveness, it is essential the government
protects those levers of flexibility available to businesses –
including the opt-out.

Firms of all sizes are concerned that they would have a reduced
capacity to use the skills of key staff (52%) and believe losing the
opt-out would make the UK a less attractive place to invest (35% of
SMEs and 39% of larger organisations). Moreover, while a fifth
(19%) of firms say they might respond by taking on extra
permanent staff, the same proportion (19%) say loss of the opt-out
would increase the likelihood of discontinuing certain business
activities and more than one in eight (15%) report it would increase
the likelihood of moving operations overseas. Loss of the opt-out
could therefore be a serious threat to jobs.
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The opt-out must be retained as a permanent
provision of the Working Time Directive
At a time when the future of the Working Time Directive is once
again under consideration, the government has an essential role to
play in ensuring that the future of the opt-out is secure. Constant
speculation that further limitations may be placed on its use, or
that it might be removed altogether, are damaging to investor and
business confidence. Firms need to be able to plan ahead,
confident that they will be operating within a stable regulatory
framework.

Competing on the world stage requires
global talent...
With international capital and talent increasingly mobile, the UK
must ensure it is an attractive location to invest and do business.
The UK starts with some important advantages derived from its
legacy as an industrial, commercial and financial powerhouse,
including having many more international firms headquartered
here than would be expected from the size of the economy.26 But
Britain’s advantage will be imperilled unless businesses are able to
employ the right people with the right skills.
The UK’s flexible labour market, where firms can hire UK and EU
employees while adding skilled personnel from overseas, has
made the UK a good location for international projects. While skills
constraints must be addressed in the longer term in the UK,
businesses also need the flexibility to fill key skilled vacancies from

Exhibit 32 Impact of the permanent migrant cap
on perceptions of the UK as a place to invest (%)
Positive impact
8
Don’t know
22

No impact
36

Negative impact
34

elsewhere. And any international business in the UK must be able
to transfer staff between locations according to business need.
The introduction of a permanent cap on work permits in April 2011
caused concern among businesses that they would not be able to
access global talent. The decision to prioritise skilled tier 2
migration and exempt intra-company transfers from the permanent
cap helped reduce the anticipated negative impacts of the cap and
allowed firms to bring in key staff during 2011.
After the first year of operation, we asked respondents what impact
they believe the introduction of the permanent cap has had on the
perceptions of the UK as a place to invest. A third (34%) told us that
it is having a negative impact on impressions of the UK, compared
with fewer than one in twelve (8%) who think it has had a positive
impact, a negative balance of -26% (Exhibit 32).
These results highlight that it is not just the practical operation of
the cap which the government must manage but also the
perception of it. Continual changes to the work permit system over
the past two years have been challenging for businesses because
of the upheaval and uncertainty generated. In a global economy
where operations can be located virtually anywhere, the UK will
lose out to other investment locations unless businesses are
confident they can secure essential talent to grow. The decision to
set the level of the permanent cap for two years will help to
reassure investors they will be able to access that talent, and the
government must recognise the need for longer-term stability and
predictability in the system.

…and the flexibility to transfer key staff
internationally
Global businesses need to be able to transfer knowledge and
expertise within their organisations. The intra-company transfer
(ICT) route allows firms to manage business strategy and
operations globally by accessing expertise from their organisation ,
supporting investment and jobs in the UK. Over a quarter (28%)
of firms have previously used or currently use the ICT route
(Exhibit 33). This flexibility is particularly important in certain
industries, with over half of science, hi-tech and IT firms (53%)
reporting use of ICTs – sectors which are critical to the UK’s
economic recovery and future rebalancing.
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Exhibit 33 Organisations making use of the
intra-company transfer route (%)
Yes
28

No
72

In order to maintain the UK’s competitiveness, the flexibility of the
ICT route must be retained. By enabling businesses to transfer staff
to the UK for a short time – whether to complete a specific project,
to train or be trained – ICTs play a valuable role in businesses and
key sectors. As a result of their temporary status in the UK, it was
right not to include such employees in the government’s permanent
migrant cap.
Were any further restrictions to be made to the ICT route, there
would be a detrimental impact on investment in UK. If faced with
the prospect of a tightening to this route, almost two fifths of firms
(38%) that have used or are using ICTs say they would move
projects elsewhere and close to a third (29%) would move entire
business departments out of the UK.

