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Tax cuts all round     
   

● Growth boost: Consumers and many UK firms should be happier after oil’s 
recent drop. Cheaper petrol frees up spending power for Christmas presents 
and cuts input costs. Along with declining food prices and lower mortgage 
costs driven by falling inflation, that should help UK growth recover its fizz. 

● Rules of thumb: Fixed taxes (petrol duty) account for about half the UK 
pump price, meaning oil price falls do not pass through one-for-one to petrol 
prices. Still, a 10% drop in oil prices takes about 0.1-0.2% off headline 
inflation within a couple of months, given petrol’s 3% weight in the inflation 
basket. Oil prices are down that much in the past two weeks. 

● Indirect inflation effects: High oil prices have in the past gone hand-in-
hand with escalating utility bills. The link is not direct, but many 
commodity prices have softened in recent months. Energy is also an input 
for other products, like food. Food accounts for 8% of the inflation basket, 
transport 3%, and catering nearly 9%. Electricity and gas are another 4%. 

● World growth: Eurozone and US consumers will welcome a big tax cut too. 
And the UK trades a lot more with the Eurozone and the US than the 
Middle-East. Lower inflation also means looser monetary policy, both here 
and abroad. Markets have cut forecasts for UK interest rates in two years 
by 70bp since August. That is feeding through to lower mortgage rates. 
Those global and domestic spill-overs could be large. The IMF estimated 
that a 20% oil price fall could boost world output directly by 0.5ppt after 
one year, an effect that could double if confidence rebounded too. 

● Consumption: As our chart shows, oil prices hurt consumers through 2009 
and 2010. Weaker inflation after 2012 helped retail spending take-off. 
Consumers could spend the majority of their gains from cheaper petrol. 
Just the direct inflation effects could add up to 0.5% to consumption. 

● Careful, UK is still a large oil producer: The North Sea means the UK may 
ultimately react a little differently to cheaper oil than other countries. Still, 
lower inflation helps many people who have a tendency to spend the money. 
Shareholders are probably less inclined to spend oil profits in the first place.  

● Optimistic on UK growth: Supply has driven part of the oil fall, so it could 
persist. In response to recent falls, we cut our 2015 UK inflation forecast by 
another 0.2ppt. We expect inflation to trough at 0.8% in December and to 
average 1.3% inflation in 2015. That welcome shot in the arm helps fuel our 
optimism. We have for months looked for growth to rebound in 2015 from 
the recent softer patch. Still, with inflation now likely to remain lower for 
longer, we shift our call for the first BoE rate hike to August 2015. 

Chart 1: Shot in the arm for UK economy 

 
Three-month average of retail sales growth. Source: Bloomberg, ONS. 

 

  Berenberg UK forecasts 

 2014201420142014    2015201520152015    

GDP 3.0% 2.9% 

Inflation 1.5% 1.3% 

U/e 6.2% 5.6% 

Fiscal deficit 4.9% 4.0% 

Next week’s key data 

(See p5 for more details) 

Autumn statement 

3 December 

For details, please see our preview, 

Osborne’s headache, published 21 

November. 

 

We expect Chancellor George 

Osborne to announce higher 

borrowing forecasts in the near term 

and possibly extra austerity, although 

he has some wiggle room on that. Mr 

Osborne will probably try to deflect 

attention with headline-grabbing, but 

fiscally-neutral, measures. 

Services PMI, Nov. 

Published 00:05, 28 November 

Previous 56.2 

Berenberg 55.5 

Consensus 56.5 

 

Increasing signs of uncertainty about 

world growth prospects spreading to 

the UK recently – the drop in services 

firms expectations for growth in last 

month’s PMI, for instance – means we 

expect a small decline. Still, the 2.5 

point PMI fall last month could have 

been partly related to financial market 

volatility and could therefore partly 

reverse. The risks to our call are to 

the upside. Even with the fall we 

expect, the PMI would not signal 

significant downside risks to our 

growth calls. Right now, we are 

watching the expectations 

component of the PMI more closely, 

to see if it picks up this month. 
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Rob Wood 

Chief UK Economist 

+44 20 3207 7822 
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This week: oil price boost, political shenanigans    

   

Falling oil prices have come at a good time for the UK. Slow Eurozone growth, and 
uncertainty about the outlook for the single currency area, along with domestic 
political uncertainty driven by rising support for the United Kingdom Independence 
Party (UKIP), seem to have conspired to weigh on business sentiment lately. 
Confidence still remains strong, and we are not talking about a dangerous slowdown. 
Still solid growth of 0.6% qoq for Q4 remains our call. In any case, that Eurozone 
slowdown should prove short-lived, with the latest leading indicators signalling some 
improvement in the pipeline. Along with the extra stimulus, we expect growth to pick 
up again next year. We remain fundamentally optimistic, forecasting 2.9% growth in 
2015 and 2016, both above consensus. 

