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BOE INFLATION REPORT: SOMETHING FOR EVERYONE 

Berenberg Macro Flash 

 
Something for everyone in today’s Inflation Report. In response to still weak wage growth, the BoE cut its pay forecasts 
in its quarterly Inflation Report update today and said unemployment could fall to a lower level before setting off inflation. 
Specifically, the BoE now thinks the wage neutral unemployment rate is 5.5%, compared to its previous estimate of 6-6.5%. 
That means that despite the BoE slashing its forecast for unemployment to 5.4% by the end of 2015, the rate setters now 
also expect inflation to run a little lower through 2015 and 2016 than they had previously expected. Carney focused particu-
larly on continued weak wage and cost growth in his press conference, giving a dovish impression. the BoE would hike rates 
for the first time in February next year, then at about 0.15ppts per quarter. Today’s Report comes across as a solid signal 
that the BoE is planning to wait until next year before hiking rates, which poses a risk to our forecast of a November hike.  
 
But slack is falling quickly. Delving a little deeper, there was plenty in these forecasts for the more hawkish members of 
the BoE rate setting Committee, the most important of which is that the central bank raised its growth forecasts a little and 
cut its unemployment projections. The key point here was made by the BoE in its last set of minutes. Slack is very difficult 
to measure, but it is not difficult to observe that unemployment is falling quickly and productivity is very weak, which could 
prompt a rate rise later this year if pay growth picks up a little in the meantime. The Inflation Report signals that wage 
growth would not need to pick-up very much in order to justify a hike. The BoE is forecasting just 1.25% pay growth by Q4 
this year. 
 
Inflation picks-up faster in the final year of the BoE forecast as cost growth accelerates. The change in the BoE’s 
productivity forecast is one of the most important bits of detail in today’s Report. The flipside of the BoE’s lower unem-
ployment forecast is that it now expects productivity to growth by only 1% next year and 1.75% in 2016. That is important 
because it means the economy cannot sustain normal wage growth like the 4-5% average seen before the crisis without 
setting off inflation. So the BoE now projects firms wage costs for producing a unit of output to rise faster in 2016 than it 
did previously, which drives a quicker pick-up in inflation towards the end of their forecast. That slope of inflation at the 
end of their forecast is potential significant. It leaves the door open to a November rate hike, particularly if pay growth 
improves a little over the coming months and unemployment keeps falling. 
 
The change in focus is more superficial than real. Mark Carney made a great play of saying that the central bank is now 
focusing more on wages and costs than on slack when determining when and how fast to raise interest rates. But the central 
bank always has to focus on cost growth when forecasting inflation. That is precisely how its thinking always works. So that 
change in focus should probably be discounted. 
 
Forecast changes 

- Growth up. the BoE raised its growth forecasts to 3.5% in 2014 and 3.0% in 2015, both up by 0.1ppts from their 
previous forecast. Although they cut their 2016 forecast to 2.6% from 2.8% 

- Inflation up in 2014 but down in 2015 and 2016. The BoE now forecasts 1.9%, 1.7% and 1.8% inflation for 2014, 
2015 and 2016, compared to 1.8%, 1.8% and 1.9% in their previous forecast. 

- Unemployment down. To 5.9%, 5.6% and 5.4% in 2014, 2015 and 2016, from 6.3%, 6.0% and 5.9% in the previ-
ous forecasts. 

- Pay growth cut in the near term but raised later in the forecast. Specifically, the BoE now forecasts age growth of 
1.25%, 3.25% and 4% in 2014, 2015 and 2016 from 2.5%, 3.5% and 3.75%. 

- Slack now estimated at 1% of GDP, compared to 1-1.5% in the second quarter. 
      


