The Ongoing Wave
The Failure of the UK Government to Measure
Unemployment, and the Urgent Need for New
Measures to Create Jobs
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All the data indicates that the UK Government is fundamentally underestimating unemployment
Unemployment is already far above official figures: standing today at more
than 2m, and is likely to rise to 3.5m this year.
The UK Labour Force Survey (LFS) figures, upon which the Treasury
relies, record an increase of only c.1% growth in UK unemployment (as
measured by the International Labour Organisation definition) for the first 3
quarters of 2020, implying 300k net lost jobs.
However:
• The claimant count rose by over 1.4 million, likely adding 643,000 to
the number of ILO unemployed since February based on historical
ratios, implying total unemployment of 6%
• Live PAYE data suggest around 800,000 fewer employees on regular
payroll, implying total unemployment of >7%
• The Workforce Jobs (WFJ) Business Survey data released in
December covering September 2020 and earlier periods shows a fall
in the number of employee jobs of 677,000 between March 2020 and
September 2020, implying unemployment of 6%
This conclusion of an in-depth review of the three employment related
figures the ONS publishes in addition to their Labour Force Survey
suggests that the UK Government is hiding behind survey figures that are
statistically less robust than other methods that are not telling us true story
of how their decisions around COVID and Brexit are already ravaging our
economy.
Unemployment is officially 4.9% at 1.7m but already, as our figures show it
is already over 2m and – if PAYE data is believed – could even be as high
in percentage terms as was seen in the aftermath of the Global Financial
Crisis.
And there are still other mysteries in the official figures. Economist, Paul
Gregg estimates 500,000 young people who are out of work are not
accounted for in the official figures. 1 The Alliance For Full Employment is
working on understanding this – we just wish the government would as
well.
Analysis from the Learning and Work Institute suggests that the gains of
five years of jobs growth – during which employment increased to a record
high – were reversed in just one month at the beginning of this recession. It
is simply not plausible that hardly any further job losses have been felt in
the intervening time.
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The AFFE Youth Report: A Million Reasons to Act, Paul Gregg, November 2020
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2. Triangulated a full suite of data sources indicates that the
troughs in employment are far deeper than previously thought
a. The worst-hit regions are already suffering far worse than
official data is saying
The real level of unemployment at a regional level could be tens or
hundreds of thousands higher than previously expected – with the regions
that are suffering most according to the official LFS method taking even
greater hits. Top – or bottom – of the charts are London and the North East
– local economies where casual employment in the services sector is
particularly high. With official unemployment at 8 % in Manchester , 9% in
Liverpool, and 9.5%-10% in Blackpool, Bradford, Birmingham, and Hull it is
likely that all of these cities are looking at >10% unemployment right now.
Exhibit: % Unemployment by Region By Methodology
4.9%

UK

5.9%

6.3%

London

5.4%

West Midlands

5.2%

Yorks & Humber

6.9%
6.0%

4.7%

North West

4.4%
4.8%
3.9%
3.9%
4.0%

7.4%

7.3%

6.8%

5.8%

4.6%
4.9%

South West

8.3%

7.0%

5.5%

4.2%

Wales

9.8%

6.1%
6.5%

4.7%

East of England

Northern Ireland

7.2%

5.3%
5.6%

East Midlands

South East

7.4%

6.6%

North East

Scotland

7.2%

6.8%
6.6%
6.6%

4.7%

6.2%

Published
Claimant Count
PAYE

5.3%

b. Official statistics may have undercounted c. 350k job losses in
retail, accommodation & food services, and arts &
entertainment alone
Our figures suggest that the sectors that have suffered most from
lockdowns – far from suffering 1-2% redundancy rates as official data
suggests (somewhat implausibly), have in fact suffered double digit % net
losses of jobs. This intuitively makes sense: hospitality - which includes
bars, restaurants, and hotels – has lost 300,000 PAYE jobs since February.
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In addition retail has shed 160,000 jobs as non-essential shops have been
forced to shut, and the arts and culture have been a major jobs loser,
seeing 89,000 jobs go. All of these figures are only for staff on the company
payroll, so thousands more casual workers and freelancers will likely be
affected too. And with few alternatives -vacancies are down 30 per cent then unemployment is bound to have risen.
And these sectors represent jobs overwhelmingly for the most
vulnerable members of the workforce. Workers with no qualifications are
over twice as likely to work in a shutdown sector than those with a degree
level qualification. Workers aged under 30 are over twice as likely to work
in a ‘shutdown sector’ than those aged 30 or over. 20.3% of women work in
a shutdown sector, compared to 14.7% of men.
As worryingly – and even before the Brexit effect – the UK
manufacturing sector appears to have lost almost 5% of its workforce
according to PAYE data.
Exhibit: Job Losses by Sector – PAYE vs LFS Methods

