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UK: LIFT OFF AS EMPLOYMENT BOOMS AND WAGE GROWTH RISES 
Berenberg Macro Flash 

 
 
 Employment 

change, 3m/3m, 
Feb 

Unemployment 
rate, 3 month 
average, Feb 

Average earnings 
3m/yoy, Feb 

Claimant count 
change, Mar 

Latest 239k 6.9% 1.7% -30.4k
Previous 105k 7.2% 1.4% -34.6k
Consensus 90k 7.1% 1.8% -30k
Berenberg 95k 7.1% 1.9% -30k
 
 
The UK seems to be booming. The usual caveats apply, of course. The economy is recovering from a bad few 
years, unemployment is still higher than it was and real wages have been weak. But the economy is heading in the 
right direction, fast. The unemployment rate fell to 6.9% today, below consensus expectations of 7.1% and down 
from 7.2% in January. Employment rocketed by 239k, nearly three times the consensus expectation. With busi-
ness surveys pointing to boom-times ahead, the BoE running extremely stimulative policy, our main trading 
partner growing again, and consumption increasingly supported by rising wages, rather than falling saving, the 
chances are good that the economy will see a period of strong growth. These data could pose upside risks to our 
already above consensus growth forecasts of 3.1% and 3.3%. 
 
The one disappointment today was wage growth, which came in at 1.7% yoy, below consensus of 1.8%. That 
was still up from the previous month’s 1.4% and is well above the 1-1.5% growth rates seen during 2013. It is 
also in-line with inflation. Real wages are showing signs of rising. With labour market slack being eroded by 
strong employment gains, we see a good chance that real wages will be rising at a 1% yoy PACE by the end of 
2014. 
 
The good news extended to productivity. While employment is surging, average hours are falling. They were 
down 0.4% qoq in February. Total hours worked rose 0.4% qoq, which compares to NIESR’s GDP growth 
estimate of 0.9% qoq. In other words, productivity seems to be rising at its pre-crisis rate of about 2% annual-
ised. Now the banking system is behaving more normally and firms are investing again, we see no good reason 
why productivity will not continue growing solidly. That return of productivity growth will support sustainable 
real wage gains. 
 
The BoE will have to raise rates by Q1 2015 in our view. Although this might at first sight look like a Goldilocks 
release for the BoE, neither too hot nor too cold, the rapidly tightening labour market and signs of a booming 
economy makes record low interest rates increasingly unnecessary and unsustainable. Unemployment has now 
breached the BoE’s 7% threshold for considering a rate hike, meaning their first phase of guidance is now 
‘knocked out’. The BoE need to look to where the economy will be in two years time, because monetary policy 
takes time to work. The UK is booming and the labour market is tightening. Wages are a lagging indicator of 
capacity pressure. The gradual gains in wage growth mean the BOE will not hike rates immediately, but wage 
growth will pick up through this year. We expect the BoE to raise rates in Q1 2015, followed by three more 25bp 
hikes in 2015 and four more in 2016.  
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 FEB JAN DEC NOV OCT SEP 
Employment change 239k 105k 193k 280k 250k 177k 
Unemployment rate 6.9% 7.2% 7.2% 7.1% 7.4% 7.6% 
Average earnings, 3m yoy 1.7% 1.4% 1.2% 0.9% 0.9% 0.7% 
Average earnings, ex bonus, 3m 
yoy 

1.4% 1.3% 1.0% 0.9% 0.8% 0.8% 

 
Source: ONS 
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