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Headline indicators remain resilient  

The latest labour market release portrayed a mixed picture. Employment rose by 84k in 
the three months to June, below both the Bloomberg consensus forecast of +130k and 
our expectation of a stronger 175k increase. Meanwhile, the unemployment rate held at 
4.9%, disappointing expectations for a modes t decline to 4.8%. The unchanged 
unemployment rate masks some interesting dynamics beneath the surface. Given that 
the reported measure is a rolling three -month average, many forecasters had expected 
the rate to fall as the relatively elevated 5.3% single -month reading in March dropped 
out of the calculation. However, this was offset by a rise in the single -month 
unemployment rate to 5.4% in June, following readings of 4.7% and 4.6% in April and 
May. As a result, the headline three -month measure remained un changed.  

Despite the softer headline employment outturn, the composition of employment 
growth was relatively encouraging. T he number of employee s rose by 157k on the quarter, 
while self -employment fell by 50k. Similarly, full -time employment increased by 96k, 
while part -time employment edged lower. This marks a notable shift from the pattern 
seen through much of the past year, where employment growt h was disproportionately 
driven by self -employment rather than employee jobs.  

More timely indicators, however, continue to paint a softer picture. HMRC payroll 
employment, which is available one month ahead of the Labour Force Survey, fell by 13k 
in July following a revised 13k decline in June. Payrolled employment has now declined in 
each of the past six months and is almost 70k lower than at the start of the year. The 
underlying picture also continues to point to weaker hiring rather than widespread job 
shedding, with employee inflows remaining below outflows. Taken together, the P AYE 
data suggest labour demand remains softer than implied by the headline LFS figures.   

Wage pressures remain subdued  

The earnings data were marginally firmer than expected but remain broadly consistent 
with a gradual easing in wage pressures. Annual r egular earnings growth increased to 
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 UK Labour Market: Softer demand persists beneath the surface  

• Employment rose by 84k (3m/3m), below both the Bloomberg consensus (+130k) and our forecast 

(+175k), while the unemployment rate held at 4.9%, against expectations for a fall  

• HMRC data showed a 13k drop in employee numbers in July . Payrolled employment has now fallen in 

each of the last six months, pointing to continued weakness in hiring activity  

• Private sector regular pay growth held at 2.8%  (3m/yr ), slightly firmer than expected but still consistent 

with easing underlying wage pressures  

 

Chart  1: Higher unemployment in June prevented the headline rate from falling  
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3.5% in the three months to June, slightly above both consensus and the previous month's 
outturn. Total pay growth, however, slowed to 4.1% from 4.4%.  

More importantly for the MPC, private sector regular pay growth held at 2.8%, compared 
with expectations for a slight decline to 2.7%. While modestly firmer than anticipated, 
this remains close to its weakest pace since late 2020 and well below the rates s een 
through much of 2024 and 2025. Combined with weaker payroll employment and a 
continued decline in vacancies, the pay data provide little evidence that domestically 
generated inflation pressures are beginning to re -intensify.  

Labour market loosening remains the broader trend  
Taken together, the latest release does little to alter the broader labour market narrative. 
While employment continued to rise and the composition of employment growth 
improved, the headline figures were generally softer than expected and more timely 
indi cators continue to point to subdued labour demand.  

There are nevertheless some tentative signs that the composition of labour market 
growth is improving. Employee employment rose by 157k on the quarter while self -
employment fell by 50k, marking a reversal of the pattern seen through much of the past 
year. Even so, payroll employment has now fallen for six consecutive months, vacancies 
declined to their lowest level since early 2021 and there are around 2.5 unemployed 
people competing for every available role . Taken together, these indicators suggest 
labour demand remains weaker than the headline figures imply. The balance of evidence 
therefore continues to point to a labour market that is gradually loosening beneath 
relatively resilient headline indicators.  

Implications for the Bank of England  

The latest labour market data are unlikely to materially alter the monetary policy 
outlook. While employment growth remained positive and the composition of 
employment improved, the overall picture remains one of gradually easing domestic 
inflation pressur es rather than a material deterioration in labour market conditions. The 
unemployment rate also remained above the Bank of England's forecast of 4.8% for Q2.  

Instead, the policy outlook continues to hinge largely on global developments. Ongoing 
tensions between the US and Iran, and the resulting implications for energy prices and 
the broader inflation outlook, remain the key focus for policymakers. As such, ind ividual 
domestic data releases are likely to carry less weight than they otherwise might.  

Financial markets continue to an ticipate  Bank Rate moving higher over the coming 
months, reflecting concerns that renewed energy price pressures could feed through into 
inflation. However, a 25bp increase is not currently fully priced until the December MPC 
meeting, suggesting investors do not expect policymakers to respond aggressively in the 
near term.  

