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Summary 

 The UK is still working, producing and consuming less than it did more than three years ago 

 Yet unemployment is at its lowest level since 1974, with supply problems mounting 

 The labour market rapidly switched from a buyers’ into a sellers’ market 

 The prospect of a structurally tight labour market incentivises labour hoarding 

 This complicates the task of the policy maker, which faces a trade-off between higher inflation 

or higher unemployment. We think it will ultimately choose higher unemployment 

 Migration isn’t an immediate pressure relief valve, unless the government changes course 

Surprise supply 

The UK’s already sluggish post-pandemic recovery ground to a halt in the second half of 2022 as 

the terms of trade shock inevitably made the country poorer. Government policy can spread the 

negative effects across time (with public deficits) and across households and businesses (with 

taxes and subsidies), but the impact of such a shock can’t be wished away. Consumers have 

tightened their belts. Household spending is down 2.9% relative to the pre-pandemic peak. 

Businesses investment has been stagnating since 2016. Government spending and investments 

are a ‘bright’ spot with a 6.5% increase, but overall, GDP is still 0.8% below its late-2019 level. Even 

as the UK has just skirted a recession in the second half of 2022, growing 0.01% in Q4, this is 

not the V-shaped recovery that was hoped for when vaccines became available in late-2020.  

The worst of the shock has passed, but activity looks set to remain weak. Consumer spending 

power has collapsed and the impact of restrictive interest rates on housing and investment has 

only just started to play out. We forecast that this year sees a recession of -1.1%, followed by 

hardly any recovery in 2024. This occurs even as the UK is already at this point working, producing 

and consuming less than it did more than three years ago. Staff is nonetheless in surprisingly 

short supply, reflecting weak economic potential and the low ‘speed limit’ of the economy. In this 

report, we’ll have a closer look at that.  

Figure 1: The UK’s GDP is still below its late-2019 

level; private sector activity is even lower still 

 Figure 2: Hours worked are down 5% relative to 

the 2014-2019 trend 

 

 

 

Source: Macrobond, RaboResearch  Source: Macrobond, RaboResearch 
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New realities 

The UK economy has been plagued by anaemic productivity growth since the 2008-09 global 

financial crisis. Economic growth was being held up by Britons simply working more instead of 

smarter. Increasing the aggregate number of hours worked has been the UK’s number one engine 

of growth. This engine has now stalled. In absolute terms, weekly hours worked are still almost 2% 

below the peak of September 2019. Relative to a linear 2014-2019 trend, they are down 5%.  

Supply issues are to blame. The aggregate imbalance in the UK’s labour market is rather unique, 

with total labour supply (i.e. those working and those not working but actively looking for new 

employment) even temporarily falling below labour demand (approximated by actual 

employment plus unfilled vacancies). Consequentially, in 2021 the labour market rapidly 

switched from a buyers’ into a sellers’ market. The economy is weak, but there is no slack. 

Figure 3: There is a structural imbalance in the 

UK’s labour market 

 Figure 4: This unique negative balance gives 

workers the upper hand 

 

 

 

Source: Macrobond  Source: Macrobond, ONS, RaboResearch 

There are three ways workers monetise this lack of slack: they negotiate better pay individually, 

they take part in industrial action together, or they vote with their feet and find new employment. 

Churn has increased with job-to-job flows rising to a record-high (figure 5). It leads to increased 

reservation wages. This is the lowest wage at which workers consider accepting a job. As such, 

posted wages for new jobs responded earlier and faster than actual wages for existing jobs.  

These dynamics are now showing up in the official average wage data (e.g., as an analogy, think of 

the official data as a bath tub full of current wage contracts, with new contracts of hires coming 

out of the faucet and old contracts of fired/resigned workers leaving through the drain). Growth 

in regular average weekly earnings reached 6.4% y/y in the three months to November. Figure 6 

suggests the unemployment gap needs to widen by 1 to 1.5%-point for wage growth to cool.  

