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UK INFLATION SHOULD REACH 1.0% BY YEAR-END 

Berenberg Macro Flash 

 
 CPI inflation, 

Oct 
Core CPI 
inflation, Oct 

Actual 1.3% 1.6% 
Previous 1.2% 1.5% 
Consensus 1.2% 1.6% 
Berenberg 1.3% 1.6% 
 
Inflation ticks-up, but should drop to 1.0% by December. Core and headline inflation rose one-tenth of a percent in 
October reversing some of September’s very sharp inflation decline as volatile air fares inflation rose and a sharp petrol 
price fall last year dropped out of the twelve month comparison. That was in-line with our forecasts. Headline inflation was 
a little ahead of consensus although it was a little below BoE expectations of 1.4%, potentially injecting some extra dov-
ishness into the already cooing rate setters in Threadneedle Street. It might seem odd that petrol price’s pushed up on infla-
tion in October given falling pump prices, but the costs of filling up the tank had fallen even faster last October. Those odd 
‘base effects’ will disappear over the next couple of months. So we expect further falls in petrol prices, along with utility 
companies keeping prices on hold, to drag inflation down to 1.0% by December. We expect inflation to trough at 1.0%, but 
there is a significant risk of it falling further. 
 
Weak inflation spooks the BoE. The central bank pinned its dovish stance in last week’s Inflation Report on troubles in 
the Eurozone, but low inflation provides a better explanation for the rapid change of heart since Carney’s Mansion House 
speech that laid the ground for a November rate hike (see our note ‘Perfect storm passes’, 14 November 2014). Core infla-
tion is not all that far from the central bank’s 2% target, but headline inflation is considerably below. With wage growth still 
weak, rate setters are focused on the potential for inflation to remain below the 2% inflation target for an extended time, a 
possibility they would find harder than usual to counter given interest rates are effectively at zero. Chief Economist Andy 
Haldane said yesterday that he was watching inflation expectations “like a dove”. Mark Carney pointed to significant defla-
tionary pressures coming from abroad. The central bank also faces little risk of inflation overshooting the target over the 
next year or so, which makes keeping rates looser to guard against downside risks – that Andy Haldane for one seems wor-
ried about – relatively painless for now. These arguments led us, about a month ago, to shift our call for the first rate hike 
back to June 2015 (see ‘Wait and see, BoE’ 17 October). 
 
Dovishness overdone. Low inflation, meagre wage gains and a dovish central bank mean rate hikes are off the table for the 
next six months. But the gloom about UK prospects – exemplified by David Cameron yesterday talking about the UK being 
unable to avoid the fall out from red warning lights flashing for the world economy – is overdone in our view. Slow Euro-
zone growth may weigh a little on the UK in the final few months of this year. We expect growth to slow to 0.6% qoq in 
Q4. But falling oil and food prices, and lower market interest rates, should give growth some of its fizz back over the subse-
quent quarters. Consumer confidence remains strong and wages are showing some signs of life. Soft Eurozone growth is 
mainly down to Germany, which remains fundamentally strong – as shown by solid consumption growth in the third quar-
ter in Germany – and should improve again next year. The sizeable improvement in ZEW survey expectations this morning 
is a good sign on that front. If inflation troughs around 1.0%, unemployment keeps falling, wage growth improves and UK 
growth perks up again next year, the BoE’s dovishness could quickly dissipate. The rapidly shifting central bank message 
over the past year highlights just how quickly Carney and company can shift as the data changes. 
 
Will Martin Weale and/ or Ian McCafferty change their vote in tomorrow’s minutes? On balance we expect both to 
have continued voting for rate hikes, but that is not a view we hold with enormous conviction. Both voters have put them-
selves in an odd position by advocating rate hikes even just a few weeks before the Inflation Report – in mid-October Mar-
tin Weale explained why he was ‘looking through’ low inflation – but then signing up to the BoE’s ‘best collective view’ that 
rates would not need to rise for another year and even if they did that inflation would not reach 2% until 2017. It is a con-
fusing state of affairs and one that hopefully the minutes can solve. Do they want to hike earlier than most rate setters, but 
then raise rates more gradually? Or do they believe interest rates just need to rise more than the consensus at the BoE? Or 
do they now believe the risks to growth and inflation (which have not risen since Weale’s mid-October speech) have in-
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creased, justifying a more dovish stance than they had previously staked out. Tomorrow’s minutes will be important for 
figuring out their stance. 
 
 
CPI UK, yoy 
 
 OCT SEP AUG JUL JUN MAY 

yoy 1.3% 1.2% 1.5% 1.6% 1.9% 1.5% 

       

 
Source: Office for National Statistics 
 
 

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.  

Joh. Berenberg, Gossler & Co. KG 

60 Threadneedle Street 

London EC2R 8HP 

Phone +44 20 3207 7878 

www.berenberg.com 

christian.schulz@berenberg.com 