That market pricing appears broadly consistent with the latest labour market data. 
Private sector regular pay growth remains below 3%, payroll employment continues to 
decline and vacancies remain on a clear downward trend. With measures of labour 
market ti ghtness continuing to ease, there remains little in the domestic labour market 
data to suggest underlying inflation pressures are re -accelerating . As such, the release 
remains consistent with a cautious, wait -and -see approach from the MPC as it assesses 
how geopolitical developments and energy markets evolve over the coming months . 

 

Chart  2: Financial markets continue to price in the likelihood of rate hikes in 2026 
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Chart  3: Surveys point to subdued  hiring  activity  

 

Chart  4 : REC survey suggests availability of staff 
continues to exceed demand for labour  

 

Chart  5: Rise in unemployment due to employment gains 
not being matched by number of people looking for work  

 

Chart  6 : Our UK Sector Tracker suggests that firms remain 
focused on cost -cutting  

 

Chart  7: Labour market dynamics currently still point to 
softer rates of pay growth  

 

Chart  8 : HMRC data shows that lower -paid jobs have fallen 
sharply since Q4 2024  
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Disclaimer  
This document contains non -independent research and should be treated as a marketing communication for the purposes of UK law. 
Consequently, it has not been prepared in accordance with legal requirements designed to promote the independence of investme nt 
research and is not subject to any prohibition on dealing ahead of the dissemination of independent investment research.  

This document is confidential, for your information only and must not be distributed, in whole or in part, to any person with out the prior 
consent of Lloyds Bank Corporate Markets plc (“Lloyds Bank”). This document has been prepared for information purpose s only.  

This document has been prepared by Lloyds Bank Market Insights. The author’s views should not be taken as necessarily being t hose of the 
wider Lloyds Banking Group plc, nor considered objective or unbiased. The author of this document may know the nature o f Lloyds Bank’s 
trading positions or strategies in anticipation of this document. Any views, opinions or forecast expressed in this document represent the 
views or opinions of the author and are not intended to be and should not be viewed as an investment recommendation, independent 
investment research, investment advice or a personal recommendation.  

This document is not independent from Lloyds Bank’s proprietary interests, which may conflict with your interests. Lloyds Ban k may trade 
as principal, may have proprietary positions, and/or may make markets in any instruments (or related derivatives) discu ssed in this 
document. Trading personnel may be indirectly compensated in part based on the size and volume of their transactions, but the  outcome 
of any transaction that may result from this document will not have a direct bearing on the compensation of a ny trading personnel. Lloyds 
Bank may engage in transactions in a manner inconsistent with the views expressed in this document and Lloyds Bank’s salespeo ple, traders’ 
and other professionals’ may provide oral or written market commentary or strategies to clients, which may conflict with the opinions 
expressed in this document.  

We make no representation and give no advice in respect of legal, regulatory, tax or accounting matters in any applicable jur isdiction. You 
should make your own independent evaluation, based on your own knowledge and experience and any professional advice which you may 
have sought, on the applicability and relevance of the information contained in this document.  

The material contained in this document has been prepared on the basis of publicly available information believed to be relia ble and whilst 
Lloyds Bank has exercised reasonable care in its preparation, no representation or warranty, as to the accuracy, rel iability or completeness 
of the information, express or implied, is given. This document is current at the date of publication and the content is subj ect to change 
without notice. We do not accept any obligation to any recipient to update or correct this i nformation. This document is not directed 
toward, nor does it constitute an offer or solicitation to, anyone in any jurisdiction or country where such distribution or use would be 
contrary to local law or regulation. Lloyds Bank, its directors, officers an d employees are not responsible and accept no liability for the 
impact of any decisions made based upon the information, views, forecasts or opinion expressed.  

Lloyds Banking Group plc and its subsidiaries may participate in benchmarks in any one or more of the following capacities; a s administrator, 
submitter or user. Benchmarks may be referenced by Lloyds Banking Group plc for internal purposes or used to refer ence products, services 
or transactions which we provide or carry out with you. More information about Lloyds Banking Group plc’s participation in be nchmarks is 
set out in the Benchmark Transparency Statement which is available on our website.  

Lloyds and Lloyds Bank are trading names of Lloyds Bank plc, Bank of Scotland plc and Lloyds Bank Corporate Markets plc. Lloy ds Bank plc. 
Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Bank of Scotland plc.  Registered 
Office: The Mound, Edinburgh EH1 1YZ. Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc. Registered offi ce 25 
Gresham Street, London EC2V 7HN. Registered in England and Wales no. 10399850.  Authorised by the Prudential Regu lation Authority and 
regulated by the Financial Conduct Authority and the Prudential Regulation Authority under registration number 119278, 169628  and 
763256 respectively.  

 

 

 


