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UK: STABLE LABOUR MARKET AS ECONOMY EMERGES FROM LOCKDOWN
Berenberg Macro View

Still holding up

After the sharp drop in employment, hours and wage growth during the first wave of the pan-
demic in Spring 2020, the latest data continue to show that the labour UK market remained most-
ly stable through the now fading second (winter) wave of the pandemic. As part of a broader eco-
nomic trend, the labour market estimates show that households and businesses are adapting bet-
ter to pandemic-related restrictions the longer they go on.

The unemployment rate edged lower to 4.9% in February from 5.0% in March while the employ-
ment rate moved sideways (60.3%). As the key measure of labour demand, vacancies indicate that
the labour market is about to turn up. After tracking economic activity through the pandemic -
Chart 1, vacancies edged up slightly in March to 607k from 599k — although they remain well be-
low pre-pandemic levels.

Summary of the March jobs claims data and February labour market report:

Furloughed workers in the UK who receive support via the government’s Coronavirus Job Reten-
tion Scheme (CJRS) are classed as employed - unlike in the US. Due to the distortions from the
CJRS, estimates of hours worked, claimants and furloughed workers provide a better guide to
underlying labour market dynamics than headline unemployment and employment estimates.

1. The claimant count rate moved sideways at 7.3% in March (Chart 3). Jobless claims in-
creased by just 10.1k after rising 67.3k in February.

2. Hours worked dipped further in February - reflecting the continued lockdown across the
UK (0.8% mom after a 1.1% drop in January). Due to the still-high number of furloughed
workers (19% of the workforce in mid-March according to the ONS - cé6m workers), the
number of hours worked remained 8.8% below the January 2020 peak - Chart 3.

3. Employment including furlough workers remained at a high level (32.4m) in the three
months to February — down from 33.1m in January 2020.

4. The redundancy rate dropped sharply in February to 7.3% from 11.0% in January.

Headline data overstates pace of wage growth

Wage growth remained strong in February at 4.5% yoy after a 4.8% gain in January. However, the
unusually robust headline number - relative to the underlying labour market - is largely due to
compositional changes in the labour market. The ONS notes that ‘average pay growth rates have
been affected upwards by a fall in the number and proportion of lower-paid jobs compared with
before the coronavirus (COVID-19) pandemic. Therefore, it is estimated the net impact of recent
job losses is to increase the estimate of average pay by approximately 1.9% — suggesting an under-
lying wage growth of around 2.5% for total and regular pay.’.
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Positive outlook

The UK is at the early stage of a robust consumer-driven recovery that should gain significant
momentum through the summer. A rapid vaccination rollout and low SARS-CoV-2 case numbers
underpin the hope that all restrictions can be eased in England by 21 June as currently planned.
Stronger domestic demand and rising confidence will support a recovery in employment and ris-
ing wage growth. Although we project a modest rise in unemployment in the coming months due
to losses associated with permanent shifts in demand (such as for traditional in store retail), this
should be offset over time by more jobs in high growth sectors of the economy such as personal
services and logistics. We expect the unemployment rate to peak at 5.8% in H2 2021, coinciding
with the end of CJRS on 30 September 2021, before declining thereafter. We look for the unem-
ployment rate to fall to 4.3% by end-2022 — just above the pre-pandemic low of 3.8%. In light of
continued upside surprises to the employment numbers, the risks to our unemployment forecast
are positively skewed.

Chart 1: Real GDP versus vacancies
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Monthly data. Three month average until 2020. Source: ONS
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Chart 2: Unemployment and claimant count rate (%)
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Monthly data. Unemployment rate based on three month rate apart from final month. Source: ONS.

Chart 3: Employment and hours worked
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Monthly data. Three month moving average apart from 2020 data which shows monthly estimates.
Source: ONS.
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and complete-
ness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of
private investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.

© 2021 Joh. Berenberg, Gossler & Co. KG
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