“The UK’s flexible labour
market has made it
a good location for
international projects”
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8 Agency Workers Regulations hitting
work opportunities
In October 2011 the Agency Workers Regulations
(AWR) came into force, giving agency workers
equal working and employment conditions with
the employees of a client firm. Despite a 12-week
qualification period before the rules apply, the
regulations impose direct costs and compliance
and administrative burdens on firms, as well
as increasing the risk of tribunal claims. These
regulations are damaging labour market flexibility
at a time when effort should be focused on getting
more people into work. At the very least, an urgent
review of the regulations is needed to remove goldplating and lessen the negative impact. But a bolder
approach is ultimately required if we are to undo the
damage to this vital sector.

Key findings
• Six months on from the introduction of the Agency Workers
Regulations, almost half of firms (46%) report that their business
has been affected
• With new bureaucratic burdens increasing the costs and
complexity of using agency staff, the most common response of
businesses has been reduced use of agency workers (57%) and
one in twelve firms (8%) have stopped using agency workers
altogether
• Companies have had to adapt their resourcing plans, with over a
third using more fixed-term contracts (36%) while others are
adopting alternative models of temp use, such as the ‘Swedish
derogation’ model of paying between assignments in return for
no equal treatment or managed service contracts (27%)
• The regulations are having a detrimental impact on work
opportunities, with more than one in ten firms (12%) reporting a
lower overall headcount and one in six (17%) increasing overtime
amongst existing staff rather than use agency temps.

Exhibit 34 Firms impacted by the Agency
Workers Regulations, by company size (%)
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Exhibit 35 Nature of the impact of the Agency
Workers Regulations(%)

The AWR have reduced opportunities
for agency temp staff…
Prior to the introduction of the AWR, the relationship between the
client business and the agency worker was clearly defined and
straightforward. This has now changed. By conflating the rights
and responsibilities of each party, the regulations have made the
business decision to use agency temps much more complex.
The costs of using agency staff have risen, with higher direct
costs associated with offering terms equal to those of permanent
employees in some cases, but more importantly the considerable
compliance burden and vastly increased risk of tribunal claims in
all cases.
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The regulations have hit nearly half of firms
Agency working is one of the key forms of flexibility that
characterise the UK labour market. Agency work benefits the
individual by providing employment to suit their lifestyle and
circumstances, with the ability to work when and where they
choose. For young people, agency work provides a route into the
labour market, enabling them to build up skills and experience. For
older workers it can provide flexibility prior to and/or following
retirement. For the client businesses, agency workers are a vital
resource to call on when needing to meet a finite demand for
specific skills or labour. The introduction of the AWR has
fundamentally changed the employment landscape – affecting
agency workers, the hiring businesses and employment agencies
alike.
Asked about the effect of introduction of the regulations, almost
half (46%) of businesses say there has been an impact on their
business (Exhibit 34). The regulations have affected firms of all
sizes, with the impact especially pronounced among firms
employing over 5,000 people, where almost two thirds (63%)
report an impact on their business.

The most commonly cited impact of the AWR is for firms to reduce
their use of agency workers (Exhibit 35). In organisations affected
by the rules, over half (57%) have responded by using fewer agency
staff since October 2011, so reducing work opportunities for agency
temps. While one in seven firms (15%) is hiring more self-employed
individuals to provide temporary cover, almost one in 12
businesses (8%) has stopped using agency workers altogether.
The CBI opposed the EU directive implementing these regulations
because of the detrimental impact it would have on the UK’s labour
market and the ability to create jobs. According to the
government’s own figures, the AWR impose an estimated cost on
UK business of £1.8bn a year.27 Our findings demonstrate the
serious impact the regulations are having on labour market
flexibility and work opportunities, with just 3% of firms reporting an
increased use of agency workers.