3. With more job losses likely over the coming months, we are
calling on the UK government to end the unemployment coverup and start using all the available data to respond to the crisis
in real-time
Nobody is disputing that unemployment is going to rise. The Office of
Budget Responsibility expect unemployment to reach 2.6 million (7.5%) in
2021, the Bank of England around 7.7% in April to June. But our figures
suggest that unemployment may already be that high. Adding the
additional job losses forecast to today’s most likely range of unemployment
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figures we might expect unemployment to hit >10% with 3.5-4.0m
unemployed over the coming months.
In a crisis that has hit regions, industries and ages unevenly, we cannot
afford continue to use a survey-led data source and ignore the real-time
and granular data available to us to understand the contours of this crisis in
as much detail as possible.
We are therefore asking the ONS urgently to convene an expert panel of
statisticians from the civil service, academia and the private sector that
should examine all the data available to come up with timely, robust, and
triangulated statistics by region and industry, and to publish those statistics
in as much detail as is statistically possible before the March budget.
We are potentially blessed with a trove of Real-Time, Granular data
captured by HMRC, on both employment via PAYE and use of furlough at
an individual employee and business level. We must start publishing this
data at a regional and industry level (as opposed to industry OR region
data), and to tie it in with the latest population estimates.
There’s a budget in March. We have had the worst economic shock for
300 years, the labour market figures are wrong at a National level and
often simply missing at a regional level. The consequences of Brexit are
only beginning to play out. Cutting Universal Credit and ending furlough
can only make things worse. We must get the right data and make the
right decisions.
And It is are the reasons why the Alliance for Full Employment is launching
it’s ‘no jobs left behind’ campaign today, focussing on adding firepower to
the government’s economic response to COVID.
4. With the jobs crisis far greater than the government is prepared to
admit, the action it is prepared to take is far less than is required.
The Alliance For Full Employment has already begun work on a number of
different employment-based initiatives that we will continue to campaign on
over the course of the year:
• ACTING ON YOUTH UNEMPLOYMENT: In a previous document
ONE MILLION REASONS FOR ACTING we showed that as many as
a million young people aged 16-25 are without work and that
Kickstart can at best provide only 350,000 places and for only for six
months.
• ACTING ON LONG TERM ADULT UNEMPLOYMENT: Long-term
unemployment – which measures the number of people who have
been unemployed for 12 months or longer – now stands at 356,000,
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an increase of 105,000 over the year. But while the Government’s
Restart employment support is £2.9 billion, just £400 million has been
committed this crucial segment of the workforce in 2021. This means
underinvesting in the early stages when the Learning and Work
Institute say that the 2021 figures could be the worst figure since the
1980s (at more than 1 million), with drastic implications for entire
communities across the UK.
• RESKILLING: Funding for adult education (excluding
apprenticeships) has been cut by £1.3 billion a year since 2009/10,
contributing to a 49 per cent fall in the participation rate over two
decades (Bhattacharya et al, 2020). The Government’s headline
skills announcement of November 2020 was to invest £375 million
from the National Skills Fund in 2021-22. But the investment
committed is much less than promised in their 2019 general election
manifesto, and includes £127 million already committed to extending
programmes and initiatives already announced. Of particular
concern is the lack of additional funding for, and access to, level 2
qualifications, which can support people with fewer formal
qualifications trapped in poverty to access better-paid work.
• RESTORING APPRENTICESHIPS: Just as the take-up of technical
and vocational education is lower in the UK than in many other
countries, so too is the number of apprenticeships for young people.
Changing this requires high-quality routes which can be easily
understood. In particular the apprenticeship levy requires reform so
that the burgeoning number of high-cost adult apprenticeships with
large employers is balanced apprenticeship funding for SMEs and
young people.
• INVESTING IN DIGITAL SKILLS: A recent Lloyds Bank study shows
that 9 million people cannot use the internet without help and 13.6
million lack essential digital skills for work – including 4 in 10 people
claiming benefits. The digital divide is also a north/south divide; 49
per cent of people in the South East use the internet fully compared
to 18 per cent in the North East. And 13.6 million lack essential
digital skills for work. The opportunity to upskill and up-wage is
profound. Manual workers with high digital skills earn around £2,160
more a year than those in the same jobs with low digital skills.
• A NATIONAL INVESTMENT BANK: with strong regional divisions to
replace the funding of the EIB, which can invest in:
o HOMES & BUILDINGS: the government should go beyond its
existing green voucher scheme and set out a ‘Home
Improvement Plan’ (Webb et al 2020). This would be a large6

