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UK jobs market is cooling despite latest
fall in unemployment

Unemployment may be down, but so are vacancies, while the more
timely and reliable payroll data points to a jobs market that looks
more like it did in 2019. That period saw wage growth of 3.5%, not the
5% we see today. It'll take time, but that's the direction of travel for
wages over the coming months and if we're right, it means faster
Bank of England cuts

l

Over in the US, the Federal Reserve has made a big call that the jobs market is no longer a source
of inflation. And more than that, Chair Jerome Powell has told us he doesn't welcome any further
increase in unemployment.

So far, we've not seen that sort of signal here in the UK. The Bank of England still speaks of
employment growth that's more robust than the official figures are telling us. And those latest
official numbers show another fall in the unemployment rate, down to 4.0%.

The hawks, meanwhile, are concerned that wage growth will remain a problem for some time to
come. Private sector wage growth, though fractionally lower, is still at 4.8% on a year-on-year
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basis.

Other parts of the jobs report, however, pour cold water on some of that narrative. We know for
instance that the unemployment data is of dubious quality, as the Office for National Statistics
readily admits, owing to long-running sampling issues. The more timely and in theory more
reliable data taken directly from payroll systems, suggests the jobs market has cooled more
noticeably so far this year.

Admittedly, that's not necessarily obvious at the headline level. The number of total payrolled
employees did fall fractionally in September, though that will most likely get revised up. But the
story is less resilient once government-related sectors are excluded. Taking out things like
education, health, and public administration (see chart), this measure of employment is down by
0.8% since the turn of the year. That equates to a fall of 150,000 workers.

Payrolled employment is down when government sectors
excluded
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Those are not huge numbers, but they do cast some doubt on the BoE's view that the official data
understates jobs growth.

It's a similar picture with vacancies. Though far from a new development, and with one or two
notable exceptions, every sector’s vacancy rate is at or below pre-Covid averages now. Admittedly
that 2018/19 period was a pretty strong one for the jobs market by historical standards. Even so,
private-sector wage growth during that time was 3.5%, not the circa 5% rates we're seeing
currently.

That is the conundrum the Bank of England now faces. The data is telling us the jobs market is
back to pre-Covid normality, and that should mean lower wage growth. All the models will tell you
that, too. So why is wage growth still much higher?
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Vacancy rates are generally below 2019 averages

UK unfilled job vacancy rates by sector
Vacancies per 100 employee jobs
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One possibility - and one the BokE is thinking bout - is that there’s still some catch-up occurring, as
households and businesses battle it out to make up lost income from the recent energy shock.
Alternatively, price/wage setting behaviour might have changed in a way that will make it harder
to get wage growth and services inflation down to more comfortable levels.

So long as wage growth stays around 5%, these concerns are unlikely to fade. But surveys, be it
from the KMPG/REC survey, or the Bank’s own Decision Maker Panel, suggest wage pressures are
fading. We know officials put a lot of faith in these numbers, particularly at a time when there’s still
scepticism over what the headline employment figures are telling us.

Add in the fact that services inflation is likely to undershoot the BoE's forecasts over the rest of the
year and we think the committee as a whole should become more relaxed. We got a whiff of this
in a recent Guardian interview with Governor Andrew Bailey, where he said the Bank could get a
“bit more aggressive on cuts”

We expect rate cuts in November and December, and at every subsequent meeting until Bank
Rate hits 3.25% next summer.
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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 BR0O00341) 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 http://www.ing.com.
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