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UK: EDGING TO A Q1 15 RATE HIKE 

Berenberg Macro Flash 

The Bank of England is edging closer to a rate hike in Q1 2015. The updated forecasts presented in this morning’s Inflation 

Report showed stronger growth, lower unemployment and inflation close to target. All that assumes interest rates follow 

market expectations which have edged up over the past three months.  

 

But the BoE is resisting the data strength and signs of falling slack as much as it can. While the growth and unemployment 

forecasts were a little more hawkish, Carney’s words stayed mostly dovish and changes to the detail of the BoE’s forecasts 

made the changes seem less hawkish. 

 

There was one important sentence from Carney that was not dovish. He said the BoE would look through the effect of the 

exchange rate on inflation. Higher sterling is weighing on inflation at present. The BoE will look through inflation under-

shoots caused by sterling, so low inflation right now is not necessarily a good reason to resist a hike. 

 

The BoE’s view is that growth will slow through 2014 and productivity will pick up, keeping inflationary pressures in check 

without any need to resort to rate hikes before 2015. But the data do not yet support that view. Surveys point to continued 

strong momentum and productivity is still weak, while employment is booming. We expect growth materially stronger than 

the BoE does in 2015. Our forecast is 3.3% vs. the BoE’s 2.9%. 

 

Our interpretation is that the rate setters are resisting the data strength as much they can. They seem keen to resist a hike 

this year. But with growth running strong in their forecast, surveys showing no signs of growth slowing and unemployment 

close to 6% by the end of 2015, delaying that hike beyond Q1 2015 would be untenable, in our view. We expect, the BoE to 

hike in Q1 2015 and see a 35% chance of a Q4 2014 hike. 

 

Forecast changes 

Reflecting stronger momentum in the economy the central bank raised 2015 GDP growth to 2.9% from 2.7%.  The BoE 

raised average quarterly growth through 2014 by 0.1pp. It raised Q2 growth to 0.9% from 0.8%, and Q3 and Q4 from 0.6% 

to 0.7%. The BoE managed to avoid raising 2014 calendar year growth (to one decimal place – growth rose from 3.38% to 

3.44%, based on their published details) by changing their assumed revisions to GDP growth through 2012 and 2013. They 

lowered their estimate for post revisions growth to 3.1% in 2014 Q1 from 3.4% in February’s report. They lowered their 

estimate for 2012Q4 to 0.2% from 0.5%. That is about the past anyway so has little relevance to the rate hike debate. 

 

The BoE lowered its unemployment forecast by an average of 0.4ppts over the three year forecast. They now expect unem-

ployment to reach 6.3% by the end of 2014 and 6% by the end of 2015. The BoE continue to expect unemployment to stop 

falling about 6 quarters into its forecast, as it has done since August last year. There is little sign yet that the conditions for 

that – slowing growth for one– are coming through. Inflation is expected to remain close to the BoE’s 2% target, as falling 

slack reduces disinflationary pressure. 

 

The most important dovish change from the BoE is a seemingly significant downward change to its assumed equilibrium 

unemployment rate. Despite substantially lower unemployment, the BoE forecast lower wage growth over 2014 and 2015 

than three months ago. That was despite the latest wage data being in-line with their previous forecasts and most indicators 

of slack pointing to a tighter labour market than three months ago, not a looser one. 
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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