scale energy efficiency programme to significantly raise the
energy efficiency of homes and buildings across England and
shift to low-carbon heat. The UK government should prioritise
electric heat pumps, heat networks and energy efficiency
upgrades as the main technologies for retrofitting homes. Our
estimates suggest that an additional £8 billion is needed each
year.
o NATURE RESTORATION: Invest in tree planting and peatland
restoration across the country. This should include the
expansion of green spaces including parklands, with a
particular focus on deprived areas without current access to
green space to ensure fairness and justice is at the heart of
these schemes. Our estimates suggest that an additional £4.7
billion is needed each year.
o TRANSPORT INFRASTRUCTURE: Invest to significantly
expand low carbon public transport infrastructure by bringing
forward investment in rail and electric buses and bus networks.
Such investment, in buses in particular, will benefit poorer
households who are disproportionately reliant on the bus
network for their travel needs. Our estimates suggest that an
additional £10.3 billion is needed each year in sustainable
forms of transport.
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Full Report
REPORT SUMMARY
As the economic crisis unfolded through 2020 with the largest shock to
GDP for over 300 years the claimant count saw the largest monthly
increase on record. By contrast the headline measures of unemployment
and employment barely moved and rose only gradually later in the year.
Between the pre-crisis period of February 2020 and the latest headline
unemployment rate for September 2020 the measure of employees used
in the headline labour market statistics rose by 2,000, by contrast the
number of employees recorded in PAYE data collected by HMRC fell by
783,000.
The fall in PAYE employees is consistent with the increase in the
numbers of people claiming unemployment-related benefits, it is also
consistent with the fall in employees in official business surveys as
compared with the official household survey that is used to estimate
headline unemployment. With over three-quarters of a million employees
missing from the labour market statistics this suggests that headline
measures of unemployment and employment are deeply flawed, and
that by alternative measures unemployment is much higher.
Reasonable counter-factuals using official data for PAYE employees and
the claimant count suggest that the unemployment rate could already be
between 6-7% as compared with official headline rate of 4.9%. This mismeasurement is not deliberate but reflects the disastrous impact of the
pandemic on headline measures based on household surveys. This
analysis is not intended as a criticism of the ONS. But the issue has
profound consequences for economic assessment of the crisis and the
development of economic policy to address the recession and promote
recovery in 2021.
A recent blog ‘Estimating the UK population during the pandemic’2
provides part of the explanation, it suggests that here has been an
unprecedented fall in the number of foreign-born residents employed
and in the UK. However, since the household survey used for headline
labour market statistics is ‘grossed’ to unrevised population projections
(including migration) the perverse and unintended consequence is an
estimated ‘increase’ in UK workers. This work corroborates the analysis
2 https://www.escoe.ac.uk/estimating-the-uk-population-during-the-pandemic/
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presented here but it can only explain part of the puzzle since there has
been huge increase in people still resident in the UK claiming
unemployment-related benefits through the crisis. Put simply the gap
between official estimates of employees and the PAYE data cannot be
only foreign-born residents who have left the UK.
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Introduction
The Covid-19 global pandemic and the restrictions put in place to
support public health in the UK have produced the biggest shock to the
economy for over 300 years by measures such as GDP. The impact on
work and employment in the labour market have surpassed even the
effects of the 2008 global financial crisis.
New data from the Office for National Statistics (ONS) transforms our
understanding of the impact of the crisis on the labour market, and
simultaneously profoundly challenges our understanding of the headline
labour market indicators such as the unemployment rate.
The ONS is now able to draw on administrative data from Pay-As-YouEarn (PAYE) Real-Time-Information collected by the tax authorities
(HMRC). This provides an estimate of the number of payrolled
employees i.e. in paid employment with an employer who is registered
for PAYE. Unlike traditional household or business surveys the PAYE
data is very near to a complete census in real time.
This means it is far timelier with estimates that are published with only a
one-month lag e.g. data published in December covers employees in
November. In addition, it is not subject to sampling errors and so offers
an unprecedented degree of precision in measuring changes over time
and detail e.g. regional and sector dimensions.
The crisis and its effects on employment
In February 2020 just before the crisis struck an incredible milestone
was reached with the number of PAYE employees in paid employment
surpassing 29 million. But since then, despite unprecedented
interventions to support employment, by November 2020 the number of
employees in paid employment had fallen by 819,000.
All countries and regions across the UK have seen sharp falls in
employment but it is London with a fall of 5% that has seen a
significantly larger fall by some margin, with its loss of 214,000
employees accounting for one-quarter of the total fall across the UK.
The fall in employment has been largest in hospitality (accommodation
and food services) with 297,000 jobs lost since February 2020, followed
by retail (wholesale and retail) where 160,000 jobs have been lost.
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The official headline estimates of employment and unemployment are
drawn from the Labour Force Survey (LFS) that is a survey of
households, in this survey people report their labour market status and
their responses are ‘grossed up’ to population estimates. This headline
measure of LFS employment relies on people in employment identifying
their employment status in their main job e.g. self-employed or employee
while unemployment is consistent with the International Labour
Organisation (ILO) definition.
The headline measures from the LFS are less timely than the PAYE data
and are an average of the 3-month period August to October 2020 that
can be taken as an estimate for the month of September. Between
February 2020 (Jan-Feb’20) and September 2020 the number of
employees in the LFS rose by 2,000 while the number of pay-rolled
employees fell by 783,000.
This means there is a gap of over three-quarters of a million
between the number of employees recorded as in paid employment
by the ‘hard’ tax data and the number of employees reported in the
headline measures of employment. That the headline measures of
employment, and consequently unemployment, should be missing
785,000 employees is literally incredible.
There are some differences in coverage between PAYE employees and
LFS employees. Notably the LFS is an estimate of UK employees aged
16 years and above in the household population, where as the PAYE
data records all employees of any nationality in paid employment where
the employer is paying tax. So the PAYE data that records all PAYE
employees is substantially higher by around 1 million (Chart 1).
However, these differences in coverage have been broadly stable with
the two series showing similar trends from 2014 to February 20203
(Chart 2).
Comparing quarterly changes in the number of employees i.e. the
average of latest three months (3m) compared with the average of the
previous three months the LFS data are considerably more volatile.
Some commentators have argued that since these 3m changes in the
PAYE data do not correlate well with the LFS measure the PAYE data is
not a robust indicator for the LFS measure of employees.

3 See for example Chart x.x in the Bank of England August 2020 Monetary Policy Report.
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But this reasoning is based on a misunderstanding of the LFS estimates.
The LFS estimate is drawn from a household survey and is subject to
significant sampling variability: the ONS advise that the 95% confidence
interval for 3m changes in LFS employment is plus or minus 175,000.
This means that much of the variation in 3m changes in LFS
employment is simply sample error, and it cannot be a valid criticism of
the PAYE data that it fails to correlate with random movements in the
LFS driven by sampling variability – Chart 3.
Differences in the coverage between the PAYE data and the LFS
estimates are unlikely to explain the huge gap between the two
measures of employees through 2020. While quarterly changes in
the PAYE data do not follow the LFS data closely this simply
reflects very significant uncertainty in the LFS estimates that are
based on a survey.
The work ‘Estimating the UK population during the pandemic’ noted
earlier derives alternative estimates of population and employees for the
period Jul-Sep 2019 and Jul-Sep 2020. A key conclusion is reproduced
here, “In particular, the rise in the number of employees seen in the LFS,
of around 200,000 in the year becomes a fall of around 750,000. This is
a huge change, and would profoundly alter our perception of recent
labour market developments. Is it plausible? In our view it is indeed
more plausible than the published figures, corresponding as it does
much more closely to the changes shown in the HMRC’s data on the
number of people known as employees to the PAYE RTI system (which
represents a full count of employees reported to HMRC, rather than just
a survey) and which shows a year on year fall of about 650,000.”
The conundrum in headline LFS employment
This puzzle in the labour market has not gone unnoticed and the ONS
have made a considerable investment to try and understand the tension
between these different sources of labour market data. In July 2020 the
ONS flagged the issue in a blog post A COVID-19 conundrum: why are
nearly half a million ‘employees’ not being paid? which noted “we have
been able to identify a group of people – almost half a million for May –
who tell us they are in employment, temporarily away from work
because of the pandemic but not being paid at all. This is confusing, as
this is outside the Government’s Coronavirus Job Retention Scheme,
and raises the question of whether these people are really employed as
12

