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UK LABOUR MARKET: TEMPORARY STABILISATION

Berenberg Macro View

Is the worst over? After past government policy changes dealt a severe blow to the UK jobs market, payroll
employment finally showed signs of stabilising in September, rising by 12,600 (Bloomberg consensus: -
8,000). Nonetheless, the big picture remains that payroll employment has fallen by 181,000 since the Gov-
ernment announced that it would raise the minimum wage and hike payroll tax in October 2024 — see
Chart 1. Moreover, forward-looking elements of the data suggest that the stabilisation may prove short-
lived.

Renewed weakness ahead: A seventh consecutive monthly drop in the 3-month average of job vacancy
numbers and a tick up in “HR1 notifications” (forms that employers must submit to give the government
advance notice of redundancies) suggest that payroll employment may turn down again. The Office for Na-
tional Statistics (ONS) reported that the fall in job vacancies was concentrated among “smaller firms, who
continue to suggest that they may not be recruiting because of increased labour costs.” That chimes with
our assessment that high labour costs are impeding growth, alongside the costs of land, capital and energy
- see “UK: high-cost island”, 16 October 2026.

Subdued domestic price pressures: Limited demand for staff should ensure wage growth remains sub-
dued, at least outside the public sector — see Chart 2. The 3-month average of private sector average weekly
earnings excluding bonuses rose by 3% yoy in August, up from 2.9% in July but below the 3%4% pace that the
BoE deems consistent with 2% CPI inflation. With productivity growth strong and the jump in non-wage
labour costs now in the rear-view mirror, more limited labour cost pressures should facilitate a downtrend
in services price inflation. As a result, we still think that the 25bp increase in the BoE policy rate we predict
on 5 November will prove to be a solitary move rather than the start of a new tightening cycle. In the public
sector pay growth remains high (6.3% yoy), which sets up problems for the government in the 2027 spend-
ing review when it will have to constrain the budget for civil service pay.

Weak labour supply: One aspect of the release would appear to undermine our weak labour demand story:
the unemployment rate dropped to 4.7% in the three months to August compared to 4.9% in the three
months prior. Much lower population growth than the ONS assumes for the purposes of labour market sta-
tistics squares the discrepancy. The ONS thinks the adult population increased by 531,000 over the past 12
months. However, with the number of births and deaths roughly equivalent to each other and net immigra-
tion under 200,000 in 2025, this is probably a big overestimate. This also explains the larger rise in the LFS
measure of employment than other measures — see Chart 3.

Chart 1: Policy ch coincide with the downturn in employment Chart 2: Less competition for staff = lower wage growth
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Chart 3: The LFS is awry: level of employment indexed to 100 in 2019
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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 completeness 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 consult-
ing 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.
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