… as companies are changing their approach
to using temporary staff
Businesses have started looking for alternative forms of flexible
employment as they reduce their use of agency workers. Current
economic uncertainty means that firms should favour temporary
employment rather than taking on staff permanently, given the
significant downside risks facing the UK. As a result, overall
recruitment of temporary workers has picked up following a steep
decline at the end of last year.28 But rather than bring in agency
staff as they might have done previously, firms are changing their
approaches in terms of the types of temporary staffing they use.
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The survey results indicate how firms are adapting their resourcing
plans in the light of the regulations. More than a third of
respondents (36%) report an increase in the use of fixed termcontracts, while other companies are adopting alternative models
to their former practices for temps (27%). These include the
so-called Swedish derogation model in which an agency employs
an individual directly, rather than as a casual worker, contracting
them out to the client employer and then keeping them on as an
employee between temporary assignments. Other employment
businesses are providing managed service contracts – where entire
service activities, not just the workers, are delivered to the client
business. While firms adopting these approaches have found ways
to meet their staffing requirements, these methods are inherently
sub-optimal, involving greater costs or less flexibility for both
parties involved.

An ambitious approach to the regulations is
required at the earliest possible opportunity
Most worryingly at a time of high unemployment, many firms have
a lower overall headcount than previously as a result of the AWR.
Nearly one in eight firms (12%) reports a lower overall headcount as
a consequence of the regulations, compared with 11% who are
hiring more staff on a permanent basis. One firm in six (17%)
reports it is making more use of overtime amongst existing staff in
response to the regulations.

Exhibit 36 Removing goldplating from
the Agency Workers Regulations
The impact on the UK’s competitiveness of the original directive
behind the AWR has been made much worse because the
regulations were gold-plated by the government at the time.
By introducing additional provisions, the UK goes above and
beyond what is required by EU law. While a proactive approach
to these rules would have been much more effective, a postimplementation review could help to remove some of the
administrative burden and complexity, reversing some of the
damage incurred by the UK labour market. In particular, the
government needs to:
• Simplify the definition of pay for the purposes of establishing
equal treatment, which currently contains multiple clauses and
runs to two pages of regulation. This includes a complex
assessment of the ‘quality’ of work which entails a costly,

Agency work can provide an important stepping stone for
individuals into permanent employment – especially important
when the economic climate means the number of permanent
opportunities is limited. Moreover, it allows individuals to choose a
working pattern that suits their personal situation, for example one
compatible with studying or caring or taking on additional work to
generate extra income in difficult times.
In gold-plating these regulations, the UK risks damaging the
employment prospects of agency staff in the long term as well as
holding back economic recovery by reducing labour market
flexibility. The government missed the opportunity to get the
regulations right before they were implemented. It must review
them at the earliest possible stage to ensure this vital segment of
the labour market is not permanently undermined (Exhibit 36).
However, in and of itself, this will not be enough. These regulations
were crafted from a directive that was not drafted with the UK
agency sector in mind. Having fought the directive for a long time,
the UK government should not now accept its existence as a
permanent part of EU employment law. A concerted effort is
required to challenge the directive and its premise in Brussels if we
are to maximise the benefits of this vital sector of the economy.

bureaucratic process. The directive allows member states to
set pay as they see fit and government research prior to the
introduction of the AWR showed temporary staff receiving 94%
of the pay of comparable employees,29 therefore an hourly
wage should be used to make calculating and administering
pay much easier
• Remove the complexity of the operation of the qualifying
period. One day’s work in a week counts as a week towards the
12-week qualifying period – and it is only reset after six weeks
without returning to the same job. In activities where one-day
placements are common, this could theoretically mean that a
single temp could qualify towards 30 different sets of equal
treatment, despite never developing a long-term relationship
with a hirer. This provision increases the record-keeping
burden significantly.
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9 Without the DRA firms face big
challenges
In April 2011 the government removed the Default
Retirement Age (DRA), so there is no longer an
automatic expiry of the employment relationship
as a result of age. This change is a fundamental
shift in employment arrangements. Navigating the
sensitive issue of retirement without the DRA poses
challenges for businesses and employees alike.
A year on from the change firms remain concerned
about how to handle the process, which is not
surprising given the legal implications. Having
received little support from the government,
businesses have been forced to look to the courts
for guidance – but this will not fill the vacuum left by
removing the DRA. A long-term solution is required.
Key findings
• More than eight out of ten firms (84%) have been affected by
the abolition of the default retirement age
• Over half of affected firms recognise the business benefits of
retaining the skills and knowledge of older workers (57%) but
there is concern about the knock-on effect on younger employees
as a result of fewer promotion opportunities (55%)
• A lack of clarity about the plans of older employees is creating
problems for two thirds of firms over workforce and succession
planning (67%) – the government has done little to help this,
in terms of supporting firms to manage age issues with
confidence. A protected space for conversation about retirement
is required
• Not surprisingly given the personal and legal sensitivity of the
issue, more than half of respondents (56%) are concerned about
the ability of line managers to deal with declining performance
among ageing employees.

