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UK INFLATION WILL REMAIN SUBDUED 

Berenberg Macro Flash 

 
UK CPI, yoy, August 
 
Actual:  1.5% 
Previous: 1.6% 
Consensus: 1.5% 
Berenberg: 1.6% 
 
Inflation is not a concern right now. It fell to 1.5% in August, down from 1.6% in July and in-line with consensus expec-
tations as falling food and petrol prices offset a rebound in clothes prices and air fares. Oil prices have weakened further in 
recent weeks. Along with a potential rebound in sterling if Scot’s vote no to independence on Thursday, that should keep 
prices at the pump subdued in the near-term. That being said, this discussion serves to highlight that inflation is below the 
BoE’s 2% target mainly because of volatile food and energy prices. Core inflation actually rose to 1.9%yoy in August, from 
1.8% in July, reflecting the rise in air fares and clothing prices. So the underlying inflationary picture is not as subdued as the 
headlines suggest. 
 
The BoE will not wait too long before hiking rates. Of course, a vote for Scottish independence in Thursday’s referen-
dum would cause the BoE to delay hikes. But we expect the union to hold together this week. Turning back to inflation 
then, the BoE should look through the impact of volatile food and energy prices on headline inflation. Movements in world 
prices are outside UK rate setters control while their effect on inflation should fade by the time any policy changes take 
effect. Monetary policy takes about two years to work through the system, by which time any oil price or food price changes 
today will have dropped out of the inflation figures. Looked at from that perspective, inflation is pretty close to the central 
bank’s target, unemployment is falling fast and the economy is growing strongly while interest rates remain at a record low. 
The central bank will need to begin returning interest rates to more normal levels soon.  
 
Wages are the one missing ingredient for a rate hike. That gives the BoE room to wait before hiking rates. Tomorrow’s 
labour market data, and those data through the winter, will therefore be key to the interest rate outlook. We expect unem-
ployment to keep falling rapidly and the tightening labour market to show up in gradually improving wage growth over the 
next six months, making the case for a rate hike early next year. For now though, the BoE will stand pat. We expect the first 
25bp hike from the BoE in February. 
 
CPI UK, yoy 
 
 AUG JUL JUN MAY APR MAR 

yoy 1.5% 1.6% 1.9% 1.5% 1.8% 1.6%$ 
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