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UK: CONSUMERS GET BOOST FROM LOW INFLATION 

Berenberg Macro Flash 

 
 CPI inflation, 

Nov 
Core CPI 
inflation, Nov 

Actual 1.0% 1.2% 
Previous 1.3% 1.5% 
Consensus 1.2% 1.5% 
Berenberg 1.1% 1.5% 
 
Nice boost to UK consumers spending power. Inflation fell more than consensus expected in November, to 1.0% from 
1.3% in October. Falls in food, petrol and imported goods prices all contributed noticeably, as did volatile air fares. That is 
great news for consumers whose spending power is getting a sizeable boost in the run-up to Christmas, an effect that should 
put some of the fizz back in UK growth next year. We expect inflation to slip below 1% next month and stay very low for 
most of next year, helping UK growth reach 3.0% for 2015 as a whole.  
 
More to come from oil prices. The latest inflation data were collected around 11th November. Petrol prices have already 
fallen nearly 2.5% since then and the oil price rout over the past two to three weeks will pull pump prices down even fur-
ther. Utility bills will also detract 0.2ppts from the inflation rate next month as last year’s price hikes drop out of the annual 
comparison. All-in-all, Britain is looking at another chunky fall in inflation next month. Beyond that, a lot hinges on whether 
oil prices stay where they are or not. If they do, or even fall further, then BoE Governor Mark Carney will have to write 
more than one letter to the Chancellor explaining why inflation is below 1%.  
 
Low inflation is good news. The story would be different if inflation’s slide in recent months were domestically generated, 
but it is mostly coming from abroad. Of course, domestic pressures are very subdued, but almost all of the inflation fall 
since June is in goods prices, meaning that sterling’s previous rrise is pulling down on prices of imported TVs while the 
supermarket price war has pulled down food prices. In other words, low inflation in part represents a serious boost to con-
sumers spending power. For users of energy, the oil price rout is the equivalent to a huge tax cut. In fact, it’s even better 
than that. The cut will not show up, for the most part, in bigger deficits and debt for the government. Instead, Russia and 
other producing countries will have to foot the bill. Lower oil prices, and imported inflation in general, should put the fizz 
back in the UK’s recovery next year. 
 
Inflation will keep the BoE dovish. With inflation well below the central bank’s 2% target and likely to remain so, rate 
setters will be able to keep interest rates low for longer. In principle they should ignore inflation ups and downs driven by 
oil or import prices because they are outside rate setters’ control, and their effect will drop out of the inflation measure after 
a year. But that calculus is a little different when interest rates are stuck close to zero, because the central bank would find it 
harder than normal to react to the risk that consumers will begin believing low inflation will continue. In our view, that risk 
is generally overplayed in popular discussion. The UK is not renowned as a low inflation economy, there is little evidence 
that households’ views affected their wage demands over the past few years so the risk is probably small now, and the BoE 
has already effectively eased policy significantly. Markets now expect the first rate hike to come at least 12 months later than 
they did in June, a view that the central bank encouraged with its November inflation report. So the risk from low inflation 
getting factored into household’s views seems low and the central bank has anyway reacted to the risk by effectively loosen-
ing policy. We, therefore, take an optimistic view. Cheap oil, cheaper food and cheap money give us all the reasons we need 
to expect the recovery to pick-up pace next year. We look for the first BoE rate hike next November. 
 
 
CPI UK, yoy 
 
 NOV OCT SEP AUG JUL JUN 

yoy 1.0% 1.3% 1.2% 1.5% 1.6% 1.9% 
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Source: Office for National Statistics 
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