we would normally understand it. From the data we have, we cannot
really answer that question. However, we think they might be workers
who for one reason or another fall outside the scheme but who believe
they will have a job for them to come back to, such as informal bar staff
previously working in a now closed pub, and so they are saying they still
have a job.”
While the number of employees recorded in the LFS is broadly
unchanged through the crisis, rising by 2,000 between February and
September 2020, the number of self-employed has fallen by 476,000 –
this means that all of the fall in the headline measure of LFS
employment is driven by a reported fall in self-employment.
The latest ONS analysis, December 2020, in Comparison of labour
market data sources notes that some of the fall in self-employment
comes from an increase in the number of people who have switched to
classifying themselves as an employee instead of self-employed – even
though they have not changed jobs.
This in itself would not change total employment but only the balance
between the self-employed and employees. But setting aside
classification issues the fall in total LFS employment including selfemployment and employees of 476,00 is far lower than the fall of
783,000 in PAYE employees alone.
The ONS analysis identifies, from the LFS, around 210,000 people away
from work because of the pandemic and receiving no pay in September
2020 and concludes “the falls to LFS employees have been relatively
small, in comparison with the fall in RTI payrolled employees, even when
adding the number of people away from jobs and not being paid, this
difference between the sources persists.”
Given the huge difference between the estimates of employees in the
LFS and PAYE it is vital to consider what would be the potential impact
on the headline measures of employment and crucially the
unemployment rate if the PAYE data were a better source. Both
estimates are measures of persons who are employees and not
measures of jobs, noting that a person can have more than one job.
So as a simple counter-factual the difference between the fall in PAYE
employees and the rise in LFS employees of 785,000 is used. This
means the number of LFS employees and hence total LFS employment
is 785,000 lower and it is assumed that unemployment is equivalently
785,000 higher.
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In practice not all those who lose an employee job would be ILO
unemployed as they would not meet the qualifying criteria e.g. seeking
work. In fact the impact of the Covid-19 pandemic is likely to restrict job
search and hence depress ILO unemployment and raise economic
inactivity – these are noted in the discussion on the claimant count. This
would make it even more relevant than usual to focus on the
employment rate, but it is the unemployment rate that is better
understood as a benchmark for the labour market and hence it is used
here to illustrate the potential impact.
If the source for the change in the number of employees through
the crisis was payrolled employees and not the LFS, and all those
employees who lost a job were unemployed, then the headline
unemployment rate would be 7.2% in September 2020 instead of
4.9% - Table 1.
This is a striking counter-factual that suggests the labour market is
potentially much weaker than the headline figures suggest, and
especially when set against for the forecasts from the Bank of England
and the Office for Budget responsibility that show headline
unemployment peaking at around 7.5% in the middle of 2021.
Evidence from the business surveys on employees
The previous analysis sets out a striking tension between the estimates
of LFS employees derived from a household survey and PAYE
employees derived from administrative tax data (referred to as RTI by
ONS). Given this discrepancy it is important to consider other data
sources that could help inform the judgement over developments in the
labour market.
A key source of estimates for employee jobs is Workforce Jobs (WFJ)
that is a count of employee jobs, quarterly in March, June, September
and December, collected from a business survey. WFJ employees are
the number of employees, aged 16 years and over, that an organisation
e.g. business directly pays from its payroll. Since people can have more
than one job with different organisations a person with two employee
jobs would be recorded twice in WFJ.
It was noted earlier that a significant number of people in the LFS selfreport themselves as being away from work without pay and not on
furlough but still an employee – roughly 200,000 in September 2020.
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While people might classify themselves as an employee that relationship
may not be recognised to the same extent by the firms with which they
believe they have an employee relationship.
WFJ data released in December covering September 2020 and earlier
periods shows a fall in the number of employee jobs of 677,000 between
March 2020 and September 2020. This compares with a rise in LFS
employees of 63,000 over the same period. Data on employees from 3
sources: PAYE, LFS and WFJ are shown in Chart 4.
Being derived from a business survey WFJ estimates are subject to
sampling variability though this variation is much smaller than that
observed in the LFS. It is for this reason that WFJ is the preferred
measure for estimates of employment by industry and region.
The ONS state that “In more recent months, estimates of employees
from the Monthly Wages and Salaries Survey (MWSS) have also been
analysed to provide additional insight into the labour market. MWSS
works on similar principles to WFJ buy has very similar concepts to RTI.
The analysis has shown that MWSS employees have similar outcomes
to RTI (that is, similar falls since the start of the year).”
Evidence from two ONS business surveys broadly corroborates the
fall in employees since the start of the year seen in the PAYE data,
with the workforce employee jobs data showing a fall 740,000
greater than that seen in the headline LFS data for employees.
Unemployment through the crisis
Perhaps the most striking contrast in the labour market through 2020
has been the explosive growth in the claimant count that rose by over
1.4 million in just 2 months between March and May 2020, while the ILO
measure of unemployment rose by just 14,000 over the same period4. In
fact the unemployment rate barely changed between February and
June: rising from 4.0% to 4.3%. Between February (Jan-Mar’20 in LFS
data) and the latest data for September the ILO measure of
unemployment rose by 326,000, whereas the claimant count rose by
1.4m over the same period.

