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July UK flash PMI signals further job cuts amid rising costs and slower output growth

The flash UK PMI survey for July shows the economy
struggling to expand as we move into the second half of the
year. Output growth weakened to a pace indicative of the
economy growing at a mere 0.1% quarterly rate, with risks
tilted to the downside in the coming months.

The sluggish output growth reported in July reflected
headwinds of deteriorating order books, subdued business
confidence and rising costs, all of which were widely linked
to the ongoing impact of the policy changes announced in
last autumn’s Budget and the broader destabilising effect of
geopolitical uncertainty.

Particularly worrying is the sustained impact of the Budget
measures on employment. Higher staffing costs have
exacerbated firms’ existing concerns over payroll numbers
in the current environment of weak demand, resulting in
another month of sharply reduced headcounts in July.

The weak growth trajectory and sustained culling of jobs will
add to pressure on the Bank of England to cut rates again at
its next policy meeting in August. It seems likely that the
disappointing growth and labour market trends will
increasingly dominate the inflation forecasting narrative,
encouraging policymakers to ‘look through’ the recent rise in
price pressures and instead focus on helping to revive
growth.

Slow growth picture sustained into July

Only sluggish growth of UK business activity was recorded
in July, marking a slow start to the third quarter after a
disappointing second quarter.

At 51.0, down from 52.0 in June, the flash PMI's headline
composite output index was only modestly above the 50.0
no change mark. At this level, the PMI is broadly consistent
with GDP growing at a mere 0.1% quarterly rate, which is
broadly the same rate signalled by the PMI on average for
the second quarter.
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UK flash PMI vs. GDP
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While July brought an encouraging sign of manufacturing
output stabilising after eight months of continual decline,

service sector growth lost some momentum.
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Demand downturn

However, both sectors reported a further drop in new order
inflows, indicating that demand conditions have?
deteriorated again after having revived briefly for the first
time in seven months during June. For the first time since
the initial pandemic lockdowns of early 2020, all broad
areas of the service sector reported falling levels of new
orders.



Backlogs of orders — a key indicator of whether companies
are operating with a shortfall or excess of capacity relative
to demand - consequently fell sharply again in July,
prompting firms across both manufacturing and services to
reduce headcounts. However, companies also reported
that higher staffing costs, associated with increased
National Insurance (NI) contributions and the raised
Minimum Wage introduced in April, further encouraged the
adjustment of employment lower.

UK flash PMI backlogs of work and employment
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Steepening job losses

July’s flash PMI employment index represents a tenth
successive month of job cutting and a continuation of the
worst spell for employment since the global financial crisis
of 2008-9 bar only the pandemic. July’s PMI signals about
50,000 private sector jobs being cut during the month.
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Low confidence

Concerns over staffing levels were also fueled by a lack of
optimism about future prospects. A small uptick in firms’
average future output expectations did little to change the
overall level of business confidence, which remains far
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below its long-run average, where it has been continually
since the autumn Budget.
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Companies continued to report a discontent with recent
UK government policies, exacerbated by broader
geopolitical worries, notably in terms of the destabilizing

impact of US trade policy on global demand.

Higher costs

The raised staffing costs resulting from the Budget
measures also played a key role in driving overall input
costs higher in July. Having moderated to a six-month low
in June, input cost inflation measured across both goods
and services reaccelerated in July. Although remaining
below recent highs seen earlier in the year, the rate of
input cost inflation remains elevated by long-run
standards.

UK PMI sector cost and price trends
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Higher costs fed through to higher selling prices, causing
average prices charged for goods and services to rise at an
increased rate in July. The pace of consumer price inflation
signalled by the PMI is consequently above the Bank of



England’s 2% target, according to historical comparisons.
However, the PMI survey data suggest that the main
inflationary impact of the NI and other Budget measures
has passed, and that strong competition amid weak
demand is curbing firms’ pricing power. This should help
reduce headline inflation in the UK from the 3.7% rate
recorded in June, albeit with a likely delay as the weaker
price pressures take time to feed through to households.
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Rate cutting bias

The July PMI survey has offerings for both the hawks and
doves at the Bank of England. Sluggish output amid falling
demand and the further marked fall in employment
suggest there’s a need for the economy to be injected with
more stimulus in the form of lower interest rates. On the
other hand, hawkish policymakers may want to see more
evidence that the recent rise in price pressures, widely
linked by companies to the Budget measures implemented
in April, is transitory before feeling comfortable in cutting
rates further.
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Since August 2024, the Bank of England has reduced its
Bank Rate four times, with the May meeting seeing the
latest reduction to 4.25%. The June policy meeting saw a
bias toward more easing after three committee members
voted to cut rates against six voting for no change. We
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anticipate two more cuts in 2025 at the August and
November policy meetings, as the softening growth picture
increasingly causes price pressures to fade.

Links to more resources

— Signup to receive updated commentary in your
inbox here.

- Calendar of upcoming PMlI releases

- Running commentary on the PMI survey findings

- PMI Frequently Asked Questions

- Background to the PMlIs (video)

- Understanding the headline PMI and its
various subindices

- PMI data use-case illustrations, from nowcasting to
investment strategy

— PMI podcasts

- How to subscribe to PMI data



https://ihsmarkit.com/Info/0220/subscription-pmi-blog.html
https://ihsmarkit.com/Info/0220/subscription-pmi-blog.html
https://www.markiteconomics.com/Public/Release/PressReleases?language=en
https://ihsmarkit.com/research-analysis/pmi.html
https://ihsmarkit.com/products/pmi-faq.html
https://ihsmarkit.com/videos/pmi-101.html
https://ihsmarkit.com/research-analysis/understanding-the-headline-pmi-and-its-subindices.html
https://ihsmarkit.com/research-analysis/understanding-the-headline-pmi-and-its-subindices.html
https://ihsmarkit.com/research-analysis/third-party-articles-illustrating-pmi.html
https://ihsmarkit.com/podcasts/ecr.html?t=Purchasing%20Managers%E2%80%99%20Index%20(PMI)
https://ihsmarkit.com/products/pmi.html
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