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UK ECONOMICS UPDATE  

Wait and see, BoE 

● Darkening horizon means rates will stay lower for longer: 
Stalling Eurozone growth and global worries point to a downshift in 
the UK expansion. We expect only a gentle, short-lived slowdown. 
But the risks are firmly to the downside and have increased with 
recent market turbulence. We now expect the first Bank of 
England (BoE) hike in June 2015, compared to February 2015 
previously. 

● Costs of hiking early have risen: Inflation is likely to run materially 
lower than we had expected earlier in the year, principally because oil 
prices have fallen sharply since August. A supermarket price war also 
seems to be underway (Chart 1). Cheaper food and petrol are a tax 
cut that would not normally demand looser policy. But we are not in 
normal times. With interest rates at zero, low inflation stymies the 
BoE’s ability to counter any emerging downside risks. 

● Geopolitical tensions triggered the latest troubles: German 
growth has suddenly stalled. As a prime global producer of export 
and investment goods, it suffers heavily from rising risk aversion 
around the world. Fighting in Ukraine seems to have been the trigger, 
but troubles from the Middle East to Ebola have added to that.  

● Risks are key: The BoE will stand pat until the clouds on the 
horizon dissipate. Predicting exactly how long that will take is tricky, 
making the rate outlook very uncertain. For now we need to watch 
for downside risks, but that could shift abruptly if tensions ease. After 
all, domestic news remains positive. Surveys are strong and 
unemployment continues to fall rapidly (see next page). 

● We expect only a mild UK slowdown: If the downside risks do not 
materialise and Eurozone growth resumes early next year, which is 
our base case, then delaying rate hikes could mean subsequent faster 
increases. We see rates at 1.75% by the end of 2016. In that case, 
lower interest rates for longer, along with lower food and petrol 
prices, will be a slight net positive for growth. 

 

Berenberg UK forecasts 

 2014 2015 

GDP 3.0% 2.8% 
Inflation 1.5% 1.5% 
U/e 6.2% 5.6% 
Fiscal deficit 4.9% 4.0% 

 

Next week’s key data 
(See p5 for more details) 

Bank of England minutes, 
October 
 
We look for more dovish 
minutes on the back of bad 
German data and slowing 
inflation. 
 
GDP, Q3, % qoq 
Previous 0.9% 
Berenberg 0.7% 
Consensus 0.7% 

 
Weakening Eurozone weighs 
on manufacturing, dragging 
down growth to a still strong 
0.7% qoq. 

Chart 1: Food and energy keep inflation low   

 
Core CPI inflation excludes energy, food, alcohol and Tobacco. Source: ONS 
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This week: risks abound, but UK still strong 

The near-term risks shifted further to the downside this week as financial 
market turbulence added to sharply declining confidence in core Europe. 
Economists normally assume that markets reflect the macro-economy. But if 
financial turbulence is headline grabbing enough it could feed-back into 
already jittery consumers and firms. Uncertainty can beget uncertainty. 
Indeed, the current downswing in confidence may, for a time, take on a life 
of its own, with the shrill debate about a recession risk in Germany adding a 
temporary downward dynamic.  

The UK cannot insulate itself entirely from the colder winds blowing across 
the Channel. That is why we turned cautious on our UK growth outlook in 
July (see our Global outlook note, 15 July) and worry about downside risks to 
growth in the near-term. Indeed, next week will probably bring further bad 
news in the form of the Eurozone flash PMIs. 

Still, the big worries are so far risks rather than a central case. We must watch 
those risks very carefully, but we do not expect them to come to pass. Our 
base case remains that geopolitical tensions and uncertainties, ranging from 
the Middle East to Ebola, will ease by the new year and Eurozone growth 
will turn up again, allowing the UK’s soft patch to end. We expect only a 
gradual slowdown to 0.6% qoq growth in Q4 and Q1. Nevertheless, we have 
cut our forecasts substantially since July as the troubles overseas worsened. 
We look for 2.8% growth in 2015, down from our July forecast of 3.3%. 

While the UK cannot insulate itself entirely, the domestic news continues to 
signal that it is keeping itself pretty warm so far. Last week, the British 
Chambers of Commerce reported still-solid domestic demand. This week, the 
latest labour market figures showed little change in the recent robust pace of 
increase in employment and falls in unemployment (Chart 2). 

Set in a longer-term perspective, the unemployment rate is rapidly 
approaching its 2003-07 average, which is one possible estimate of how far 
unemployment could fall before putting upward pressure on inflation. This is 
the primary hawkish signal from UK data at the moment, featuring highly in 
BoE rate setter Martin Weale’s speech this week. 