Abolition of the DRA has had a significant
impact on the majority of firms
A default retirement age was previously a standard feature of
employment arrangements, with four out of five businesses (79%)
reporting they operated a contractual arrangement of this type prior
to removal of the DRA.30 In last year’s survey on the eve of abolition
of the DRA, three quarters of businesses (76%) said removal of the
DRA would have an impact on their operations.31 One year on,
more firms have been affected than had expected to be – more
than eight out of ten (84%) respondents report impact on their
business.
The varied repercussions of a complex policy change like removing
the DRA are reflected in the range of both positive and negative
impacts identified by affected businesses (Exhibit 37). While firms
can benefit from retaining the skills and expertise of their older
employees, there are potentially serious implications in relation to
occupational health and safety – both for individual older
employees and their colleagues – in addition to the legal
complexities now confronting companies. This tension is reflected

Exhibit 37 Nature of the impact of abolition
of the DRA (%)
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in our latest survey findings, where negative impacts are more
frequently cited (79%) and more likely to be described as
significant or severe (45%) than positive ones (68% and 24%
respectively).

openly and honestly with their staff. As a result, two thirds of
companies (67%) report problems with increased uncertainty over
workforce and succession planning, of which a third (32%) rate the
impact on their business as being significant or severe (Exhibit 39).

Businesses recognise that older workers
have much to offer…

Uncertainty about the intentions of older workers affects the ability
of an employer to plan the recruitment and development of new
talent, and over half of affected businesses (55%) are concerned
about the negative impact on promotion opportunities for younger
workers. Where projects are being planning on a five or ten-year
horizon, this lack of certainty is potentially very damaging.

The benefits of keeping older employees in the workplace are well
understood by businesses. When asked about the nature of the
impact that removing the DRA has had on their business, over half
(57%) of those affected say it has led to better retention of skills
and knowledge, although less than of fifth of those companies
consider it has a positive impact to a significant or major extent on
the firm (Exhibit 38).
Businesses recognise the advantages of having a blend of age and
experience within the workforce. Close to half of businesses (47%)
report that their younger employees benefit from having access to
experienced employees. But while firms clearly support the general
policy of encouraging longer working lives, making this decision
unilateral for the employee hamstrings succession planning.

…but are concerned about how to manage
retirement discussions…
At present a legal vacuum exists for managing older workers and
how to apply age discrimination rules, so businesses are finding it
increasingly difficult to discuss the sensitive issue of retirement

Exhibit 38 Positive impact from retention of
skills and knowledge (%)

…and need the government to give certainty
that they can operate retirement ages
For businesses and individuals, the topic of age and performance
is a highly sensitive one that is difficult to approach. The DRA
provided a framework to retire an employee with respect and
dignity whose performance, for reasons beyond their control, had
started to wane. Without this option companies are uncertain
about how best to manage the retirement process, in particular the
prospect of having to initiate poor performance procedures against
long-standing employees. Over half of businesses (56%) are
concerned about the readiness of line managers to deal with a
decline in performance due to age, with more than a fifth (23%)
reporting this is having a significant or severe impact on their
business (Exhibit 40).

Exhibit 39 Increased uncertainty in
workforce/succession planning (%)
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Exhibit 40 Concerns about readiness of line
managers to deal with declining performance (%)
Severe
4
Significant
19
No impact
44

Minor
33

Recent court rulings, such as the Seldon case32, have suggested
that companies can justify operating retirement ages on certain
grounds. These include preserving the dignity of older workers by
not having to performance manage them out of the business as
well as ensuring there is a steady flow of promotion opportunities
for younger employees. However, these rulings have provided little
in the way of reassurance. Businesses wanting to know with
confidence that a retirement age is legitimate will have to go
through a long, costly legal procedure in order to justify each
retirement.
In the light of these rulings, the government must move swiftly to
create a safe space for retirement discussions by producing better
guidance on when a retirement age is justified. It should also
introduce provision for protected conversations at the earliest
possible opportunity (Exhibit 41).

