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LABOUR SUPPLY STOCKTAKE – SUMMARY NOTE 
 

Key Message 

A review of our judgements on labour supply suggests there is slightly less slack in the labour market than 

we previously thought, due to a lower participation gap. Labour supply is expected to be boosted though by 

stronger net inward migration. The risks around our labour supply assumptions are substantial.  They also 

imply that we need to appeal to other explanations for the surprising weakness of wages.   

 

Main points 

 There is little evidence that a substantial cyclical rebound in participation is still to come. Much of the 

initial cyclical hit is likely to have unwound. We propose, therefore, to narrow the participation gap at 

the start of the forecast. Over the forecast, the trend is likely to continue to be pulled in opposite 

directions by demographic effects and increasing participation rates for older people, but we think a 

flat trend where these effects broadly net out remains a reasonable central case. 

 Average hours have already recovered strongly from their post-crisis trough, but there are still signs 

of underemployment, most notably from part-time workers. We do not see a case for large changes 

to the trend for average hours, although we have proposed some small tweaks to the profile. Upside 

risks from the number of extra hours people say they would like to work are balanced against 

downside risks if the recent reduction in the amount of holiday people take unwinds. 

 We do not see a strong case for changing our view on the equilibrium unemployment rate. The risks 

are probably weighted towards it being lower, although the pickup in recruitment difficulties and 

intelligence from the Agency network might suggest a smaller unemployment gap.    

 Net migration has picked up strongly, likely reflecting the relatively strong UK labour market. Our 

proposed population profile assumes that migration will slow from its current level but remain above 

our previous assumption. This adds 0.7% to the population by the end of the forecast. Job searching 

by overseas workers could be placing downward pressure on UK wages, but some simple 

calibrations suggest the size of this effect is likely to be small. 

 Our proposed changes to trend supply reduce the current level of slack slightly. There are 

substantial uncertainties around our assumptions. An important challenge to our view that there is 

relatively little slack in the labour market is the continued weakness of wages. We will explore other 

potential explanations for weak wages as part of the May forecast round.  
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7. It is difficult to take a strong steer from the latest falls in participation. The participation rate can be 

volatile and sampling confidence intervals in the Labour Force Survey are large (around 0.3pp either side of 

the central estimate). But there are a number of indicators that point to a relatively small gap. The Labour 

Force Survey asks inactive people whether they would like a job. People discouraged from participating in 

the labour market due to high unemployment are likely to fall into this category, and we saw a pickup in this 

‘involuntary inactivity’ group following the crisis.2 However, the proportion of the 16-64 population in this 

category has since fallen back to pre-crisis levels, which might indicate no gap at all.  

8. An alternative measure is to look at how participation within those age groups apparently most 

affecting by the cyclical downturn has evolved. The 50-64 participation rate has returned to its pre-crisis 

trend, while the 18-24 group is only slightly below its pre-crisis trend. Closing that gap completely could be 

worth 0.1-0.2pp on the aggregate participation rate. 

9. We can also estimate the cyclical response of participation econometrically. Simple time series 

relationships might suggest a cyclical rebound of around 0.3-1.0pp, but given that the participation rate has 

already risen by 0.3pp from its trough, that might also point to a relatively small remaining gap. Our more 

detailed cohort model, which is discussed below, would point to a cyclical drag of 0.6pp, only half of which 

might still be to come through. Econometric estimates based on regional variations would point to a larger 

cyclical effect and hence more of a potential recovery to come (of around ½-1pp), but on balance the 

evidence seems to point to a small participation gap. These metrics are summarised in Table A. 

 
Table A 
Summary of metrics for the remaining cyclical 
recovery in participation 

Metric Estimate (pp)
Inactive who would like a job 
 

0 

Deviation of 18-24 
participation from pre-crisis 
trend 

0.1 to 0.2 

Time series estimates of 
cyclical response 

0 to ¾   

Cohort model 0.3
Regional panel estimate ½ to 1
Proposed gap 0.2

 

 
Chart 5 
Structural drivers of participation from a cohort 
model 

 
 

10. A gap of 0.2pp in 2015 Q1 would imply the trend participation rate is at 63.5%. That is close to the 

level prevailing in the run-up to the crisis. So why might we think that the trend has been broadly flat over the 

post-crisis period? The ageing of the population would, other things equal, have generated a considerable 

drag on the participation rate, of around 1½pp. But a number of factors are likely to have operated in the 

opposite direction. Increased longevity and improved health have allowed people to work longer, and 

changes to pension rules such as the increase in the female state pension age and ending the ability of 

 
2 Inactive people who say that they would like a job are far more likely to move into the labour market than those that say 
they do not want a job, with probabilities of moving into the labour market each quarter of 14% and 8% respectively. 
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down the participation rate, or they may pick up more strongly, as the 65+ rate has done in recent years for 

example.  

III.  Trend average hours 

For more details, see the note by  

13. There has been a long-run downward trend in average hours, falling from around 60 hours per week 

in the 1850s to 32 hours per week in the run-up to the crisis. Average hours dipped further following the 

crisis, mainly as a result of the shift in employment from full-time to part-time, but also due to a fall in paid 

overtime. They have since recovered to 32.2 hours, slightly above their pre-crisis level (Chart 7). Despite that 

recovery, indicators of underemployment remain elevated. The proportion of part-time workers that would 

like a full-time job remains above its pre-crisis level, and a measure of ‘desired’ hours originally put forward 

by Bell & Blanchflower implies that people would like to work more hours than they currently do. The 

question is how much further average hours might be able to increase as the labour market strengthens. The 

February Inflation Report assumed that by 2015Q1 the gap would be small at 0.1%. Having assessed the 

evidence, we do not see a strong case for changing that gap substantially but, updating for the latest data, 

we propose increasing it slightly to 0.3%. 