4 Given that the sampling variability for a quarterly change in ILO unemployment is +/- 99,000 the

14,000 change is not statistically significant.
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After adjusting for differences in timing there remain substantive
differences between the two measures of unemployment. The most
important difference is structural in that they have a different definition
and coverage, while another important difference is cyclical reflecting the
impact of the crisis.
The claimant count measure of unemployment is based on
administrative data a count of how many people are in receipt of a
benefit intended for the unemployed, it includes all those claimants in
receipt of Jobseeker’s Allowance (JSA), and Universal Credit (UC)
claimants who fall within the UC “searching for work” conditionality.
The ILO definition of unemployment states that a person is unemployed
if they are either: without a job, want a job, have actively sought work in
the last four weeks, and are able to start work within the next two weeks;
or out of work, have found a job and are waiting to start it in the next two
weeks.
The briefing from the Resolution Foundation, “The truth will out,
understanding labour market statistics during the coronavirus crisis”
5includes a useful overview of the challenges in interpreting the different
measures of unemployment. In particular, the conclusion “that only 45
per cent of the Claimant Count increase between March and May, or
around 700,000 claimants, actually represents newly unemployed
individuals.” is striking since the ILO measure of unemployment was
essentially unchanged over that period.
However, the change in the claimant count that represents newly
unemployed individuals, perhaps 700,000, can also be taken as an
estimate of the fall in total employment. The scale of this fall is
consistent with the discrepancy between the LFS estimate of
employees and alternative estimates derived from the PAYE data or
the business surveys.
While the increase in the claimant count markedly overstates the
increase in unemployment the ILO measure of unemployment markedly
understates the increase in unemployment. This is because the
conditionality in the ILO measure to be actively seeking work and
available to start work during ‘lockdown’ is unlikely to be interpreted or
acted upon by respondents in the same way as during ‘normal’ times. As
the RF note this means it is entirely plausible that a newly redundant
employee in April or May would have made little or no effort to look for
5

