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UK: THE TIME FOR OPTIMISM IS NOW 

Berenberg Macro Flash 

 

 Employment 

change, 

3m/ 3m, Oct. 

Unemployment 

rate, Oct. 

 

Average earn-
ings, ex bonus 

3m/ yoy, Oct 

Jobless Claims 
Change, Nov 

Actual 115k 6.0% 1.6% -26.9k 
Previous 112k 6.0% 1.3% -25.1k 
Consensus 137k 5.9% 1.6% -20k 
Berenberg 140k 5.9% 1.6% -20k 
 
The time for optimism is now. UK employment growth was a little disappointing today, rising 115k compared to consen-
sus of 137k, and the unemployment rate did not fall. But that should not detract from the strength of these figures. Em-
ployment has risen 588,000 over the past year, almost entirely explained by growing full-time jobs. Unemployment is not far 
off pre-crisis norms and will keep falling quickly if rapidly declining jobless claims are any guide. The latter fell 26.9k in the 
latest month. Strong jobs growth, improving pay gains, very weak inflation as well as low and falling mortgage interest rates 
add up to a powerful cocktail that should put the fizz back in consumption next year. Anyone arguing for softer fiscal cuts 
and more monetary stimulus, this is it. 
 
Real pay positive. Easily the most important development today was wage growth, which has risen above inflation again. 
Taking October alone private sector pay rose 2.2% yoy, comfortably above inflation. That is likely to prove more lasting 
than the previous short lived episode of rising real pay earlier this year, in part because inflation is rapidly heading well below 
1%, while gradually declining unemployment should slowly push up wage gains. That being said, there are reasons to not get 
too excited just yet. Finance and business services are leading the private sector improvement, but that might in part be a 
reaction to regulations rather. Still, construction pay rose 2.7% yoy in October, while manufacturing is chugging alone with 
close to 2% yoy wage gains. 
 
Balanced BoE minutes. The minutes of the BoE’s early December rate setting meeting were pretty balanced. The vote 
remained 7-2 in favour of no change in interest rates, with the minority favouring hikes preferring to look through the im-
pact of oil’s price fall on inflation on the basis that it would be temporary. The majority, in contrast, saw upside risks but 
also thought low inflation today exacerbated the risk of inflation persisting below the target for a considerable time, perhaps 
if low inflation got ingrained in public consciousness, meaning the BoE should proceed very cautiously. They also worry 
that QE might not have much effect if ever it were needed, meaning they need to be careful not to hike too early and risk 
having to reverse course. These positions are unlikely to change anytime soon. With little risk of inflation reaching the 
BoE’s 2% target if oil prices remain around current levels, we expect the BoE to stay on hold until next November. Indeed, 
wage growth will have to continue strengthening considerably before a majority of rate setters back a hike. 
 
By late next year, unemployment should be below 5.5%, the economy will probably have seen several more quarters of 
strong growth and inflation could be on the cusp of rising quickly as petrol price falls drop out of the annual price compari-
son. Those conditions should be enough to prompt the first, very small hike. Until then, Martin Weale and Ian McCafferty 
are likely to be alone in backing hikes. 
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