Figure 5: Workers take advantage of a tight 

labour market to seize new opportunities 

 Figure 6: It also supports wages; even as a real 

drop hasn’t been avoided 

 

 

 

Source: ONS, RaboResearch  Source: Macrobond, RaboResearch 
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New job advertisements on the Indeed jobs platform show some deceleration in posted wage 

growth, albeit at a still elevated level of 6.0% y/y in December. Despite the economic slowdown, 

posted wages still grow at a higher rate than before the pandemic. The sellers’ market also leads 

to higher demands on non‐wage job characteristics, such as secondary benefits, commuting 

distance, remote work, contact-intensity or working hours flexibility. Logically, recruitment has 

been very difficult (figure 8), in particular for firms not willing or able to meet these demands. 

Figure 7: Posted wage growth decelerates, but 

remains at a highly elevated level 

 Figure 8: Recruitment has been very difficult 

 

 

 

Source: ONS, Indeed, RaboResearch  Source: Macrobond, Bank of England, RaboResearch 

The government is one employer that seeks to resist these demands. Public sector pay has failed 

to keep up with private sector wages. The current government tries to burnish its fiscal credentials 

and fears that higher public sector wages require an even higher tax intake (note that fears of a 

wage-price spiral are a bit overdone, as a government sets its own prices, but public pay can 

guide private pay). Since end-2019, nominal private sector pay increased by 17.4%, while public 

sector pay rose 10.7%. Widening disparities fuel discontent and currently leads to strike action. 

Labour disputes have led to 467,000 lost working days in November, the highest in more than ten 

years, with knock-on effects to the rest of the labour force. This further impairs supply. 

Figure 9: High inflation is an obvious moment to 

fight the clampdown on public sector pay 

 Figure 10: Industrial action is being taken by a 

range of industries across the economy 

 

 

 

Source: Macrobond, RaboResearch  Source: Macrobond, RaboResearch 

Sustained supply weakness has important implications for inflation and interest rates, even 

when demand weakens. It isn’t certain that an economic slowdown will be enough to bring 

inflation reasonably fast back to target. The current stabilisation of headline inflation at around 

10% doesn’t necessarily portend a turning point towards a sustainable return to the targeted 2%. 

We think it requires even weaker demand in order to re-create balance with the new sombre 

reality of supply. Some slack is also needed to reduce the economy’s sensitivity to any future 

supply shocks, which can always occur. The upshot is that the central bank is almost forced to 

accept a deeper or a more protracted recession, to allow labour demand to adjust to lower 

labour supply.  
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Past peak tightness 

However, if labour market tightness isn’t necessarily due to factors as cheap money or strong 

consumer demand, higher rates and weaker demand may not quickly re-create slack either.  

There are signs that labour demand has peaked. Survey data show falling employment intentions. 

Recruitment difficulties have peaked. Job openings, either the official series or the proxies from 

Adzuna and Indeed, have been trending down for six consecutive months. Conceptually, vacancies 

are an imperfect proxy of demand. The stock of vacancies rises automatically with labour market 

churn. Keeping vacancies open is also an effective way for a business to put out a few feelers out 

in a structurally tight labour market. That said, the direction of travel is towards loosening. 

Figure 11: Labour demand is trending down, but 

remains elevated  

 Figure 12: Layoffs aren’t really taking place 

 

 

 

Source: Macrobond, CIPD, Manpower, CBI  Source: Macrobond 

The January business surveys indicate this process won’t go smoothly. Expectations that the 

economic downturn might be less severe than initially feared, largely fuelled by cheaper energy, 

are already feeding into new hiring decisions. This makes sense: the Bank of England’s recent 

supply stocktake tells UK businesses and workers that labour looks set to remain a scarce asset, 

even when the economy slips into recession this year. The monthly survey from the Recruitment 

and Employment Confederation reported that hiring activity for permanent and temporary roles is 

still high, with vacancies even expanding again. January’s PMI’s hinted at further increases in 

services employment too. Meanwhile, layoffs are still scarce. While redundancy rates are rising, 

the monthly rate of 3.4 employees per 1,000 is only slightly above the pre-pandemic lows. The 

claimant count remains near this cycle’s lows too. New jobs are still fairly easy to find (figure 13).  

