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UK: INFLATION BOUNCES, BUT MUCH OF THE RISE IS TEMPORARY 

Berenberg Macro Flash 

 
UK CPI, yoy, June 
 
Actual:  1.9% 
Previous: 1.5% 
Consensus: 1.6% 
Berenberg: 1.5% 
 
Clothes prices send UK inflation higher, but some of that effect is likely to be temporary. Inflation picked up to 
1.9% in June, well above consensus of 1.6%, as clothes prices surprisingly jumped by 2.5%yoy in June. Clothing contributed 
around half of the rise in inflation compared to May. Much of that rise is probably temporary, reflecting delayed summer 
clearance sales. Volatile air fares also rose 3.6% yoy as the Easter distortions continued to work through. That contributed 
another fifth of inflation’s rise. Still, the faster price rises should not be totally discounted. The strengthening economic 
recovery and strong run for retail sales may have taken some of the pressure off retailers to offer as widespread discounts as 
last year. 
 
Higher sterling and the supermarket price war will keep inflation subdued for much of this year. Falling import 
prices and weak food price inflation will continue to drag down on inflation through the rest of this year. But strong growth 
and tumbling employment should increasingly work against that as we head into 2015 by gradually boosting wage growth 
and alleviating downward pressure on margins. Rapidly falling unemployment should rescue wage growth which has been 
marooned at close to 1% yoy for the past eighteen months. There is still slack in the labour market, but that slack has de-
clined considerably in the past couple of years. We look for inflation to average 1.6% in 2014 and pick up to 2.1% by end-
2015. 
 
The BoE will probably look through much of the surprise today. Clothing and air fares are volatile, while one month’s 
inflation data alone cannot fundamentally change the outlook. With slack left in the economy, price rises are unlikely to 
seriously test policymakers nerves this year or next. But the UK recovery looks increasingly resilient, growth is above trend, 
business optimism is riding high and consumers fear of unemployment is at a sixteen year low. In our view, inflation is likely 
to have reached, or may shortly reach, its nadir. Despite the temporary influences, there could be some news in today’s 
release, which could add to the conviction of any the BoE rate setters that are beginning to consider voting for a rate hike. 
Eleven of the twelve broad categories of goods and services in the CPI basket pushed up on inflation in June relative to 
May. Core factory gate price inflation stuck at 1.0% yoy in June. It has very very gradually trended up after reaching a low 
during 2012.  Given the solid economic outlook, we see a 60% chance that the BoE will begin gradually hiking rates in No-
vember this year. That would still leave monetary policy extremely accommodative, helping inflation remain close to the 
BoE’s 2% target. 
 
 
CPI UK, yoy 
 
% change JUN MAY APR MAR FEB JAN 

yoy 1.9% 1.5 1.8 1.6 1.7 1.9 

       

 
Source: Office for National Statistics 
 



MACRO  NEWS  

2/2    

 

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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