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Summary

The rate of unemployment in the UK seemed to disappear from the headlines for
many years. However, it looks to have crept up the news agenda again in recent
months. Unemployment hit 5.2% early in 2026, the highest rate for five years. The
latest data may show the headline figure contracting slightly, but it is the trend that
is concerning.

This paper aims to help investors to understand:
» how to define unemployment and explain frictional unemployment;
» why looking only at the overall rate for the UK may hide serious problems;

» why unemployment matters to the government, Bank of England, society and
individuals; and

» the factors contributing to rising unemployment in the UK.

Unemployment can have a corrosive impact on everyone. Even those in employment
are affected as governments respond to fiscal pressures by putting up taxes and
cutting expenditure on non-welfare areas.

Unemployment undermines confidence, blights people’s life chances and corrodes
society. Many recent government initiatives mean well but do not end up doing good.
Indeed, they may be exacerbating the problem rather than curing it.
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Unemployment - the spectre
returns

The rate of unemployment in the UK seemed to disappear from the headlines for
many years. However, it seems to have crept up the news agenda again in recent
months, with the rate hitting 5.2% in early 2026, the highest for five years.

Let us put this into context. The rate today is still low compared with many periods
in the past. The worry is not only that it is the highest for a while but also that it looks
to be heading higher. We are clearly not talking the heights seen in the Thatcher era,
when, in 1982, the rate hit 11.9%. Nor are we anywhere near the 22% reached in
1932 during the Great Depression.
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Source: Office for National Statistics*, Hardman & Co Research

The Office for National Statistics’ (ONS) “Labour market overview”,? looking at the
three months to February 2026, showed a slight downtick to 4.9%. However, this
seems to be explained by an uptick in those not actively seeking work (and, therefore,
excluded from the unemployment count), effectively giving up!

The same ONS report highlights worrying data about job vacancies. For the period
between January 2026 and March 2026, vacancies reached their lowest level in
almost five years, at only 711,000.

1 Office for National Statistics, Labour Force Survey, 19 March 2026. “Adult” is defined as over 16
years old.
2 Office for National Statistics, Labour market overview UK: April 2026, 21 April 2026,
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Common agreement on
definition of unemployment

There will always be some
“frictional” unemployment

Definitions

There is common agreement among economists about the definition of
unemployment. For the International Labour Organisation,® “an unemployed person
is defined as anyone of working age who is without work, currently available for
work, and actively seeking work”. This definition allows consistent comparison
between different countries.

Unemployment can be thought of in two parts: intentional, and unintentional. Some
people may have chosen to be unemployed while they move between jobs; for
example, they may be moving to a different part of the country or have already
secured a new job and are taking a holiday between employments. This is intentional
unemployment, otherwise termed “frictional unemployment”. The other type of
unemployment is unintentional - you were made redundant because your employer
downsized or shut up shop.

The reader can understand that frictional, intended unemployment is not a bad thing.
Indeed, a “vibrant” economy may naturally have higher frictional unemployment than
a “slow” economy.

The term “full employment” does not mean that everyone looking for a job has one.
A world of full employment is one in which everyone OTHER than those in frictional
unemployment are in a job. How much is frictional unemployment? No one knows
for sure, but it is probably in the range of 3%-5%.

3 The International Labour Organisation was founded in 1919 as an agency of the League of Nations
and is now an agency of the United Nations.
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The aggregate figure can
disguise real problems...

...such as youth unemployment

The problem with total
unemployment rate

Like all big economic numbers, just considering the percentage unemployed in an
economy can hide significant outliers, which may need specific government help.

In the 1980s, there were pockets of severe unemployment across the country, such
as in some mining communities. The headline figure may not just hide substantial
regional variations. There might be large differences based on type of trade (jobs in
the retail and hospitality industries seem particularly vulnerable at the moment) or
by gender, etc.

Today, the focus is on youth unemployment. Youth unemployment, typically, is
higher than for adult rates across most economies because it takes time for
youngsters to be assimilated into the workforce; in Spain, the rate hovers around
25%! However, there is a worrying upward trend in the rate in the UK. It now stands
at 16.1%, the highest in more than 10 years. Unfortunately, government measures,
as we suggest later in this paper, seem to be adding to the problem, not solving it.