14. One notable feature of the recovery in actual average hours is that it has not been matched by an 

increase in the ‘usual hours’ reported by workers in the Labour Force Survey. There is always a wedge 

between actual and usual hours due to sickness, holidays or parental leave, but that wedge has narrowed 

over the past few years (Chart 8). This reflects people taking less holiday. The change in the wedge has 

been stable for the past couple of years, suggesting it may well be persistent, and that is what we assume in 

calibrating our proposed trend for average hours, but there is a risk that it will unwind. For example, as job 

security improves, people may feel better able to take leave. 

 
Chart 8 
Decomposition of the change in actual hours 
worked since 2008Q3 

 
 

 
Chart 9 
Desired hours by type of employment 
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24. There is evidence that this is the case. The average pay of people moving into employment from 

either unemployment or inactivity is around 60% of the level for those already in employment. Part of that is 

likely to reflect a penalty for having been out of work that is unrelated to an individual’s productivity, but 

regressions on LFS microdata suggest that differences in the characteristics of the non-employed relative to 

the average worker can account for between 20% and 60% of the lower pay level depending on what type of 

non-employment people are leaving (Chart 14). 

25. Given that we are suggesting that there is relatively little slack in the labour market, this is unlikely to 

make a substantial difference to our estimate of the output gap. A one-third reduction in the labour market 

component of the output gap would reduce it in 2015 Q2 by 0.1-0.2pp. Furthermore, it may have few 

implications for the forecast itself. We already have a weak profile for productivity growth in the near term, 

which could implicitly capture these small effects already.       

VI.  Population and migration 

For more details, see the note by  

26. The February Inflation Report projections were based on ONS projections of 16+ population growth 

of around 0.6% per year. By contrast, projected growth in the 16-64 year old population was just 0.2% per 

year, highlighting again the importance of the judgements on participation discussed earlier. Those ONS 

projections incorporated net inward migration of around 165,000 per year. The latest figures showed net 

migration of 298,000 in the year to 2014Q35. That is close to its record high of 320,000 in mid-2005. As a 

result we are proposing to revise up the population profile, both over the recent past and over the forecast.  

27. The LFS labour market data are based on ONS projections since 2012, and so do not incorporate 

the recent increases in migration. This would add 0.3% to the current population level. We have assumed 

that this does not affect labour market ratios, such as the employment rate, but instead boosts employment 

in heads, and hence reduces productivity. The LFS data will not be revised for the new migration numbers 

until 2016 so this will mean a period where we are using different backdata to the ONS numbers (which we 

have done before for migration). Over the forecast, we are assuming that migration will fall back to 225,000, 

converging towards its average over the past decade, which coincides with the high migration variant of ONS 

population projection that it also produces (Chart 15). That boosts the level of population by 0.7% by the end 

of the forecast relative to the February Report. 

28. The recent strength of migration will partly reflect the UK’s strong economic performance in recent 

years relative to migrants’ home countries and alternative destinations for migrants. Inward migration from 

the EU is most heavily work-focused with many non-EU migrants coming to the UK to study. The outlook for 

work-related inward migration is likely to depend on relative wages across countries and job prospects, 

captured by unemployment rates (Chart 16). The incentives to migrate to the UK may dissipate over time as 

unemployment rates are expected to fall in many countries. But there is also evidence in the literature that 

friends and family effects are important, and that migration to the UK tends to be higher from countries where 

there is already a sizeable population from the home country in the UK, so there may be some persistence in 

 
5 It is worth remembering that there is substantial sampling variability within the migration numbers. The 95% confidence 
interval is 43,000 either side of the central estimate. 
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migration flows. Policy changes can also have substantial effects, of course, and remain an important source 

of uncertainty for future migration flows. 

Chart 15 
Population projections 

Chart 16 
Pay levels and unemployment rates for EU 
countries relative to the UK 

 

29. We are likely to be capturing the effects of actual migration flows on labour market slack through are 

regular metrics – migrants are included in the Labour Force Survey measures of unemployment rates etc. 

But it is possible that the pool of potential workers abroad is also influencing wage pressures in the UK. This 

‘latent’ slack is likely to flatten the slope of the Phillips curve as labour supply becomes more elastic, and an 

increase in potential overseas labour could put downward pressure on UK pay levels, but it is difficult to 

directly observe such influences. One metric is to look at the number of migrants that arrive in the UK that 

already have a job. These individuals will have searched for their job from their home country and so 

represent part of the latent slack from overseas labour. The recent increase in migrants arriving that already 

have a job could imply slightly more latent slack, but if we assume that job finding rates are similar for people 

searching for jobs in the UK from overseas to those for domestic unemployed people, the scale of the 

increase is likely to be quite small, and latent slack would only be back to pre-crisis levels. 

30. The literature on the impact of actual inward migration on aggregate wages is mixed. In part, it will 

depend on the extent to which they boost the demand for labour through their spending as well as its supply. 

But there is more consistent evidence that migrants can put downward pressure on pay for low-skilled roles. 

VII.  Implications for the forecast and key risks 

31. The various changes we are proposing are summarised in Table B. Overall, they would imply slightly 

less current slack due to lower trend participation (the output gap is 0.2pp lower in 2015Q1 incorporating 

some small data news as well). But overall labour supply is actually little changed due to the offsetting 

impact of higher population, on account of the news on migration.6 

32. There are substantial uncertainties surrounding the outlook for labour supply. The specific risks to 

the various components of labour supply are set out in Table C. Most of the risks we see as broadly 

balanced, but the risks to the equilibrium level of unemployment are likely to be slightly to the downside. Two 
 

6 The boost to population that has already occurred leads to a lower starting level of productivity. 