https://www.resolutionfoundation.org/publications/the-truth-will-out/
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work. So a larger proportion of people losing employment would be
classified as economically inactive instead of ILO unemployed.
Over a longer time period the interpretation of the claimant count is
significantly impacted by the introduction of Universal Credit. The
Department for Work and Pensions (DWP) produces and publishes an
Alternative Claimant Count (ACC), this official statistic produces an
estimate of the number of people that would be claiming unemploymentrelated benefits if UC had been fully rolled out in 2013. As the ONS note,
over time the claimant count and the ACC should merge to the same
statistic but currently there remain small differences.
However, the differences between the claimant count and the ACC are
not sufficiently material when considering the changes in both measures
through the crisis in 2020. As a simplifying assumption the change in the
claimant count is used a proxy for the change in the ACC that
conceptually is the better ‘match’ for ILO unemployment – Chart 5.
As noted earlier, during the pandemic, there has been a significant
increase in people away from paid work that, implicitly, they expect to
return to since they still classify themselves as employees. Others are
away from work for reasons related to Covid-19 but are not receiving
any pay. Since all these people are not being paid they would likely be
eligible for benefits but may remain within the LFS definition of
employment. The ONS estimate that in July to September there were
still an estimated 215,00 persons in LFS employment but unpaid and
hence eligible for benefits.
As a second counter-factual, instead of using the PAYE data on
employees to infer a fall in employment and a rise in unemployment, the
change in the claimant count is used to infer a rise in unemployment and
conversely the fall in employment.
Specifically, it is assumed, for illustrative purposes as a ‘rule-of-thumb’,
that 45% of the increase in the claimant count through the crisis from
February to September 2020 should translate into ILO unemployment.
The actual increase in ILO unemployment is then subtracted to leave an
estimate of the change in unemployment/employment not reflected in
the headline measures.
Of the 1.4m increase in the claimant count between February and
September 2020 perhaps 45% or 642,000 might relate to newly
unemployed individuals, as compared with the increase in ILO
unemployment of 326,000 over the same period. It is important to note
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how using the administrative data on benefits provides another aspect of
persons recorded in LFS employment but without paid work, in a similar
way that the PAYE estimates only record paid employment – Table 2.
If the change in ILO unemployment was over 300,000 greater, and
broadly consistent with the change in the claimant count, and
employment was lower by a similar amount, then the headline
unemployment rate would be 5.9% in September 2020 instead of
4.9%.
Notably this counter-factual suggests that ILO unemployment might
have been 5.9% since May with an additional 627,000 in ILO
unemployment as compared with 4.1%. As set out this is likely explained
by a number of people as away from work without pay e.g. not on payroll
and so eligible for benefits but still self-reporting as employees. This
would also be consistent with the difference between the change in LFS
employees and PAYE employees of 601,000 by May that has now risen
to 785,000 in September.
The Regional Dimension
A natural extension to this analysis is to consider the development of the
labour market through the crisis in the countries and the regions of the
UK. A compelling advantage of the PAYE data, like much administrative
data, is effectively a census. This means the data can be extended in
multiple dimensions e.g. region or industry, or even region and industry
jointly, without the marked increase in sampling variability that
challenges estimates from surveys.
In October 2020 the ONS added employees by region (NUTS1) to the
PAYE dataset, and are to be commended for innovating this data source
so quickly to deliver invaluable new insights to the labour market; in
December 2020 the ONS added employees by industry (SIC07) to the
dataset.
The latest headline labour market estimates for the regions e.g. LFS
employment and ILO unemployment, released in December 2020, cover
the period the 3m period August-October 2020 as an average and hence
present an estimate for the central month of September. The timing of
these regional estimates align to the UK headline figures. However, a
focus of this analysis is a comparison of employees in employment
between the different sources of the LFS household survey and the PAY
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administrative data, and not total employment that would include
employees and the self-employed.
At a regional level the weakness of the LFS survey estimates is striking.
The latest estimates for LFS employees for each region, released in
December 2020, covers the period July 2019 to June 2020 as a 12month average. In all the analysis in this note, in line with the ONS,
February 2020 or the nearest month e.g. March is taken as a pre-crisis
point of comparison. This means that at a regional level two-thirds of the
data (8 months out of 12) for the latest estimates for LFS employees
cover the period before the pandemic.
At a regional level the latest estimates for PAYE employees cover
the month of November 2020, by contrast the latest estimates for
LFS employees cover the 12m period July 2019 to June 2020 as an
average.
This means that not only do the LFS data lag the PAYE data by
effectively 11 months (November compared with a mid-point of
December 2019) but as a 12m average they can tell us almost nothing
about timely changes e.g. quarterly in the level of employees. Moreover,
even for regional estimates of total LFS employment the ONS note
Changes on quarter at regional level are particularly subject to sampling
variability and should be interpreted in the context of changes over
several quarters rather than in isolation.
So, while estimates of regional LFS total employment are available it is
not possible to compare LFS employees with PAYE employees or note
the balance between self-employment and employees within the total. At
a UK level the change in LFS employees between February and
September 2020 is effectively zero, and so without any data the same
assumption is applied at a regional level. Hence it is implicitly assumed
that a regional level, similar to the UK, the change in LFS total
employment is driven by self-employment.
The regional counter-factual using PAYE employees is then simply the
change between February and September 2020 applied to LFS total
employment and an equivalent number added to ILO unemployment.
Note that WFJ data for employee jobs are available at a regional level,
and provide a useful comparison against the PAYE data.
Unlike the LFS data the claimant count is as timely on a regional basis
as it is on a National basis – reflecting the fact that like the PAYE data it
is drawn from administrative sources. The same simplifying assumption
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that 45% of the increase in the claimant count since February 2020 will
translate into ILO unemployment is used.
The data and regional counter-factuals are set out on Table 3. The
results are most striking in Scotland and so it is used to illustrate the
analysis.
For Scotland, headline LFS total employment is reported to have
increased by 14,000 between February and September 2020. This
seems unlikely, especially since PAYE employees have fallen 73,000
over the same period, and WFJ employee jobs fell by 79,000 between
March and September 2020.
Moreover, over the same period the claimant count rose by over 100,000
with 45% of that increase i.e. 47,000 perhaps a proxy for the increase in
ILO unemployment. In fact, ILO unemployment rose by just 3,000, and
the combination of effectively no change in headline employment or
unemployment means the ILO unemployment rate in September at 4.2%
was the same as it was in February.
While the unemployment rate did rise in 2020 the sampling variability in
the LFS is even more pronounced at a regional level. For Scotland the
95% confidence interval for the ILO unemployment rate is +/- 0.9% that
means we can be 95% confident that the sample estimate lies between
3.4% and 5.1% - so much of the change through 2020 may simply
reflect sampling variability.
In Scotland the headline ILO unemployment rate of 4.2% is
unchanged between February and September 2020, and headline
total employment rose. This is in stark contrast to the tax data on
PAYE employees, the business survey of employees and the rise in
the claimant count.
Using a rule of thumb that just under half the increase in the
claimant count should be unemployment the unemployment rate
could be 5.8%. If the fall in payrolled PAYE employees was used an
estimate for the change in employment, and the increase in
unemployment, the unemployment rate could be 6.8%.
Regional labour market assessment and prospects
The previous analysis made comparisons with the LFS data that is
available to September 2020, but the PAYE data is available to
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November, and so is considerably more timely. While the PAYE data will
record past changes in the number of pay-rolled employees the data on
redundancies provides a leading indicator for potential falls in
employment.
The LFS data on redundancies for September 2020 reached a record
high of 370,000. Since the data cover the period Aug-Oct’20 and record
people who reported being made redundant in the 3 months prior to
interview these redundancies would likely be already included in PAYE
data.
The unprecedented scale of Government support for employment
through the Coronavirus Job Retention Scheme (CJRS) has
undoubtedly prevented sharper falls in employment and rises in
unemployment. However, the 2.4 million employments still under
furlough represent jobs that would be at risk without the significant
subsidy. The CJRS data like the PAYE and claimant count is an
administrative dataset and so provides precision and also detail that
surveys cannot support.
The data are set out by region in Table 4. The results are most striking
for London and so it is used to illustrate the results.
London has had the sharpest fall in PAYE employees of 5.2%
(214,000) of any region through the crisis, it also currently has the
highest reported redundancy rate and with 431,000 people on
furlough (1 in 10 of those eligible) the highest furlough rate across
the UK.
Industry labour market and prospects
The analysis for the regions is replicated by industry in Table 5 and the
results for hospitality (accommodation and food services) used to
illustrate the results.
The hospitality sector has lost 297,000 PAYE employees through
the crisis – over 14% of employees have lost their job since
February, and there were 41,000 redundancies in the latest data
with 601,000 people on furlough (27% of eligible employment).
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Prospects for the UK labour market
The analysis presented here presents a compelling argument that the
headline labour market statistics present an under-estimate of
developments in the labour market. This is definitely not to assert that
the ONS are making errors in producing these statistics, but more that
the pandemic has presented severe challenges to their conceptual
definition and method. This means that by themselves they do not
currently provide a reliable guide for economic assessment of
developments in the labour market and policy.
Whether through the PAYE data, claimant count or business surveys it
seems clear that a change in the order of 700,000 was not reflected in
the headline measures of the labour market through the crisis. The
current gap of ¾ of a million between the LFS estimate of employees
and the PAYE data needs urgent investigation and reconciliation.
It seems clear that the self-reporting of LFS employment through the
crisis has challenged our framework for thinking about the nature of
employment, in much the same way as Zero-Hours Contracts and other
looser modes of employment do. In this context it seems clear that many
employees who were away from work, unpaid and perhaps suspended
from payroll reported themselves as still employed.
In theory WFJ employees from the business survey are employees that
an organisation directly pays from its payroll, in practice if pay was
temporarily suspended perhaps they might continue to be included as
employees who are on the payroll and generally directly paid. In
addition, it may be that even employees who are unpaid, suspended or
removed from payroll may still view themselves as employed through
informal agreements in an implicit contract. However, it seems unlikely
that self-reporting of an employee job could be confused with formal
redundancy that would clarify the position.
It is difficult to know without further analysis but it may be that different
criterion for different measures of employment explain part of the
discrepancy, these are set out below:

