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UK: SLACK FALLING QUICKLY 

Berenberg Macro Flash 

 

 Employment 

change, 

3m/ 3m, July 

Unemployment 

rate, 3 month 

average, July 

 

Average earnings 
3m/ yoy, July 

Jobless Claims 
Change, August 

Actual 74k 6.2% 0.6% -37.2k 
Previous 167k 6.4% -0.2% -33.6k 
Consensus 120k 6.3% 0.5% -30k 
Berenberg 100k 6.4% 0.6% -32k 
 
The BoE will not wait too much longer before hiking rates. UK unemployment dropped sharply again, to 6.2% in July 
from 6.4% in June and another big fall in jobless claims in August signals no let up in those unemployment falls is in sight. 
Wage growth, however, remains weak. Average earnings rose just 0.6% yoy in July. That was up from -0.2% in June, but the 
rise means little as it just the result of distortions to bonuses from last years tax changes dropping out of the annual compar-
ison. The BoE still has time to wait won interest rates given weak wage growth, but not too long as unemployment is falling 
like a stone. Weak wages signal there has been plenty of slack in the labour market, but that slack is falling quickly. Indeed, 
looking at July in isolation (unemployment figures are a three month moving average) the single month unemployment rate 
reached 5.9%. We expect the first 25bp rate hike from the BoE in February next year. 
 
Underemployment is falling too. It is not just the headline unemployment figures that are showing significant change. 
Underemployment is one possible reason why wages have remained weak, but the signs are that it is declining quickly. The 
proportion of part time workers who wanted but could not find a full-time job has fallen from 18.4% to 16.5% in the past 
year, for instance. As the economy continues recovering it is likely that those measures of underemployment will continue 
dropping rapidly. Equally important, the sharp rises in the proportion of people participating in the labour market over the 
past few years, which has probably weighed on wage growth, appear to have slowed. If that continues, it would be another 
reason to expect the downward pressure on wage growth to ease 
 
The BoE is a little more concerned about risks to global growth. The minutes published today of the BoE’s early 
September rate setting meeting showed that the MPC again voted 7-2 against raising rates, a split that is unlikely to change 
while global risks, particularly to Eurozone growth, remain elevated and UK wage growth remains weak. Although the BoE 
raised its best guess of Q3 UK GDP growth to 0.9% qoq on the back of continued strong surveys, they believed that the 
“downside risks to UK growth in the medium term had probably increased.”  
 
The majority at the BoE did not see a strong reason to hike rates while inflation and wages remained subdued. That argu-
ment is a little inconsistent as those voters said that one factor that would keep inflation depressed, and ward off the need 
for a hike, was the effect of sterling’s appreciation over the past year. Not so long ago, the BoE was arguing that they should 
look through above target inflation because it was driven by the one-off effect from sterling changes. The minority voting 
for hikes on the committee – Martin Weale and Ian McCafferty – argued that interest rates should be hiked now because 
such a change would take a long time to feed through and affect the economy. With unemployment falling rapidly and sur-
veys suggesting wage growth picking up, the BoE needed to move pre-emptively.  
 
 
UK Labour market 
 JUL JUN MAY APR MAR FEB 

Employment change 74k 167k 254k 345k 283k 239k 

Unemployment rate 6.2% 6.4% 6.5% 6.6% 6.8% 6.9% 

Average earnings, 3m yoy 0.6% -0.1% 0.4% 0.8% 1.9% 1.7% 

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