16-24 unemployment rate, %
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Source: Office for National Statistics,* Hardman & Co Research

4 Office for National Statistics, Labour Force Survey, 19 March 2026.
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Unemployment hits the
government’s financial
position...

...making the Bank of England’s
rate decision much more
difficult...

...and scarring individuals’ lives

Long-term sickness is related to
unemployment

Why it matters

For the government, higher unemployment is a double-edged sword. First, higher
unemployment results in lower tax revenues from employees and employers.
Secondly, the cost of benefits paid goes up.

Rising unemployment is providing a challenge for the Bank of England. It is wrestling
two problems, which point in different directions. It would like to cut the Base Rate
to spur growth in the economy and get unemployment on a downward path.
However, its one official target is inflation (it is tasked to keep the annual increase in
the Consumer Prices Index (CPI) at 2%), and it must be worried that inflation is
already too high (CPI rose 3% in the 12 months to February 2026) and might be
headed higher as the Iran war hits energy prices.

For individuals, a period of unplanned unemployment has many effects. In the short
term, those affected are likely to cut all non-essential spending. In addition to this
practical impact, their financial self-confidence may take time to recover; when they
secure their next job, they are likely, for a while, to be more cautious than they were
previously.

The longer the period of unemployment, generally, the more difficult it is to get back
into the workforce. There is a risk that a prolonged period of unemployment might
lead to individuals losing motivation and settling into a way of living on benefits.
Clearly, the UK has a growing problem of people who are long-term unemployed.
The evidence suggests that prolonged unemployment also leads to mental health
issues, disengagement from society and higher crime rates.

One of the concerning trends has been the increase in those signed off as “long-term
sick”. In early 2019, before COVID-19 struck, the number was just under two million.
You might not be surprised to hear that it rose through the pandemic. The worrying
thing is that it continued to rise and is maintaining those levels.

Long-term sick, in millions
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Source: Office for National Statistics,” Hardman & Co Research

> Office for National Statistics: “NACO1 SA: Economic inactivity by reason”, 19 March 2026.
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It is particularly tough for the
young to enter the workforce

There are particular issues for individuals joining the workforce for the first time,
whether they be graduates or school leavers. Getting that first job is crucial. If you
do, you gain experience and join a new cohort who, then, find it easier to progress to
the next job. If you do not land that first job within 12 months, you will be competing
not only with your age peers, but also with next year’s school leavers and graduates.
It is a bit like Love Island; you've got 12 months to establish a media career, while
your face is fresh, and before you find yourself competing not only against your
fellow contestants, but also with next year’s output!
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Why is unemployment rising in the
UK?

It is easy to confuse meaning There are many reasons behind growing unemployment in the UK, beyond the

well with doing good

simple one of there being no or little economic growth. Ironically, some of these

reasons are measures that aim to make life better for the working person! Politicians
often confuse meaning well with doing good. Indeed, they can fall into the trap of
thinking that, because they mean well, their actions MUST be doing good. Of the
eight issues below, the first three are “mean wellers”.

1.

Minimum wage has outpaced

National Minimum Wage: Successive governments have trumpeted
increases in the minimum wage, first introduced by the Blair government.
The chart below shows the growth in the rate of the National Minimum
Wage (NMW) for adults and 18-20-year-olds® compared with the Retail
Prices Index (RPI), rebased to the same staring point in 1999 of 100. On
this basis, the index value of RPI had risen to 243.3, while the adult NMW
had reached 339.2. In other words, NMW has risen substantially faster
than inflation. We have used RPI here as the measure of inflation. Had we
used Consumer Prices Inflation (CPI) as the benchmark, the difference
would have been even greater.

inflation UK National Minimum Wage vs. inflation
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Source: Office for National Statistics, Hardman & Co Research

From April 2026, the new adult rate is £12.71 per hour, an increase of 4.1%
on 2025. The 18-20-year-old rate rises to £10.85, an 8.5% increase. At the
time of writing, we do not yet know the inflation data for April 2026, but
the annual increase is unlikely to reach 8.5%.