Newly published details on the spending contributions to the recovery so far support 
those calls for stronger growth to follow a mild slowdown in Q4. Consumption 
growth has accelerated this year as households have gained in confidence and, more 
recently, as booming employment pushed up their total wage earnings. Households 
have made progress with deleveraging, particularly for consumer credit. Wage gains 
are also slowly beginning to improve. Indeed, total wage income rose faster than 
consumption in the third quarter. Rather than dipping into savings, consumers may 
have built them up a little. That bodes well for the sustainability of the recovery. 

The bad news in those detailed spending figures was that business investment fell 
0.7% in Q3, possibly reflecting uncertainty over the Eurozone, the Scottish 
referendum and maybe the outlook for the May general election. But smoothing 
through quarter to quarter volatility the recovery remains pretty well balanced (Chart 
2). Capital spending was up 6.5% yoy despite Q3’s small fall. Software investment was 
a key explanation for the weak quarter, which does not seem obviously related to 
uncertainty. And, in any case, the statistic’s offices first attempts at estimating 
spending get revised a lot, so the picture could change dramatically in the coming 
months.  

With consumers getting extra help from falling oil and food prices, we expect the 
recovery to regain some of its fizz next year. The recovery is not perfect, but there are 
still plenty of reasons to be optimistic. In amongst that optimism, the risk we watch 
very carefully is politics. We do not expect uncertainty from that arena to derail 
growth, but it seems to us that the May 2015 general election and the possibility of a 
referendum on Brexit by 2017 have the potential to harm what otherwise seems like 
an increasingly solid recovery. We need to keep a close eye on the tail risks. 

Chart 2: Consumption picking up, investment still strong 

 

Cons. = Consumption. Gov = government consumption and investment. Capex is business investment. Stocks 

refers to the contribution to growth from changes in stockbuilding (inventories). Source: ONS. 
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Election outlookElection outlookElection outlookElection outlook    

Tough times and widespread popular discontent over immigration and politicians in 
general has fuelled support for previously small political parties. UKIP has tapped 
into the zeitgeist most effectively, but the Green Party now sometimes polls as well as 
the Liberal Democrats. With the UK’s first-past-the-post electoral system, that falling 
support for the major parties significantly raises the chances of a hung parliament. 

One can read polls too literally. There is a trend away from major parties. It is 
matched across most of Europe. But tactical voting has also been common in the UK 
in the past. People switch back to a major party when they realise their vote would be 
wasted on a smaller party if it is unlikely to win in the constituency in question. 

It is simply impossible to know how many UKIP voters will switch back to the 
Conservatives because the UK has never been in this position before. One slim 
parallel was the early 1980s, when the Social Democratic Party and Liberal alliance 
were ahead of Margaret Thatcher in the polls for a while. But they lost support after 
the Falklands War. But only 18% of UKIP voters say they might change their mind by 
May. Demographically, they are quite different to typical Conservative support. 

The uncertainties are large. Although that is the point really. Regardless of the actual 
election outcome, it will be hard to predict. Firms know the uncertainties too. Our 
own view is that an outright majority (326 seats in the 650 seat parliament) is very 
unlikely for the Labour Party. Its leader, Ed Miliband, is highly unpopular even 
among many Labour supporters, opposition parties typically lose support in the 
election run-in (Chart 5), and Labour could lose many seats to the Scottish National 
Party. For the sake of argument, we see a 5% chance of a Labour majority and a 25% 
probability of a Conservative majority; the latter is a much higher chance than polls 
today, or forecasting models, would suggest. We do not hold our views on those 
probabilities with huge conviction. There is a lot of water left to flow under this 
bridge. Governments in the past have not generally gained much support running up 
to an election, but we put weight on the chance of some UKIP voters returning.  

That leaves around a 70% chance of a hung parliament. In that case, we expect the 
Conservatives to gain the most seats and therefore to have the chance to form a 
government. Much would depend on the precise electoral maths then. Would the 
Conservatives and Liberal Democrats together have enough seats (we see a 30% 
probability of that)? Can they form a coalition? The next most likely outcome then 
could be a Conservative minority government (10%), and finally a Labour coalition 
with one or more smaller parties (30%). Labour-Lib Dems-SNP is one possibility, 
though after the further devolution of powers to Scotland now agreed, it would be 
tricky to have a Westminster government propped up by Scottish Nationalists.  

Given the necessary austerity during the next parliament (see Osborne’s headache), 
the Conservatives’ commitment to a Brexit referendum and the likelihood that any 
government will have a thin majority, politics will be less stable after May. Markets 
could react, although the economy itself can cope with mild to moderate political 
uncertainty. It is the outside, unstable, outcomes we keep the closest eye on. 