Unease about the impact of this process on an older employee
coming to the end of their working life was summed up by one
respondent employer: “Previously when people retired from the
business there was a celebration of all the years worked; yet now
more people will have to be managed out due to ill health which
concerns me as it ends a successful career on a low.”

Exhibit 41 The case for protected conversions
To solve the problem of how retirement conversations should be
conducted in the absence of the DRA, in March 2011 the CBI put
forward a proposal to the government for ‘protected
conversations’. A safe mechanism is needed so an employee’s
retirement plans can be discussed openly, without the risk of the
discussion leading to an age discrimination tribunal claim. The
government has accepted the need for such a system and has
promised a consultation on proposals later this year.
Introducing a mechanism for ‘protected conversations’ would
allow either party – employer or employee – to initiate a
discussion. Companies could find out about an employee’s

future plans to help them manage succession and employees
would be able to talk about the options available for winding
down or redesigning their job, without this being held against
them and used as a reason for dismissal.
CBI members’ preferred way of establishing this protection would
be through legislation, allowing an employer to initiate a
discussion about employees’ retirement plans when they reach a
certain age. This would begin with an initial request for
information by the employer with a view to a discussion taking
place. Both would need to be exempt under the age
discrimination provisions of the Equality Act 2010 and would
need to be explicitly permitted in law.
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10 Employee engagement is essential
for business success
Good communications and high levels of employee
engagement helped many businesses to come
through the recession with fewer jobs lost than
during previous downturns. With the easing of the
immediate crisis, businesses are prioritising action
to maintain the levels of employee engagement and
morale in the coming year. The employee relations
climate is generally co-operative, but continuing
economic uncertainty could strain relationships
in the coming year, particularly in organisations
recognising trade unions where there are concerns
the climate could become more adversarial.

Key findings
• Two thirds of businesses (67%) report the employee relations
climate in their organisation as either co-operative or very
co-operative and just one in 20 (5%) says it is adversarial
• While four out of five (81%) non-unionised businesses describe
their current employee relations climate as co-operative or
better, just under half (49%) of those recognising a trade union
for collective bargaining do so – and more than a fifth (22%) of
these anticipate the climate will become more adversarial in the
coming year
• Employee morale is generally fairly high, with two fifths of firms
(40%) reporting morale in their organisation as high or very high
• Most companies (85%) are confident their employees recognise
the need to contain costs and adapt patterns of work in response
to market pressures
• The top people priorities for businesses in the next 12 months
are securing high levels of employee engagement (60%),
containing labour costs (48%) and recruiting to key vacancies
(38%).

Exhibit 42 Businesses’ view of the employee
relations climate in their workplace (%)
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Exhibit 43 Current employee relations climate
in workplace, by union recognition (%)

Exhibit 44 Future employee relations climate in
workplace, by union recognition (%)

13

11
23

23
36

34

Very co-operative

Very co-operative
31
22

36

27

35

22
45

24

27
24

Co-operative

43

Co-operative
40
39

3940

35

42
45

18
Balanced

21
Balanced

36
11

20

8

8

1
Adversarial

2
Adversarial

27 TU recognised for collective bargaining
30
TU recognised but does not bargain
No TU

1
0
0
Very adversarial
0

10

27TU recognised for collective bargaining

2

TU recognised but does not bargain

0

No TU

0
Very adversarial
20

30

40

50

The employee relations climate is co-operative...
Positive relations between businesses and employees
characterised the recession in the UK, helping to limit the number
of job losses and contain unemployment below the levels that had
been expected.33 Maintaining this atmosphere of co-operation will
be essential as businesses position themselves to compete in a
tough international marketplace to generate growth for the long
term. For the private sector, the new normal is the challenge of
succeeding in a much more competitive world and meeting rising
customer expectations. In the public sector, it involves doing more
with less to deliver 21st century public services.34
Last year companies told us that employee relations were broadly
co-operative overall, with two thirds (68%) reporting that in their
organisation the employee relations climate was either
co-operative or very co-operative (Exhibit 42). That positive climate
has been maintained, with two thirds (67%) of respondents again
reporting that the employee relations climate in their business is
either co-operative or very co-operative. Only one in twenty firms
(5%) reports an adversarial climate and no respondent describes
the relationship as very adversarial.
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The overall balance between co-operative and adversarial relations
therefore currently shows a positive balance of +62%, similar to the
levels of 2011 (+63%). These results reflect the investment firms
have made in engaging with employees to ensure they are informed
about the business and involved in planning for the future.