Labour laws: The Labour manifesto committed the party to a new
Employment Rights Bill, which included provisions such as day-one rights
to parental and sick leave. Employers can no longer give a new recruit a

¢ The categories for NMW have evolved over time. For example, between 2016 and 2024, there
were five categories: 25 and over; 21-24; 18-20; under 18; and “Apprentice”. Since its creation,
there have always been adult and 18-20 categories, hence our decision to focus on them here.
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trial period. It is inevitable that employers will react by being far more
cautious about taking on new recruits.
Internships: The new Fair Work Agency, created by the Employment
Rights Bill, is going to tighten up the rules on paying interns. Some
employers may just stop bothering to offer an intern programme, which
they see as putting something back into the community.
Employers’ National Insurance: In the autumn budget of 2024, Rachel
Reeve’s first, the Chancellor pushed up the Employers’ National Insurance
rate from 13.8% to 15%; this was the main way of filling the alleged £22bn
hole in government finances that she claimed to have discovered. Her
subsequent comments, and those of her colleagues, suggest she thought
she had pulled off a coup - raised tax revenues without any impact on the
“working person” (as promised in the manifesto). She seemed to think that
employers would simply absorb this increase and move on. However, it
has been a key factor in “slowing” job creation and threatening existing
jobs. Hence, the working person has been affected.
The benefits system: Many commentators worry that the benefits system
is so generous today that more and more people are better off not
working.
Deindustrialisation: The UK has gradually deindustrialised, driven by the
country’s relatively high energy costs, an important input to many
manufacturing businesses. This situation has been going on for a while.
Unless, the government changes tack on its drive to net zero, it is likely to
be a long-term issue.
Artificial Intelligence: There is a lot of talk of Artificial Intelligence erasing
jobs. This is probably a concern for the long term, however, rather than a
substantial explanation of today’s unemployment.
Employment replacement. As the costs of employment have risen, firms
have looked for ways to substitute technology for labour. Initially, this is
likely to have the biggest impact on lower-paid jobs. Here are two
examples:
a. McDonalds, Burger King, etc., now have screens into which
customers are expected to enter their orders; and
b. Supermarkets have replaced many manned checkouts with self-
checkouts; they may suffer more pilfering as a result, but the
supermarkets must still be better off, or they would go back to
manned checkouts.

May 2026
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to
the accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results
obtained from use of such information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect
of the information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence,
fraud or wilful misconduct. In no event will Hardman & Co, its dffiliates or any such parties be liable to you for any direct, special, indirect, consequential,
incidental damages or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to
buy or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not
constitute investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made
available. A full list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at
http://www.hardmanandco.com/legals/research-disclosures. Hardman may provide other investment banking services to the companies or legal entities
mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal
entities which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the
companies or legal entities covered by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has
no scheduled commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution
or use would be contrary to law or regulation or which would subject Hardman & Co or its dffiliates to any registration requirement within such jurisdiction or
country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance
may be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or
appropriate for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances
and may be subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the
preparation of this document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own
independent advice regarding any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has
made available through this document various information constitutes neither a recommendation to enter into a particular transaction nor a representation
that any financial instrument is suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any
product or security is appropriate for them in the light of their investment needs, objectives and financial circumstances.

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an Appointed Representative
of Palace Ventures Limited, which is authorised and regulated by the Financial Conduct Authority (FRN 433291). Hardman Research Ltd is registered at
Companies House with number 8256259.

(Disclaimer Version 9 - Approved July 2025)

Status of Hardman & Co’s research under MiFID II

Hardman & Co’s research is paid for by the companies, legal entities and issuers about which we write and, as such, falls within the scope of ‘acceptable minor
non-monetary benefits’, as defined in the Markets in Financial Instruments Directive.

The FCA Handbook (COBS 2.3A.19) states: ‘An acceptable non-monetary benefit is one which:[...] (5) consists of: [...] (b) written material from a third party
that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the third party firm is
contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in the material
and that the material is made available at the same time to any firms wishing to receive it, or to the general public.’

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.
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About Hardman & Co

We are a rapidly growing, innovative corporate research & consultancy business, based in London, serving the needs of both public
and private companies.

Our expert team of sector analysts and market professionals collectively have over 400 years of experience. This depth of knowledge
and a reputation for integrity have built trust with investors. With effective communication and precision distribution, we help
companies disseminate their investment message to interested investors, as well as advise them on strategy.

Our smaller, boutique structure allows us to provide first-class customer service and to deliver a wide range of ad-hoc services for
multiple clients with different needs.
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