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UK wage growth remains lone hawkish
factor for Bank of England
UK wage growth has a hit another post-crisis high as skill shortages
continue to bite. There are structural reasons to suggest this trend is
unlikely to reverse just yet, but the cyclical story is looking a little less
encouraging. We don't expect any change in policy from the Bank of
England this year

Source: Shutterstock

At 3.6%, UK wage growth (excluding bonuses) has reached another post-crisis high. While this is
being partially boosted by an increase in public sector pay at the start of the second quarter, wage
growth is nevertheless one of the few remaining hawkish factors for the Bank of England. It has
been a key ingredient in policymakers’ recent signal that rates may need to rise if Brexit goes
smoothly. The question is, how long will this trend continue?

Well, from a structural standpoint, the signs suggest that the upward pressure on wages is likely to
persist. The recent uplift in pay is linked to skill shortages in various industries - most notably in
construction, IT & hospitality, according to last year’s Employer Skill Survey.
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UK skill shortages vs wage growth

Source: ONS, Employer Skills Survey, ING

In some cases this can be linked back to demographic factors. In the road haulage sector for
instance, almost 30% of the workforce is over the age of 55, according to ONS figures. With a fewer
number of younger entrants relative to the number of retirees, this is reportedly resulting in
shortages of drivers and is prompting firms to offer higher pay packages to guarantee coverage for
shifts.

These structural forces are unlikely to fade imminently, however there are some signs that the
cyclical story is starting to look a little less positive. Vacancies, while still high, fell for the fifth
consecutive month and this tallies with the more lacklustre employment growth – the 3M/3M
change in employment slipped to 28,000 in the latest data for May. The latest Markit/RECS jobs
report also hints at a slower pace of wage growth, with permanent starting salaries softening to a
25-month low. Bank of England Agents have found a similar story.

For now, we think wage growth will continue to act as one of the few remaining hawkish
factors for the Bank of England. Partly for this reason, we think it is too early to pencil in rate
cuts in the UK. 

That said, there's little doubt that Brexit uncertainty will rise as we reach the October
deadline - particularly given the rising risk of an election later in the year. This will continue
to act as a drag on economic activity, and means the chances of a rate rise this year are
low.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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