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Labour market data surprise to the upside  

The latest UK labour market report provided a much stronger read on conditions than 
expected. In the three months to August, the unemployment rate fell to its lowest in more 
than a year, while employment growth was considerably stronger than anticipated. M ore 
timely payroll data also improved and some measures of pay growth surprised on the 
upside. However, we would be cautious about interpreting this as evidence of a decisive 
turnaround. Vacancies continue to fall and alternative indicators provide only tentative 
evidence that labour demand is strengthening. Taken  together, the latest figures suggest 
the labour market has proved considerably more resilient than anticipated, but it is too 
early to conclude that the underlying trend has changed.   

Employment proves considerably stronger than expected  

Employment rose by 102k in the three months to August, significantly stronger than the 
Bloomberg consensus of +5k and our forecast for a 40k decline. The employment rate 
consequently increased by 0.2 percentage points to 75.3%.The unemployment rate also fe ll 
to 4.7% from 4.9%, against both the market expectation for it to remain unchanged and 
our forecast for an increase to 5.0%. That takes the unemployment rate to its lowest since 
the three months to July 2025 and, for now at least, reverses the gradual up ward trend that 
had been evident since 2024.  

The composition of employment growth was encouraging too. Compared with the 
previous three -month period ( March – May), employee employment rose by 177k and full -
time employment increased by 170k. By contrast, self -employment fell by 86k and part -
time employment declined by 68k. As such, the latest improvement was concentrated in 
employee and full -time roles rather than b eing driven by another increase in self -
employment.  Nevertheless, some caution remains warranted when interpreting the 
strength of the LFS figures. The ONS continues to recommend that the survey estimates 
are considered alongside other labour market indicators, with HMRC PAYE data providing 
an important alt ernative signal on employee numbers. The latest LFS figures therefore 
provide encouraging evidence that employment has held up better than anticipated, but 
one strong release is not yet sufficient to establish a change in trend.  
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 UK Labour Market: Stronger figures, but too early to call a turnaround  

• Employment rose by 102k (3m/3m), far ahead of expectations, while unemployment unexpectedly fell 

to 4.7%, its lowest since the three months to July 2025  

• The more timely payroll data strengthened too, with employment rising 13k in September and August’s 

initially reported 26k fall subsequently revised to a 1k increase  

• But measures of labour demand remain soft, with vacancies falling sharply again and wider survey 

evidence providing only tentative signs of an improvement in hiring  

 

Chart  1: The various employment measures paint divergent trends  
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PAYE data improve, but labour demand remains soft  

Importantly, the stronger LFS signal is not entirely isolated. More timely HMRC data 
showed payrolled employment rising by 13k in September, against expectations for an 8k 
fall and our forecast of -15k. August’s initially reported 26k decline has also been  revised to 
a 1k increase, suggesting employee numbers have held up better than previously thought. 
However, the broader context remains important. Payroll employment has still fallen in five 
of the first nine months of 2026 and remains around 48k lower than at the end of 2025. 
The recent improvement therefore lends some support to the stronger LFS figur es, but is 
not yet sufficient to establish a clear change in trend.  

Measures of labour demand provide further reason for caution. Vacancies fell by 21k to 691k 
in the three months to September, their lowest since 2014 outside of the pandemic period. 
Alternative indicators are also mixed. The KPMG/REC survey reported modest  increases in 
permanent placements and temporary billings in September, but overall demand for staff 
continued to fall, while the PMIs point to an uneven employment picture across sectors. 
Taken together, there are signs that the earlier deterioration is moderating, but still limited 
evidence of a meaningful revival in labour demand.  

Underlying pay pressures remain contained  
The earnings data were also somewhat stronger than expected. Regular pay growth rose 
to 3.7% in the three months to August, above both the Bloomberg consensus and our 
forecast of 3.6%. Total pay growth was also 3.7%, slightly below the 3.8% consensus and 
down from 3.9% previously.  

More importantly for the Bank of England, private sector regular pay growth edged up to 
3.0%, matching our forecast and slightly above the previous reading of 2.9%. The earlier 
easing in private sector pay therefore appears to have levelled off somewhat ov er recent 
months. Whole -economy regular earnings growth has also now been relatively stable for 
several consecutive three -month periods following a prolonged period of moderation.  

Even so, there remains limited evidence of a renewed build -up in wage pressures. Private 
sector pay growth remains well below the rates seen in recent years, while falling vacancies 
and still -subdued hiring demand should continue to limit upward pressure o n wages.  

Implications for the Bank of England  
The latest figures are unlikely to do much to alter market expectations that the Bank of 
England will raise Bank Rate at its November meeting. The market -implied probability of a 
hike is around 90%, with ~ 23bp of tightening priced in, meaning today’s stronger labour 
market data are more likely to reinforce than fundamentally change that expectation.  

However, labour market developments remain secondary to the wider monetary policy 
narrative. The outlook for Bank Rate continues to hinge primarily on developments in the 
Middle East, their implications for energy prices and whether higher costs generate s econd -
round effects in domestic wages and prices. The Bank has similarly emphasised that the 
policy response will depend on the scale and duration of the energy shock and how it feeds 
through to the economy.  

Today’s figures provide somewhat less reassurance on domestic inflation pressures, given 
lower unemployment and firmer pay growth. However, falling vacancies and subdued 
labour demand provide little evidence of overheating. As such, the release reinforces 
expectations of a November hike, rather than making a compelling case in itself for a more 
aggressive path thereafter.  

Chart 2:  Financial markets p rice in significant tightening over the coming year  
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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: LFS data suggests only a small rise in unemployment 
since end-2024  

 

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 r esearch 
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 o f 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 salespeople, traders’ and o ther 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 subject  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 cont rary 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 bench marks 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 office 25 Gr esham 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 respe ctively.  

 

 

 