…but there could be some difficulties
in the year ahead
Looking ahead, expectations for the employee relations climate in
the coming year are not quite so positive. One in ten companies
(10%) anticipates an adversarial (or very adversarial) climate
– a doubling of those reporting this type of climate at present.
The overall balance between co-operative and adversarial relations
is expected to fall from +62% this year to +50% over the next 12
months. While this is still a remarkably positive result given the
pressures on businesses and employees, it suggests that
employers need to work on maintaining the collaborative
atmosphere and sense of common purpose achieved during the
recession to ensure these do not weaken in the face of continuing
economic uncertainty.
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Organisations recognising trade unions
are concerned about the year ahead
When asked to assess the current and future employee relations
climate within their organisation, the assessments depend in part
on the nature of the relationship that they have with their
workforce. Where trade unions are recognised, firms’ views on the
current climate and their expectations for the coming year are
generally less optimistic than among those who engage directly
with their workforces without union presence.
Four out of five (81%) non-unionised businesses describe their
current employee relations climate as co-operative or better and
just 1% as adversarial (Exhibit 43, page 41). In contrast, among
companies who recognise unions for collective bargaining, just
under half (49%) describe the climate as co-operative or better and
one in eight (12%) report an adversarial or very adversarial
employee relations climate.
Asked about the year ahead, three quarters (77%) of non-unionised
organisations expect the co-operative climate to continue, and just
2% anticipate an adversarial one (Exhibit 44, page 41). Within
organisations that engage in collective bargaining there is less
optimism about the future. Less than two fifths (38%) expect a
co-operative or very co-operative relationship in the coming year
and there is a sharp increase to more than a fifth (22%) in the
proportion expecting a more adversarial climate in their
organisation.

Most companies believe their employees see
the need to confront tough economic conditions
During the recession there was an unprecedented level of
engagement and co-operation between firms and their employees
in the private sector which helped to maintain positive workplace
relations and contain the number of job losses. Particular efforts
were made to communicate with employees so they understood
the state of business and the context of the difficult decisions
being taken, as well as involving them in shaping the organisation’s
response.
We asked business leaders if they feel employees in their
organisation recognise the need to contain costs and adapt
patterns of work to changing circumstances as we enter recovery.
The results (Exhibit 45) are strikingly positive, with 85% of
respondents agreeing, at least to some extent, that their workforce

Exhibit 45 Since the recession, employees have
recognised the need to reduce costs and adapt
patterns of work, by company size (%)
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understands these pressures and only 15% disagreeing, giving a
positive balance of +70%. This is only slightly lower than the levels
found by the spring and autumn 2010 surveys (positive balances of
+78% and +72% respectively) when the worst depths of the
recession were a very recent memory. Firms recognised the value of
effective communication and upped their game during the
downturn: these results show the improvement has been
maintained.
A large majority of companies of all sizes say that since the
recession employees have recognised the need to contain costs
and adapt their work patterns. It is the smallest firms, however,
where changes in trading conditions tend to be most rapidly visible
to employees, that report strongest agreement with the view that
employees recognise the pressures (38% strongly agree among
those employing under 50 people).

Employee morale is holding up
Across responding organisations as a whole, levels of employee
morale are holding up despite the troubled times (Exhibit 46).
During the recession employee morale was surprisingly resilient,
with almost half of respondents (44%) to the spring 2010 survey
reporting high or very high levels of employee morale. This had
dropped to 38% by the autumn of 2010 but it has not declined
further since then, despite the continuing tough economic
conditions. In this year’s survey, two fifths (40%) of employers
report employee morale as being high or very high.
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Exhibit 46 Businesses’ view of employee
morale in their organisations (%)

Exhibit 47 Top three workforce priorities
in the coming year (%)
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Our latest results show a fall in the number of organisations
reporting low or very low morale, leaving an overall balance
between those reporting high or low levels of morale of +28%,
a small improvement since spring 2011 (+26%). Given the critical
importance of people as a source of competitive advantage,
companies will be keen to maintain and build on this track record.