Figure 13: Jobs are easy to find as long as labour 

remains a scarce asset 

 Figure 14: Past experience suggests soft landings 

are rare (see also Table 1) 

 

 

 

Source: Macrobond  Source: Macrobond 

Past experience does show that soft landings are rare. When higher policy rates are arriving hard 

and fast –we expect the Bank rate to peak at 4.75%, an out-of-consensus forecast– they precede 

sharp downturns and increases in unemployment. Forecasts of a sustained fall in inflation with 

https://www.bankofengland.co.uk/monetary-policy-report/2023/february-2023#chapter-6
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unemployment remaining near its historical lows only make sense if price pressures dissipate of 

their own accord. This doesn’t seem realistic. Yes, past increases in energy and other goods prices 

are falling out of the inflation statistics, but there has been no meaningful deceleration in services 

inflation yet. With wages rising at the highest rate seen outside of the pandemic and well above 

the 3-4% range consistent with 2% inflation, a fabled “immaculate disinflation” appears far away. 

Figure 15: Services inflation, which is most 

closely tied to wages, is still rising 

 Figure 16: The supply shocks made a mess of the 

UK’s previously stable Beveridge curve 

 

  

Source: Macrobond  Source: Macrobond 

It has been our view that as central bankers want to ward off the worst case scenario –i.e., 

being seen as the culprit for out-of-control inflation– they are willing to court a recession. 

However, even then, they still hope to take the heat out without provoking a recession, largely by 

reducing the ratio of job openings per unemployed. But this ratio is partially a reflection of job 

matching efficiency, which can be tackled by active labour market policies, e.g. measures to raise 

employment that are directly targeted at unemployed or inactive people. This is outside the scope 

of the central bank, which, with interest rates, only has the bluntest of tools at its disposal.  

The supply shocks made a mess of a stable Beveridge curve. The UK’s labour force used to be 

highly flexible, with fairly light regulation and relatively young workers doing relatively short-term 

jobs. The combination of Brexit and the pandemic, which added a lot friction to the in- and 

outflow of younger and migrant workers, have made the labour market less adaptable than it was 

in the prior decade. We expect this to be reflected in an upward shift of the Beveridge curve, with 

higher openings for a given unemployment rate (the blue arrow in figure 14). A recession could 

confirm whether this shift is structural or a temporary post-pandemic phenomenon. We project a 

rise in unemployment to 5.75% by mid-2024 (shaded in Table 1). This is a modest 2.3%-point rise 

from its recent low. There is, however, always a risk that non-linearities start to kick in when the 

economy contracts, employment declines, and spending gets further reduced just because of that. 

Table 1: We don’t see the Bank of England pulling off an immaculate stabilisation 

Cycle 

period 

Unemp.: 

low (%) 

Unemp.: 

peak (%) 

Difference 

(%-point) 

Length 

(months) 

Recession? Rate hikes 

in cycle  

1974-1977 3.4 5.7 2.3 45  YES 675bp 

1979-1984 5.3 11.9 6.6 57  YES 1200bp 

1990-1993 6.9 10.7 3.8 32  YES 750bp 

2005-2006 4.7 5.5 0.8 17  NO 100bp 

2008-2011 5.2 8.5 3.3 43  YES 125bp 

2019-2020 3.8 5.2 1.4 13  YES 50bp 

2021-2024E 3.5 5.8E 2.3E 30E YES 465bpE 

Source: Macrobond, RaboResearch (E = expectations) 
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Structural: very tight ahead 

Looking beyond the cyclical headwinds, the labour market is expected to remain structurally 

tight. The current situation, in which weak demand is still being curbed by even weaker supply, 

provides a good indication of the structurally lower speed limit of the UK’s economy. 

