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Berenberg Macro Flash 

What a Christmas present. Thank you oil men of Dakota. Cheap oil, cheap food, and cheap money give us all the reasons 

we need to forecast continued strong UK growth and low inflation. We cannot know how permanent the fall in oil prices 

will prove to be but the further Brent falls, and the longer it stays low, the bigger the upside risks to our already above con-

sensus call for 2.9% UK growth in 2015 become. 

The pieces are falling into place again for the UK. We turned cautious on growth in July because Vladimir Putin stepped up 

his thinly veiled aggression in Ukraine. UK manufacturing suffered noticeable fall-out as Putin’s war undermined sentiment 

in core Europe, and the recovery lost a little momentum. If anything though, growth has held up a little better than we had 

expected. Manufacturing hard data out this morning will give us a better read on the fourth quarter, but soft data and con-

sumer indicators suggest still buoyant growth. 

OIL PRICES MEAN A BIG TAX CUT 

Now we can also add the huge news from oil prices. We had anyway expected UK growth to rebound next year, but sliding 

prices for the black gold gives us more confidence. The transmission is straightforward. Brent crude is 36% cheaper in ster-

ling than it was in June. That will, within two-to-three months, pull down petrol prices by a bit short of 15%. Of course, 

some of that effect is already in headline inflation, with petrol prices around 7% lower than in early-July. But there is still 

around half the effect to come. In sum, if oil prices stay where they are now they will be directly subtracting 0.6ppts from 

headline inflation by early next year. That could boost consumption by half a percent. 

The indirect effects are potentially much larger. Petrol accounts for just 3.7% of UK consumer spending and oil itself ac-

counts for less than half the pump price, which substantially limits the direct multiplier onto spending. But oil gets in all the 

cracks. It is a vital ingredient in, for example, industry, air fares, package holidays, food production, and even services like 

catering. Some companies will boost margins rather than cutting prices, but most of the oil price fall will eventually get 

passed through the supply chain. 

Utility bills could also add to the boost. They are more closely related to natural gas, rather than oil, prices in the UK. But 

many commodity prices have weakened in recent months. Either way, companies seem unlikely to raise gas and electricity 

prices this winter – and ahead of an election than may see the Labour party, bent on trying to control utilities prices, win 

power – which will take another 0.2ppts off inflation relative to earlier this year. All those boosts to consumer spending 

power will take longer to come through, but if oil prices remain low, then the half percent direct boost to consumption 

could well multiply up. 

With inflation low, the BoE will face little pressure to raise interest rates. Indeed, oil’s price slide means the market now 

expects the first BoE hike more than 12 months later than it did in the summer. The BoE signed up to dovish policy with 

its November inflation report. The rate setters are easing policy by the back door, significantly. Cheap money will add to the 

growth boost. 

Of course, there are downsides to cheap oil, particularly for an oil producing country like the UK. But let’s not exaggerate 

them. The UK has not been self-sufficient in oil since 2004, so lower oil prices improve the trade deficit. Oil and gas extrac-

tion has fallen 58% from its 1999 peak as the accessible North Sea deposits run out. The companies operating off the Scot-

tish coast are not wholly UK owned. In any case, Brits do not tend to spend very much of any equity wealth gains because 

most people hold shares indirectly via pension funds and do not regularly review their value. That is, of course, quite differ-

ent from the US. Turning to the government side, North Sea tax revenues accounted for just 0.7% of total UK government 

revenues in fiscal year 2013/14, so the fiscal hit from lower oil prices will be small.  

For the Scottish government, of course, lower oil prices seriously undermine the sums previously used to argue for inde-

pendence. They had based their arguments on oil prices remaining high and tax revenues from the North Sea actually in-

creasing, which even at the time was much more optimistic than almost all other forecasters. If oil tax revenues follow the 

latest Office for Budget Responsibility (OBR, the fiscal watchdog) forecasts, the Scottish government will be missing about 

£5bn of tax revenues it had been relying on to make its budget add up. That is about 7% of government spending in Scot-
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land, so it would have necessitated serious belt tightening north of the border had the Scottish referendum gone in favour of 

independence. Such is the cost of having an economy heavily reliant on one sector (as the UK found out when the market 

for financial services shrivelled after 2007). Notwithstanding Scottish National Party gains in the latest polls, these latest oil 

figures create real difficulty for anyone trying to make the case that Scotland could maintain – or even increase – govern-

ment services after independence. 

STILL STRONG SOFT DATA 

That is about the future boost from oil, but the UK is already showing some signs of passing the worst of the Putin induced 

slowdown. The PMI’s signal rapid growth in the dominant service sector and a resilient manufacturing sector riding the 

wave of strong domestic demand. This morning, the British Retail Consortium’s (BRC) measure of retail sales showed con-

sumers were out shopping again after some uncertainty and, probably more importantly, warm weather dented their spend-

ing in the early Autumn. Total sales rose 2.2% yoy in November, the strongest for four months and the fourth best reading 

this year. Those sales values need to be adjusted for falling shop prices, meaning the strong trend in sales volumes we have 

seen so far this year seems to continue. 

Consumers are probably picking up the pace into Christmas. That certainly fits with strong consumer confidence and rapid-

ly growing employment. What it also shows is that consumers are not some sort of Pavlov dog, responding to every bit of 

good or bad news on house prices by running to, or fleeing from, from the shops. The housing market has been slowing for 

months from the frenzy around the turn of the year yet there has been no perceptible impact on retail sales. 

A survey from Manpower, the recruiter, this morning also highlights continued strength in large firms’ hiring intentions. The 

PMIs point to rapid jobs growth too. Firms evidently retain a lot of confidence in the outlook. They will probably keep 

boosting capital investment as well as investment in jobs. The former has risen 6.3% over the past year. Contrary to popular 

perception, consumption growth has fallen short of overall output growth this year while debt continues to fall relative to 

income. That drag on growth from consumer deleveraging is probably over now. At least that’s what consumers are saying 

by raising their unsecured credit over the past 18 months. Households had held down their spending on credit cards for the 

eight years to 2013, reducing that expensive form of unsecured debt to its lowest share of income in 15 years. 

OUTLOOK IMPROVING 

Net/net, there are plenty of reasons to remain confident about the UK’s prospects. We had already expected growth to pick 

up pace a little into 2015. The additional stimulus now in the pipeline poses a nice upside risk to that. Of course, we need to 

watch the downside risks too, especially the political ones. Next May’s general election looks likely to produce an inconclu-

sive result. We put a 70% chance on a hung parliament, possibly with the need for a multi-party coalition: an outcome the 

UK has little experience in dealing with. That would no doubt produce some short-term financial market volatility, but 

provided the resulting coalition did not include UKIP (very unlikely) or the Scottish Nationalists (a greater probability), then 

we should see just mild, rather than severe, political uncertainty. For now, those political risks stop us projecting a serious 

acceleration in growth next year.  
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