Wage growth, however, remains weak (Chart 4). Surveys continue to signal 
improvement just around the corner, and the rapid declines in unemployment 
imply the same. But there is no sign of that in the wage data yet. 
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Unemployment is still falling 
rapidly 
 
 
 

Though wage growth remains 
weak 

Chart 2: Labour market trends unchanged Chart 3: Unemployment falling fast 

  
Source: ONS. Source: ONS. 
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That being said, some of the factors that have taken the heat out of wage 
growth in recent years do finally seem to be dissipating. Principally, an end 
seems to be in sight to the surge in people seeking employment and the hours 
they are prepared to work. That additional competition for jobs probably 
kept wage growth low, and also contributed to weak productivity growth by 
encouraging firms to hire more workers rather than invest in more 
machinery. 

What has changed? Average hours worked have been stable for 12 months 
now. That both suggests that employees may increasingly be working the 
number of hours they want – underemployment is falling – and also bodes 
well for productivity growth, given that output seems to be still growing 
strongly. Ultimately it is stronger productivity that will deliver the better real 
wage increases that we hope for over the next year or two. 

The participation rate – the proportion of the population actively seeking, or 
in, employment – also seems to have topped out. Increasing numbers of 
older workers seeking, or staying in, jobs had been boosting participation, but 
that may be slowing. Finally, self-employment has been falling rather than 
rising in recent months. Those previous sharp rises in self-employment could 
have been disguising unemployment: there was no guarantee that the self-
employed were working many hours. Across a number of dimensions then, 
the labour market seems to be changing. Importantly though, the gains in 
employment persist. 

The shadow of the financial crisis still hangs over the labour market, of 
course. Wage growth is not going to improve rapidly, in part because workers 
are still worried about moving job to take advantage of better opportunities 
elsewhere. Nevertheless, the labour market is tightening; slack is falling. And 
a range of pay surveys are turning up gradually. However much 
underemployment there really is, that is also falling too. A tighter labour 
market will show up in stronger wage growth over time. 

The other main news this week was good for real wages and was one of the 
drivers of our delayed interest-rate hike call. Inflation fell to 1.2% in 
September, well below consensus expectations. Food and energy are 
weighing on price gains, although it was slipping core inflation that drove the 
decline on the month, as sterling’s previous rises fed through to cheaper 
import prices, particularly for computers and other audio-visual goods. 

The labour market is changing 
 
 
 
 
 
 

Average hours have stopped 
rising 
 
 
 
 

Self-employment growth has also 
stalled, which could be a good 
sign for labour market health 
 
 
 
 
 
 

A tighter labour market should 
show up in stronger wage growth 
over time 
 
 
 
 

Lower inflation is good news for 
real wages 

Chart 4: Wage growth still weak Chart 5: But labour market changing 

  

Single month data rather than three month average. Source: ONS. Source: ONS. 
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That surprise, along with oil prices falling sharply in recent weeks, means 
inflation is likely to run materially below our previous forecast. We expect 
inflation to trough at 1.0% in December 2014, so there is a good chance that 
BoE Governor Mark Carney will need to write a letter explaining why 
inflation has fallen more than 1ppt below the central bank’s 2% inflation 
target. With a supermarket price war seemingly underway and utility firms 
unlikely to change prices ahead of the general election, we look for well-
below-target inflation to persist through most of 2015. We have cut our 2015 
forecast to 1.5% from 1.7% previously. 

It is worth remembering, though, that these disinflationary pressures are 
mainly one-offs. Oil price falls will, unless they continue (which futures 
markets do not currently signal), drop out of the index this time next year.  
Similarly, food price falls will also drop out through next year, while sterling’s 
reversal over the past three months will cut the disinflationary effects from 
import prices. Hence we expect inflation to rise through 2015, reaching 1.7% 
by the end of the year. 

Importantly as well, these weaker inflation numbers will boost consumer 
spending power. We should not take that argument too far, as weaker oil 
prices reflect, in part, a weaker world outlook which will weigh on the UK. 
Nevertheless, cheaper food and petrol prices are good for consumers. 

These trends have important implications for the BoE’s next set of forecasts, 
which are due out in November. The deteriorating world outlook will weigh 
on the central bank’s growth projections. BoE Chief Economist Andy 
Haldane said in a speech today that he has become gloomier about the 
outlook. But the delayed rate hikes, sterling’s recent falls and oil prices 
dropping out of the inflation comparison in a year’s time could mean a lower 
starting point for the inflation forecast, but a steeper trajectory back to 2% 
thereafter. Overall the report is likely to be dovish, but perhaps not as dovish 
as the current rate of inflation and downside risks to growth suggest. 

Inflation will run materially 
below our previous forecasts 
 
 
 
 
 
 
 

Disinflationary pressures are 
mainly one-offs 
 
 
 
 
 

Cheaper food and petrol is good 
for consumers 
 
 

Next inflation report more 
dovish 
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Economic calendar 

Bank of England minutes, published 22 October 
The rate setter’s meeting in early October preceded the recent financial 
market sell-off, but it did follow the terrible German August data and they 
should have seen a pre-release of the sharp slowing in inflation. Their 
reaction to that news will be important for the UK interest rate outlook, and 
what we can expect from the November Inflation Report. We expect a 
dovish set of minutes, with rate setters noting that slower inflation raised the 
risks from potentially hiking rates early while developments overseas pointed 
to a sharper slowdown in UK growth than they had so far anticipated.  