   

Rising support for small parties 
raises the chances of a hung 
parliament 
 

 
Tactical voting will be very hard 
to predict 
 

 
Impossible to know how many 
UKIP voters will switch back to 
the Conservatives 
 
 

 
High uncertainty is the point 
 
 
 
 
 
 
 
 
 

 
 
75% chance of hung parliament 
 
 
 
 
 

 
 
 
Less stable politics need not 
derail the recovery, but watch 
the risk carefully 

Chart 4: UKIP gains make hung parliament likely Chart 5: Conservative majority looks unlikely 

  

Average of last eight polls, excluding the top and bottom most extreme. 

Source: UK Polling Report. 

Average of latest eight polls before date six months ahead of the election 

compared to the final result. Source: UK Polling Report. 
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Economic calendar    

   

Autumn statement on the public finances, 3 DecemberAutumn statement on the public finances, 3 DecemberAutumn statement on the public finances, 3 DecemberAutumn statement on the public finances, 3 December    

For more details see our preview, Osborne’s headache, published on 21 November. 

In short, Mr Osborne will likely have to announce higher borrowing forecasts and 
probably more austerity, although he will deflect attention from that with some 
headline grabbing, but probably fiscally neutral, measures. Leaked options so far 
have included extra infrastructure spending. It is hard to see where any real new 
money for that would come from. 

   
 

 

PMIs, published 1PMIs, published 1PMIs, published 1PMIs, published 1----3 December3 December3 December3 December    

UK momentum has slowed in sympathy with Eurozone travails. Ever since Putin 
stepped up his thinly veiled invasion of Ukraine in August, causing a sharp drop in 
Eurozone confidence, the internationally exposed UK manufacturing sector has been 
slowing too. Services and construction have held up well so far, but have nevertheless 
lost a bit of momentum. That shock abroad, rather than any huge domestic change, 
explains why we look for UK growth to slow to 0.6% qoq in the fourth quarter. 

That soft-patch has probably not run its course in the PMIs yet. While this month saw 
encouraging improvements in the German Ifo and ZEW indices, the Eurozone 
manufacturing PMI slipped a little and the UK index had bounced up 1.6 points last 
month. As a result we expect a slight decline in the manufacturing PMI this month. 
For construction, still fading housing market momentum should weigh a little on the 
PMI. 

The past couple of months have brought increasing signs that uncertainty over world 
growth prospects has spread a little to UK domestic demand. Service sector firms 
expectations for growth slipped in the last PMI and point to a small decline in the 
headline reading. That being said, the 2.4 point PMI fall last month could have been 
partly related to the uncertainty caused by financial market volatility through the 
month. The risks to our call for a fall in the PMI are to the upside.  

All-in-all then, we expect the PMIs to confirm out forecast for growth slowing a little 
in Q4, to 0.6% qoq. If order flows or expectations improve a little this month, it would 
add to our confidence that growth will improve again in the new year. 

   
Manufacturing PMI, Nov 
Previous 53.2 
Berenberg 52.6 
Consensus 53.0 

 
Construction PMI, Nov. 
Previous 60.5 
Berenberg 61.4 
Consensus 61.0 

 
Services PMI, Nov. 
Previous 56.2 
Berenberg 55.5 
Consensus 56.5 

 

 

      Forecast Consensus Last 

MondayMondayMondayMonday    1111    DecemberDecemberDecemberDecember         

09:30 Consumer credit mom Oct £1.0bn £1.0bn £0.9bn 
09:30 Mortgage lending mom Oct £1.7bn £1.8bn £1.8bn 
09:30 Mortgage approvals  Oct 58.6k 59.0k 61.3k 
09:30 Manufacturing PMI 3m/3m Nov 52.6 53.0 53.2 

TuesdayTuesdayTuesdayTuesday    2222    DecemberDecemberDecemberDecember    
     

09:30 Construction PMI  Nov 60.5 61.0 61.4 

Wednesday 3Wednesday 3Wednesday 3Wednesday 3    DecemberDecemberDecemberDecember    
     

 Autumn statement See our preview, Osborne’s headache, published 21 November 
09:30 Services PMI  Nov 55.5 56.5 56.2 

Thursday 4 DecemberThursday 4 DecemberThursday 4 DecemberThursday 4 December    
     

12:00 Bank of England rate   0.5% 0.5% 0.5% 

Sometime during the weekSometime during the weekSometime during the weekSometime during the week    
     

 Halifax house prices mom Nov 0.5% 0.3% -0.4% 

http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&sb_userid=0&sb_eventid=0&doc_id=51753
http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&sb_userid=0&sb_eventid=0&doc_id=51753
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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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