22

Employee measure
PAYE

Business survey

LFS

Paid employee

Yes

Maybe

No

On payroll

Yes

Yes

No

Off payroll

No

No

Maybe

Informal contract

No

No

Maybe

Formal redundancy

No

No

No

Necessary criteria:

In terms of an economic crisis it would seem likely that firms would first
seek to suspend pay before making redundancies, so weaker labour
demand would first be recorded in PAYE employment, perhaps then
business surveys and finally household surveys as former employees
reconcile a temporary job-separation as permanent or receive formal
redundancy. If this interpretation were correct then it is likely that the
business surveys would continue to follow the fall in PAYE employees as
seen in Chart 4, and over time LFS employees would then begin to fall.
In measuring ILO unemployment it is clear that the conditionality around
seeking work and being available to start work is firstly, subject to very
different interpretation through the pandemic and secondly, subject to
some concrete restrictions. It is clear that through the pandemic the ILO
measure of unemployment will, all else equal, be suppressed with more
persons out of work reporting and hence classifying themselves as
economically inactive.
Over time it seems likely that the over-reporting of LFS employees
and the under-reporting of ILO unemployment could unwind, as
employers move from temporary suspension in employment
relationships to formal severance and the criteria around the nature
of job search evolve through the pandemic.
Looking ahead the data on LFS redundancies provide a key leading
indicator for LFS employment though many of these redundancies would
likely already be reflected in the timelier estimates of PAYE employees.
By contrast administrative data (HR1 forms) on notified redundancies
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from the Insolvency service provides a leading indicator of future
potential planned redundancies.
By law employers with an intention to make 20 or more employees
redundant at one establishment must notify the Insolvency Service
within 30-45 days of the first dismissal. Currently the data are only
available by Freedom of Information (FOI) requests with the latest
response in December providing data up until September 2020. In
general, the HR1 data are closely correlated with the LFS redundancy
estimates obtained by survey but tend to lead the LFS data. The data on
redundancies are shown in Chart 6.
Redundancies self-reported in the LFS reached a new record of
370,000 in the period Aug-Oct’10. Administrative data corroborates
record levels of redundancies and suggest redundancies remain at
a very high rate.
The data on redundancies (firing) suggest continued downward pressure
on employment while hiring or inflows to employment still remain very
subdued. It is likely that employment will continue to fall and
unemployment rise through 2021.
In November 2020 the Office for Budget Responsibility (OBR) forecast
the level of ILO unemployment to rise by just under a further one million
to peak at over 2.5 million in 2021Q2. Notably the great majority of this
increase, around 840,00, occurs in 2021Q2 reflecting current
Government policy on Coronavirus Job Retention Scheme (CJRS). The
OBR forecasts are conditional on announced Government policy.
As an extension to the counter-factuals developed in this analysis the
OBR forecast has been used to project these counter-factuals forward to
2021Q4. These scenarios with a gap between official and alternative
estimates can be interpreted in different ways. It is possible that the
headline labour market indicators will converge over time closer to the
estimates implied by the alternative data sources, or the LFS data could
be revised with improved methods closer to the alternative estimates.
The Covid-19 pandemic and the switch from household to telephone
surveys put great stress on the LFS methodology, and in October 2020
the ONS implemented improved weighting that revised LFS total
employment lower by just under 400,000.
It is not to say that the OBR forecasts are wrong since they are naturally
constrained to official estimates of headline employment and
unemployment. The analysis presented here sets out how these official
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estimates are likely to be deeply flawed. The fall in employment and
broadly equivalent rise in unemployment is conditional and largely driven
by the Government policy around furlough, so it seems reasonable to
apply that judgement on the change in employment to a counter-factual
level of employment and unemployment.
Notwithstanding that the analysis presented here should change the
consideration of Government policy for the labour market. The extension
of the counter-factuals with the OBR forecast is shown in Table
The OBR forecast unemployment to rise by over 800,000 by
2021Q2, such an increase would mean that under either of the
counter-factuals developed here i.e. an analysis based on the
claimant count or one using PAYE data ILO unemployment would
likely peak at around 3 million.
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Table 4: Changes in PAYE employees, LFS redundancies and furloughed employments