After decades of continued expansion, labour force growth has been broadly stagnant since 

late-2019. There are now more than a million fewer people either in work or looking for work than 

what would have been the case had the pre-pandemic and pre-Brexit trend continued. Figure 17 

shows the changes in labour market inactivity relative to late-2019, and the cited reasons why. 

The biggest source of additional inactivity is long-term sickness. In the three months to October 

there were around 2.4 million people between the ages of 16 and 64 who reported this as the 

main reason for inactivity. This is up 350.000 since the start of the pandemic. NHS backlogs and 

waiting lists exacerbate this situation. That said, a large share of those could have already been 

inactive for a related reason, such as (health-related) early retirement, so health improvements do 

not necessarily portend labour market returns. Other factors that limited labour force growth are 

an ageing population overall and changes in the structure of migration.  

Figure 17: The sick man of Europe?  Figure 18: Sectoral V/U ratios have increased 

 

 

 

Source: Macrobond, RaboResearch  Source: Macrobond, RaboResearch  

Notes: Sectoral unemployment as defined by most recent 

employment; there are no vacancy statistics for agriculture 

Job openings have increased in every sector, but have spiked in healthcare, agriculture, hospitality 

and professional services. Seasonal work, such as in hospitality or in agriculture, depends on 

relatively young and/or migrant people. The 18-25 age band in the UK’s demographic profile is 

fairly thin, while immigration has been affected by Brexit, the pandemic and narrowing income 

differentials between the UK and other European countries. Illustratively, the UK’s GDP per capita 

was more than double Poland’s in 2005, but now it is only a third higher. The sectoral V/U-ratios, 

looking at the most recent employment, are highest in professional services (2.3), health care (2.1) 

and ICT (1.9). The absolute shortages are the highest in health care and professional services.  

Figure 19: Non-EU net migration has increased  Figure 20: But mostly for non-work reasons 

 

 

 

Source: ONS, RaboResearch  Source: ONS, RaboResearch 
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Net migration generally leads to an increase in the labour force, a decline in the dependency 

ratio and an increase in potential output. However, it isn’t an immediate pressure relief valve. 

Figures 19 and 20 show the most important changes in the UK’s migration, with data up until June 

2022. The migration pattern has flipped with a net outflow of EU citizens and a sharp net inflow of 

non-EU citizens. The lifting of travel restrictions in 2021 led to more students arriving in the UK. 

There has also been a large increase in the number of people migrating for other reasons, 

including people arriving for humanitarian protections –e.g. from Ukraine or Afghanistan– as well 

as for family reasons. These are unlikely to alleviate labour shortages. Instead, their consumption 

directly adds to labour demand but the effects on labour supply are limited or indirect. Only 21% 

of long-term non-EU immigration is directly work-related.  

Secondly, the composition of the non-EU 

citizens who were granted work visas under the 

new immigration system, differs markedly from 

the composition of EU workers who left the UK 

during the pandemic and/or because of Brexit. 

The visa system explicitly prioritises skilled 

workers over non-skilled workers. While this is 

understandable, it doesn’t provide a 

counterbalance to the outflows and actually 

contributes to sectoral mismatches. 

Agriculture and hospitality are two sectors that 

particularly stand out. These sectors have seen 

a significant reduction in EU employment, with 

no increase in non-EU nationals. Unless there is 

a significant overhaul in the UK’s migration and visa policy, this is unlikely to reverse. Automation 

and business relocations/closures are the only other ways to solve for these shortages. 

