UK faces unprecedented jobs drought as AI and policy reforms reshape the labour landscape
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In a striking reflection of the UK’s evolving economic and labour landscape, the nation is witnessing a pronounced jobs drought, marked by declining vacancies, slowing applications, and cautious employer hiring. This troubling trend emerges amid rising unemployment rates and a landscape reshaped by political decisions, technological innovation, and broader economic pressures.
According to recruitment veteran James Reed, who has witnessed multiple economic cycles over four decades, the current situation is unprecedented. The Office for National Statistics (ONS) data reveal a steady fall in job vacancies—dropping by 10,000 to 728,000 between June and August, representing the 38th consecutive month of decline. Unemployment has climbed to 4.7%, the highest in four years, with young people suffering most acutely. Notably, there are now 2.3 unemployed individuals for every available vacancy, a ratio not seen since the height of the Covid crisis. Young workers under 25 face significant hardships, with a reduction of 51,000 in payrolled jobs since April and nearly one million young people not engaged in employment, education, or training—a scenario that has profound implications for economic growth and social mobility.
The factors driving this downturn are complex. Reed highlights three interlinked causes: an increased employers’ National Insurance (NI) burden, the introduction of a sweeping Employment Rights Bill, and the transformative yet disruptive role of artificial intelligence (AI) in workplaces. The NI hike, championed by Chancellor Rachel Reeves, raised the rate from 13.8% to 15% while lowering the payment threshold, imposing a projected £25 billion tax increase on businesses by the decade’s end. According to Reed’s survey of over 500 employers, 22% have reduced recruitment due to this tax, while 21% report hiring freezes, evidence of the tangible impact on labour market activity. This tax rise compounds wider economic challenges highlighted by recent data showing the UK’s job market has weakened for a seventh consecutive month, with payroll numbers falling slightly in August and wage growth decelerating, even as inflation remains stubbornly high.
The Employment Rights Bill—driven by former Deputy Prime Minister Angela Rayner—also appears to have chilled hiring enthusiasm. The legislation, spanning 197 pages, introduces day-one rights for unfair dismissal claims, which Reed and other industry voices argue discourage employers from taking hiring risks. Although the House of Lords made amendments, the government intends to reverse them, potentially deepening the impact on recruitment. This regulatory burden may exacerbate the already cautious business environment, contributing to a worsening jobs market.
Technological advances in AI provide a more fundamental challenge. Reed acknowledges AI’s potential to create high-skilled, well-paid roles but warns of its disruptive effects, especially for entry-level and graduate jobs. The ‘Big Four’ professional services firms—Deloitte, KPMG, EY, and PwC—have curtailed their graduate intake, with AI-enabled automation of routine tasks like research and administration reducing traditional stepping stones into the workforce. Reed’s own data shows graduate job postings on Reed.co.uk have plummeted from over 180,000 in 2021 to just 55,000 last year. This structural shift foreshadows a long-term contraction in the talent pipeline crucial for future leadership and innovation.
Supporting this view, a McKinsey report found a steep decline in online job advertisements for roles highly exposed to AI—such as IT, legal, finance, and research—dropping by 38% compared to a 21% decline in less AI-exposed occupations. While AI promises productivity gains, many UK employers are pausing hiring to reassess workforce needs amid uncertain economic conditions and rising labour costs.
This disruption is reflected in sector-specific data. PwC’s 2024 AI Jobs Barometer shows AI is driving faster productivity growth particularly in finance and professional services, with AI-specialist roles commanding a wage premium of around 14%. However, the rapid shift in skill requirements underscores an urgent need for reskilling and education reforms to equip workers for emerging demands in AI, data, and digital technologies. The government and employers face mounting pressure to modernise apprenticeship schemes and enhance skills investment if the UK is to avoid the emergence of a ‘lost generation.’
At the same time, inflationary pressures remain a significant backdrop to these labour market challenges. UK inflation stayed at 3.8% in August, the highest among major advanced economies, driven by rising petrol and food costs, complicating the Bank of England’s task of balancing inflation control with economic growth. Wage growth slowed slightly to 4.7%, yet remains above the level consistent with the Bank’s 2% inflation target. Economic growth remains subdued, barely 0.2% in the three months to July, reinforcing the fragile context in which employers are making cautious hiring decisions.
The UK government is also grappling with recruitment difficulties in public sector AI initiatives—a notable example being the Incubator for Artificial Intelligence (i.AI), designed to deliver £45 billion in civil service savings through AI. Despite an increased budget and staffing targets, the unit faces tough competition from the private sector over salaries and recruitment, hampering progress and highlighting wider challenges in tapping AI’s potential across public services.
Reed concludes that urgent, coordinated action is necessary to stem the downturn. He calls for targeted support for entry-level and graduate roles, reconsideration of the NI tax hike, business rate reforms, and continued energy cost relief for employers. The recruitment sector itself is taking bold steps, with Reed launching a ‘Million Jobs Giveaway’ initiative, offering free job postings to stimulate the market.
Without such interventions, Reed warns of profound societal and economic consequences—a hollowed-out workforce, diminished social mobility, and the loss of a generation’s opportunities. The UK’s labour market is at a crossroads, confronted by policy, economic, and technological forces that will shape its future for decades to come.
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