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UK: RAPIDLY TIGHTENING LABOUR MARKET 

Berenberg Macro Flash 

May Employment 

change, 

3m/ 3m, May 

Unemployment 

rate, 3 month 

average, May 

Average earn-
ings 3m/ yoy, 

May 
Actual 254k 6.5% 0.3% 
Previous 345k 6.6% 0.7% 
Consensus 205k 6.5% 0.5% 
Berenberg 250k 6.5% 0.4% 
 
The labour market is tightening quickly in response to strong UK growth, which should lead the BoE to hike 
interest rates in November. Employment rose very strongly again in May, beating consensus expectations, and the unem-
ployment rate fell again. Unemployment will probably undershoot the BoE’s forecast for Q2 of 6.5%. Moreover, there is no 
sign of the slowing pace of decline in unemployment that the BoE had expected. Jobless benefit claims, a leading indicator 
for unemployment, tumbled 36k in June while the single month unemployment rate (the official figures are a three month 
moving average) was down at 6.2% in May. The jobless rate is now 1.3ppts lower than a year earlier and is likely to continue 
dropping very quickly. Wage growth remains weak, but that will not last much longer if unemployment keeps dropping this 
quickly. Surveys already point to improving pay deals. The BoE will not hike interest rates if pay gains remain this feeble, 
but we look for wages to improve and see a 60% chance that the rate setters will raise rates in November. Next month’s rate 
setting meeting could see one of the nine-member BoE committee voting for an increase. 
 
There can be no doubts about the quality of the jobs anymore. Employees, rather than the self-employed, accounted 
for most of the jobs gain. There was a big fall in the share of part-time workers who wanted but could not find a full-time 
job, which is now the lowest since September 2011. Further economic improvements could make serious inroads into that 
measure of underemployment. The employment rate has not been higher since records began in 1971. Falls in unemploy-
ment came mainly from those who have been out of work for a relatively short time. The number unemployed for less than 
six months is now the lowest since mid-2008.  
 
Wage growth remains weak, but we continue to believe that is unlikely to last much longer given the other labour market 
trends. Average earnings growth slowed to 0.3% yoy in the three months to May. Looking at May alone, rather than a three-
month average, total pay rose 0.6% yoy, up from a 2.0% fall in April as the distortions from last April’s cut in the higher rate 
of tax began to drop out of the annual comparison. One explanation for weak pay growth is weak productivity, rather than 
massive underemployment. Hours worked are up 1.4% in the past three months, suggesting productivity is falling again and 
unit labour costs are still rising despite low pay growth. The impact of pay on the inflation outlook cannot be considered in 
isolation from productivity. The jobless rate is not very far above, if it is above at all, the BoE’s 6-6.5% estimate of the rate 
consistent with hitting the inflation target (the so-called NAIRU). Surveys are showing increased signs of improving wage 
growth, with the Recruitment and Employment Confederation signalling a particularly marked acceleration. We look for pay 
growth to gradually improve from here. 
  
 
 
UK Labour market 
 MAY APR MAR FEB JAN DEC 

Employment change 254k 345k 283k 239k 105k 193k 

Unemployment rate 6.5% 6.6% 6.8% 6.9% 7.2% 7.2% 

Average earnings, 3m yoy 0.3% 0.7% 1.9% 1.7% 1.4% 1.2% 

Average earnings, ex bonus, 3m yoy 0.7% 0.9% 1.3% 1.4% 1.2% 1.0% 

 

Source: ONS 
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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