Conclusion 

The labour market has gone through a unique period during the pandemic. The lack of supply has 

capped the recovery, and some of this is self-inflicted. Weak supply is the number one reason why 

the UK is the only economy to accompany Russia in the list of G20 economies with output below 

their pre-pandemic level. The labour market now enters a new chapter as the economy faces a 

period of weak growth, even recession. We expect this transition to be smoother than in past 

downturns. The labour market is in a stronger structural position to weather this cyclical 

turbulence. This would lead to a shallower but more protracted recession; a mirror image of the 

past two years. 

It complicates the task of a central bank that primarily fights inflation on the Phillips curve. We 

expect that, even during a shallow downturn, the outlook of structural staffing shortages is likely 

to remain a pressing issue for many businesses. It encourages labour hoarding and efforts to 

improve retention, for as long as the bottom line allows. We expect businesses to accommodate 

weaker demand mostly through attrition or by reducing hours. This means it requires a harder 

effort from the central bank to re-create the desired labour market slack.   

Improvements in labour force participation could ease these pressures and therefore provide 

much-needed balance (read: relief) to the economy. Opening up migration and granting visas for 

sectors with high V/U-ratios would help too. This is largely beyond the control of the monetary 

policy maker. It requires political action that goes beyond cheap talk.  

 

 

 

Figure 21: Change in employments held by non-

UK nationals between June 2019 and June 2021 

 

Source: ONS 
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 Please note the disclaimer at the end of this document. 

Disclaimer 

Non Independent Research 

This document is issued by Coöperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank” 

(“Rabobank”) a cooperative with excluded liability.  The liability of its members is limited.  Authorised by De 

Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiële Markten. Rabobank London 

Branch (RL) is authorised by De Nederlandsche Bank, the Netherlands and the Prudential Regulation Authority, and 

subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 

Authority. Further details are available on request. RL is registered in England and Wales under Company no. FC 

11780 and under Branch No. BR002630.  This document is directed exclusively to Eligible Counterparties and 

Professional Clients.  It is not directed at Retail Clients.  

This document does not purport to be impartial research and has not been prepared in accordance with legal 

requirements designed to promote the independence of Investment Research and is not subject to any prohibition 

on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial 

assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an 

impartial assessment of the value or prospects of its subject matter.  No reliance may be placed by a recipient on 

any representations or statements made outside this document (oral or written) by any person which state or imply 

(or may be reasonably viewed as stating or implying) any such impartiality. 

This document is for information purposes only and is not, and should not be construed as, an offer or a 

commitment by RL or any of its affiliates to enter into a transaction.  This document does not constitute investment 

advice and nor is any information provided intended to offer sufficient information such that is should be relied 

upon for the purposes of making a decision in relation to whether to acquire any financial products.  The 

information and opinions contained in this document have been compiled or arrived at from sources believed to be 

reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or 

correctness. 

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in 

substitution for the exercise of judgement by any recipient.  Any opinions, forecasts or estimates herein constitute a 

judgement of RL as at the date of this document, and there can be no assurance that future results or events will be 

consistent with any such opinions, forecasts or estimates.  All opinions expressed in this document are subject to 

change without notice.   

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any 

liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its 

contents or otherwise arising in connection therewith. 

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs, 

their directors, officers and/or employees may have had or have a long or short position or act as a market maker 

and may have traded or acted as principal in the securities described within this document (or related investments) 

or may otherwise have conflicting interests.  This may include hedging transactions carried out by RL or other legal 

entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described 

in this document.  Further it may have or have had a relationship with or may provide or have provided corporate 

finance or other services to companies whose securities (or related investments) are described in this document.  

Further, internal and external publications may have been issued prior to this publication where strategies may 

conflict according to market conditions at the time of each publication. 

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with 

the prior written consent of RL.  By accepting this document you agree to be bound by the foregoing restrictions. 

The distribution of this document in other jurisdictions may be restricted by law and recipients of this document 

should inform themselves about, and observe any such restrictions.  

A summary of the methodology can be found on our website 
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