 
 

 

Q3 GDP, published 24 October 
Sharply slowing Germany and world growth worries will weigh on the UK, 
but we expect a mild and short-lived soft-patch. With manufacturing already 
hurt by the Eurozone deterioration and construction hard data surprisingly 
weak despite a red hot PMI, we look for next week’s GDP figures to show a 
0.7% qoq expansion. The risks to our call are on the downside, as services 
may not stay quite as strong as we expect. We look for that sector to grow by 
a healthy 0.8% qoq. There are, so far, few signs that domestic spending is 
slowing sharply, which should mean growth troughs at 0.6% qoq in Q4 and 
picks back up next year as geopolitical tensions ease (see For now, a gentle 
slowdown, 10 October 2014). That being said, September retail sales – also 
published next week – will probably disappoint on weak fashion sales due to 
the warm weather. A bounceback will probably follow in October if the latest 
retail indications are anything to go by. 

 
GDP, Q3, % qoq 
Previous 0.9% 
Berenberg 0.7% 
Consensus 0.7% 

 

 
  Forecast Consensus Last 

Monday 20 October 
     

00:00 Rightmove house prices yoy Oct. 7.9% --- 7.9% 

Tuesday 21 October  
     

09:30 Public sector borrowing ex 
banking groups 

 Sept. £9.9bn £10.1bn £11.6bn 

09:30 Public sector borrowing  Sept. £9.0bn £9.4bn £10.9bn 

Wednesday 22 October  
     

09:30 Bank of England minutes  Oct. 0-7-2 --- 0-7-2 

Thursday 23 October  
     

09:30 Retail sales ex autos mom Sept. -0.4% 0.1% 0.2% 
09:30 Retail sales ex autos yoy Sept. 2.9% 3.5% 4.5% 
09:30 Retail sales mom Sept. -0.4% -0.2% 0.4% 
09:30 Retail sales yoy Sept. 2.5% 2.9% 3.9% 
09:30 BBA house purchase loans  Sept. 41.4k 41.5k 41.6k 

Friday 24 October  
     

09:30 GDP, preliminary qoq Q3 0.7% 0.7% 0.9% 
09:30 GDP, preliminary yoy Q3 3.0% 3.0% 3.2% 
09:30 Index of services mom Aug. 0.3% 0.3% 0.3% 
09:30 Index of services 3m/3m Aug. 0.9% 0.9% 1.0% 

http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&sb_userid=0&sb_eventid=0&doc_id=51071
http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&sb_userid=0&sb_eventid=0&doc_id=51071
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Disclaimer 
 
This document was compiled by the above mentioned authors of the economics department of Joh. 
Berenberg, Gossler & Co. KG (hereinafter referred to as “the Bank”),. The Bank has made any effort to 
carefully research and process all information. The information has been obtained from sources which we 
believe to be reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. 
However, we do not assume liability for the correctness and completeness of all information given. The 
provided information has not been checked by a third party, especially an independent auditing firm. We 
explicitly point to the stated date of preparation. The information given can become incorrect due to passage 
of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to 
indicate such changes and/or to publish an updated document. The forecasts contained in this document or 
other statements on rates of return, capital gains or other accession are the personal opinion of the author and 
we do not assume liability for the realisation of these. 
This document is only for information purposes. It does not constitute a financial analysis within the meaning 
of § 34b or § 31 Subs. 2 of the German Securities Trading Act (Wertpapierhandelsgesetz), no investment 
advice or recommendation to buy financial instruments. It does not replace consulting regarding legal, tax or 
financial matters. 
 
Remarks regarding foreign investors 
The preparation of this document is subject to regulation by German law. The distribution of this document 
in other jurisdictions may be restricted by law, and persons, into whose possession this document comes, 
should inform themselves about, and observe, any such restrictions. 
 
United Kingdom 
This document is meant exclusively for institutional investors and market professionals, but not for private 
customers. It is not for distribution to or the use of private investors or private customers. 
 

United States of America 
This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg 
Capital Markets LLC, an affiliate of the Bank and registered US broker-dealer, distributes this document to 
certain customers, Berenberg Capital Markets LLC does not provide input into its contents, nor does this 
document constitute research of Berenberg Capital Markets LLC. In addition, this document is meant 
exclusively for institutional investors and market professionals, but not for private customers. It is not for 
distribution to or the use of private investors or private customers. 
This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital 
Markets LLC (+1 617.292.8200), if you require additional information. 
 

Copyright 
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, 
copied, photocopied or duplicated in any form by any means or redistributed without the Bank’s prior written 
consent. 
 
© May 2013 Joh. Berenberg, Gossler & Co. KG  
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