PAYE employees, 000s
Feb'20
Nov'20
United Kingdom
England
North East
North West
Yorks & The Humber
East Midlands
West Midlands
East of England
London
South East
South West
Wales
Scotland
Northern Ireland

29,014
24,599
1,076
3,153
2,313
2,128
2,489
2,785
4,139
4,094
2,422
1,265
2,396
754

28,195
23,897
1,053
3,085
2,261
2,081
2,428
2,716
3,925
3,982
2,366
1,234
2,320
743

LFS Redundancies, Sep'20 Employments furloughed at 31 October 2020
000s
rate
Total, 000s
Eligible
Takeup

change
-819
-701
-23
-68
-52
-46
-61
-69
-214
-113
-56
-30
-76
-11

-2.8%
-2.9%
-2.1%
-2.2%
-2.2%
-2.2%
-2.4%
-2.5%
-5.2%
-2.8%
-2.3%
-2.4%
-3.2%
-1.5%

370
320
12
36
17
30
40
43
48
61
33
13
30
6

1.3%
1.4%
1.4%
1.1%
1.2%
0.8%
1.5%
1.6%
1.7%
1.2%
1.6%
1.5%
1.0%
1.3%

2,400
1,897
70
245
157
143
190
201
431
300
160
123
195
68

30,353
25,578
1,115
3,281
2,404
2,206
2,580
2,892
4,331
4,251
2,517
1,312
2,471
791

7.9%
7.4%
6.3%
7.5%
6.5%
6.5%
7.4%
6.9%
10.0%
7.1%
6.4%
9.4%
7.9%
8.6%

NOTE:

For LFS data September 2020 refers to the 3m period August to October 2020.
The redundancy level is the number of people who were made redundant in the three months prior to interview.
The redundancy rate is the ratio of the redundancy level for the current quarter to the number of LFS employees in the previous quarter.
Furloughed employments with an unknown geography have been included in the UK total.

SOURCE:

PAYE, Earnings and employment from Pay As You Earn Real Time Information, seasonally adjusted, ONS
Redundancies, RED02: Redundancies by age, industry and region, Office for National Statistics (ONS)
Furlough, Coronavirus Job Retention Scheme (CJRS) Statistics: December 2020, HMRC

Table 5: Changes in PAYE employees, LFS redundancies and furloughed employments
PAYE employees, 000s
Feb'20 Nov'20
change
UK, total
29,014 28,195
A : Agriculture, forestry and fishing
188
187
B : Mining and quarrying
51
48
D : Energy production and supply
136
134
E : Water supply, sewerage and waste
174
173
C : Manufacturing
2,409 2,294
F : Construction
1,271 1,250
G : Wholesale & retail*
4,486 4,325
H : Transportation and storage
1,327 1,307
I : Accommodation and food services
2,079 1,782
J : Information and communication
1,239 1,205
K : Finance and insurance
1,087 1,075
L : Real estate
425
419
M : Professional, scientific and technical 2,189 2,134
N : Administrative and support services 2,370 2,312
O : Public admin. & defence; social security1,315 1,342
P : Education
3,122 3,119
Q : Health and social work
3,882 3,956
R : Arts, entertainment and recreation
606
517
S : Other service activities
545
509
T : Households
111
103
Extraterritorial
3
3
NOTE:

SOURCE:

LFS Redundancies, Sep'20 Employments furloughed at 31 October 2020
000s
rate
Total, 000s
Eligible
Takeup

-819 -2.8%
-1 -0.7%
-3 -5.5%
-2 -1.3%
-1 -0.5%
-115 -4.8%
-21 -1.7%
-160 -3.6%
-20 -1.5%
-297 -14.3%
-34 -2.7%
-12 -1.1%
-6 -1.4%
-55 -2.5%
-58 -2.4%
27
2.0%
-3 -0.1%
74
1.9%
-89 -14.7%
-36 -6.7%
-8 -6.9%
0 -0.6%

370

1.3%

7

1.0%

55
25
68
18
41
20

2.1%
1.9%
1.9%
1.4%
2.8%
1.6%

10

0.6%

24
27
6
14
14

1.2%
2.4%
0.3%
0.4%
0.3%

39

3.3%

2,400
7
2
188
1
7
131
356
122
601
77
19
38
193
213
5
63
97
160
102
2

30,353
182
52
2,445
134
175
1,285
4,537
1,344
2,216
1,250
1,105
436
2,213
2,740
1,357
3,327
4,112
661
571
139

For LFS data September 2020 refers to the 3m period August to October 2020.
The redundancy level is the number of people who were made redundant in the three months prior to interview.
The redundancy rate is the ratio of the redundancy level for the current quarter to the number of LFS employees in the previous quarter.
Furloughed employments with an unknown industry/other have been included in the UK total.
PAYE, Earnings and employment from Pay As You Earn Real Time Information, seasonally adjusted, ONS
Redundancies, RED02: Redundancies by age, industry and region, Office for National Statistics (ONS)
Furlough, Coronavirus Job Retention Scheme (CJRS) Statistics: December 2020, HMRC
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7.9%
3.8%
3.1%
7.7%
0.7%
3.9%
10.2%
7.9%
9.0%
27.1%
6.2%
1.7%
8.7%
8.7%
7.8%
0.4%
1.9%
2.4%
24.1%
17.9%
1.2%
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