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UK INFLATION WILL REMAIN SUBDUED 

Berenberg Macro Flash 

 
 CPI inflation, 

Sept 
Core CPI 
inflation, Sept 

Actual 1.2% 1.5% 
Previous 1.5% 1.9% 
Consensus 1.4% 1.8% 
Berenberg 1.4% 1.8% 
 
Sharp inflation fall reflects partly subdued underlying price pressures and partly volatility. Inflation fell to 1.2% in 
September from 1.5% in August, well below consensus expectations of 1.4%. Although falling oil and food prices 
often grab the headlines, the inflation slide this month was more than accounted for by weaker core inflation, which strips 
out energy and food prices. Core inflation declined to 1.5% in September from 1.9% in August, again well below consensus. 
Some of the fall reflects sterling’s rises over the past year or so cutting the prices of imported computers, consoles and other 
audio-visual goods. Some of the inflation fall is volatility that should partly unwind next month. Air fares rose just 1.6% yoy 
in September, down from 5.5% in August. Air fares are notoriously volatile and could well bounceback next month. 
 
Weak inflation as well as the stalling Eurozone economy could stay the BoE’s hand. We expect inflation to run 
below the Bank of England’s 2% target until the back end of 2016. Limp wage growth, recent oil price falls and past sterling 
rises will keep the downward pressure on inflation over the next twelve months as will weak Eurozone inflation. Today’s 
downside inflation surprise along with the likelihood of next to no growth in the UK’s largest trading partner over the next 
six months will weigh on UK rate setters’ decisions. Those trends remove the already very slim chances of a rate hike before 
next year, and could stay the BoE’s hand next February if Eurozone sentiment does not pick up by then. We look for a 
February rate hike, but the risks of a delay are rising with weak inflation and the softer patch the UK economy now appears 
to be entering. 
 
That being said, core inflation is not all that far from the Bank of England’s target. 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 monetary policy takes about two years to work through the system, by which time any oil or food price chang-
es today will have dropped out of the inflation figures. Low inflation gives the BoE room to wait before hiking rates but we 
expect Eurozone sentiment to turn up by the end of the year, UK unemployment to keep falling rapidly and the tightening 
labour market to show up in gradually improving wage growth over the next twelve months, making the case for a rate hike 
early next year. Indeed, weak inflation on the back of falling food, energy and import prices is good news for real wage 
growth, which should help the economy continue growing at a decent clip. For now though, the BoE will stand pat. We 
expect the first 25bp hike from the BoE in February. 
 
CPI UK, yoy 
 
 SEP AUG JUL JUN MAY APR 

yoy 1.2% 1.5% 1.6% 1.9% 1.5% 1.8% 

       

 
Source: Office for National Statistics 
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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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