Employee engagement tops the employer
priority list…
Our survey asked participants to identify their top three workforce
priorities for the coming year, when the recovery is expected to
gather pace after the slow start. The value of harnessing employee
commitment which our surveys recorded during the recession is not
being forgotten as firms look towards recovery: nearly two thirds of
firms cite high levels of employee engagement as one of their top
priorities (60%), making it by far the leading focus for businesses
(Exhibit 47).
Sustaining and further improving levels of employee engagement
will be essential to ensure that employees feel they understand
why the company is taking tough but necessary decisions and how
they can contribute to the organisation’s success. Businesses
recognise their competitive advantage lies in their people and how
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they apply their talents. The importance attached to employee
engagement continues the pattern seen in previous surveys
since the recession, with businesses repeatedly making it their
top priority.

…and tough trading conditions require a focus
on labour costs…
Close to half responding organisations (48%) cite containing
labour costs as a priority, making it the second most important
item. Its prominence is symptomatic of the difficult economic
climate in which firms are operating.
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While the recovery remains fragile firms are wary about adding to
costs, and looking to the medium and longer term they know they
have a tough competitive challenge to meet that necessitates
keeping labour costs under firm control, as outlined in chapter 4.
Raising levels of employee engagement while maintaining a tight
grip on labour costs will be a continuing test for firms and one
which requires skilled people management.

But businesses are not only focused on bringing in new talent. They
are concerned as well to retain the skills of employees already in
post in the time ahead as the recovery begins to gain traction.
Firms will be targeting retention of existing staff as opportunities
emerge among competitors, with over a third (35%) listing
employee retention as a priority in the next year. Many will also be
looking to change the mix of skills in their workforces to fit with
evolving business needs (32%).

…and having the right people in place
Ensuring the right people with the right skills are in post is
essential for firms to position themselves for growth. In the months
ahead, recruiting to key vacancies ranks high on companies’
priority list, with almost two fifths (38%) citing this as among their
top concerns.

Exhibit 48 Planning for a successful Olympics
Across the country, businesses are busy preparing for the 2012
Olympic and Paralympic Games. With the eyes of the world on
the UK it is not only the athletes that have been planning
meticulously to ensure they can perform at their best: businesses
and their employees have been doing the same.
Companies recognised that the unique nature of the Olympics
will present a challenge as they look to continue to deliver goods
and services to their clients throughout the period of the games.
While there are tremendous commercial opportunities afforded
by the games, firms recognise that they will have to be flexible if
they are to manage additional congestion and the desire of many
employees to soak up the atmosphere of the games.
With businesses in London set to be most seriously affected in
the period of the Games, it is not surprising that two thirds of
companies in London (66%) are planning, or discussing,
changes to their working patterns.

But with events set to take place in venues outside the capital
– as well as employees wanting to follow or attend events –
businesses across the country have recognised that there will be
an impact on their staff. In all regions of the country more than
half of all firms were either planning or discussing workforce
changes for the Olympic Games at the time of the survey.
Given the pressure on transport networks during the Games
businesses are providing flexible solutions so that core activities
will be maintained and employees can avoid the busiest
travelling times. Most commonly, firms across the country are
offering to their employees flexible working hours (75%) and the
option to work from home (72%). Where the nature of the
business does not allow work to take place off-site, businesses
are developing clear policies on watching the Games during work
hours (45%) and making other changes to shift patterns (42%) to
accommodate the events.

Facing the future – CBI/Harvey Nash employment trends survey 2012

References

1 Industrial trends survey, CBI, May 2012

19 Learning to grow: education and skills survey, CBI/Pearson, June 2012

2 Service sector survey, CBI, May 2012, CBI PwC financial services survey,
June 1012

20 http://www.bis.gov.uk/policies/employment-matters/employment-lawreview

3 Economic forecast, CBI, May 2012

21 Annual Tribunal Statistics, 2009-10, 2010-11, MOJ

4 Impact of changes in the national accounts, ONS, June 2012, and GDP and
the labour market Q2, ONS, 2011

22 Quarterly Tribunal Statistics, Oct-Dec 2011, MOJ, http://www.justice.gov.
uk/downloads/statistics/tribs-stats/quarterly-tribs-q3-2011.pdf

5 Labour market statistics, ONS, May 2012

23 Settling the matter, CBI, April 2011

6 See, for example, The wage scar from youth unemployment,
Gregg P and Tominey E, CMPO, Bristol University, 2004

8 Picking up the pace, CBI/Harvey Nash, May 2010 and Gearing up for growth,
CBI/Harvey Nash, October 2010

24 If an employer initiates a discussion on the possibility of settlement
before dismissal then they run the risk of this conversation being used as
evidence of constructive dismissal. The decision in Woodward v Santander
(May 2010) attempted to clarify this situation but has not given sufficient
reassurance to firms to give them the confidence to use compromise
agreements to resolve disputes as widely as they might.

9 Navigating choppy waters, CBI/Harvey Nash, June 2011 and Staying the
course, CBI/Harvey Nash, November 2011

25 Report of the Royal Commission on Trade Unions and Employers’
Associations, Cmnd 3623, 1968

10 Based on 24.88 million employees aged 16 and over in the three months
to March 2012, according to the Office for National Statistics

26 Jobs for the future, CBI, 2009

7 Learning to grow: the education and skills survey, CBI/Pearson, June 2012

11 Business population estimates for the UK and regions 2011, BIS,
12 October 2011
12 Post-16 education & skills: learner participation, outcomes and level of
highest qualification held, Quarterly statistical first release, BIS, January
2012
13 Learning to grow: the education and skills survey 2012, CBI/Pearson,
June 2012
14 Labour market statistics, ONS, June 2012
15 Towards a NEET solution, CBI, 2008
16 Action for jobs: how to get the UK working, CBI, October 2011
17 Learning to grow: education and skills survey, CBI/Pearson, June 2012
18 Calculated based on government regulatory impact assessments of
employment regulation for the period since 1998. The equivalent full-time
jobs calculation is based on the mean average earnings of all full-time
employees – including overtime and employer NICs – for the period,
based on ASHE data. This is then divided into the total cost of employment
regulation.

27 BIS, European Parliament and Council Directive on working conditions
for temporary agency workers impact assessment, January 2010
28 Staying the course, CBI/Harvey Nash, November 2011
29 Working in the UK: A review of the evidence, Department for Business,
Enterprise and Regulatory Reform Agency, October 2008
30 Gearing up for growth, CBI/Harvey Nash, October 2010
31 Navigating choppy waters, CBI/Harvey Nash, June 2011
32 http://www.supremecourt.gov.uk/docs/UKSC_2010_0201_Judgment.
pdf The case concerned a partner from the Respondent firm of solicitors
who was forced to retire on turning 65. The Supreme Court held that the
compulsory retirement age contained within the deed of partnership was
a directly discriminatory measure but that could be justified as it was
founded on legitimate social policy aims - summed up as being ‘intergenerational fairness’ and ‘dignity’.
33 Picking up the pace: employment trends survey, CBI/Harvey Nash, spring
2010
34 One year on: progress towards transformed public services, CBI, July 2011

45

46

Facing the future – CBI/Harvey Nash employment trends survey 2012

For further information
on this survey contact:
Pippa Morgan
Policy adviser
CBI
Centre Point
103 New Oxford Street
London WC1A 1DU
T: +44 (0)20 7395 8168
E: pippa.morgan@cbi.org.uk

The CBI
July 2012
© Copyright CBI 2012
The content may not be copied,
distributed, reported or
dealt with in whole or in part
without prior consent of the CBI.

The CBI helps create and sustain the conditions in
which businesses in the United Kingdom can compete
and prosper for the benefit of all.
We are the premier lobbying organisation for UK business
on national and international issues. We work with the
UK government, international legislators and policymakers
to help UK businesses compete effectively.
Our members benefit from our influence, a wealth
of expertise, business services and events.

Product code: HRE_HRE_295

www.cbi.org.uk

