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Deleveraging will not hold back UK recovery 
   

● Debt still rising: McKinsey this week updated its debt analysis, reporting 
that every industrialised country has more debt than in 2007. Should that 
be worrying from a UK perspective?  

● There was a time when private deleveraging formed an important part of 

the UK economic story: In 2009, faced with house prices falling and 
unemployment rocketing, households hunkered down, saved more and 
stopped taking on debt. 

● But not anymore: The UK private sector has completed considerable 
deleveraging since the financial crisis. Private non-financial debt has fallen 
to its lowest share of GDP since 2004. For firms that ratio has now reached 
its lowest since 2000. Importantly, there are signs that the long period of 
deleveraging has ended, with those debt ratios stabilising. 

● Does debt pose an existential risk? Less debt means less risk for the 
economy. Debt can magnify consumers’ and firms’ reaction to recessions, 
especially if over-optimistic views of future income justified their debt 
build-up. But debt is useful too, and focusing only on how much someone 
owes ignores the other side of their balance sheet. Housing equity and 
households’ net wealth have increased since 2007. 

● Houses, houses, houses: Around 85% of household debt is secured on 
houses. They are expensive because the UK’s tight planning laws deter 
building, especially where people want to live. Unless the government 
changes those laws, which is unlikely given the vested interests, houses 
will remain expensive in the UK and buyers will need to borrow more than 
otherwise to live in those houses. To consider 1990s debt ratios, or ratios 
from even earlier, as some sort of norm is mistaken. 

● Households have pared back their unsecured debt significantly since the 

crisis (see Perfect storm passes, 14 November 2014). Credit card debt is the 
lowest for about 15 years. That those debt flows are now increasing shows 
that the pessimism that pervaded the past seven years is ending. 

● Government has soothed the downturn, as it should have done: Despite 
Chancellor George Osborne’s fearsome austerity rhetoric, he paused 
austerity and government debt has risen sharply as the state filled the hole 
left by private demand. That is a sensible strategy – even if it was 
accidental – provided the help from government does not go on 
indefinitely. Trying to stop government debt rising while the private sector 
retrenches would have been a recipe for depression. Government debt to 
output is close to peaking out now growth has returned. Austerity will 
weigh on growth over the coming years, and the economy will be more at 
risk in the meantime because of those debt levels. But at least the private 
sector is closer to normality. 

Chart 1: Private debt burden back to 2004 position 

 
Source: ONS. 

 

  Berenberg UK forecasts 

 2015201520152015    2012012012016666    

GDP 3.2% 3.0% 

Inflation 0.3% 1.6% 

U/e 5.3% 4.8% 

Fiscal deficit 4.1% 3.0% 

Next week’s key data 

(See p4 for more details) 
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Inflation Report please see p2.Inflation Report please see p2.Inflation Report please see p2.Inflation Report please see p2.    

Industrial output, mom, 

December 

Published 09:30, 10 February 

Previous -0.1% 

Berenberg -0.3% 

Consensus -0.2% 

 

Manufacturing dances to an 

international drum beat, so signs of an 

upturn across the Channel, with 

German manufacturing output rising 

in December, should help the sector 

find its feet again in the UK in 2015. 

Still, after a strong 0.7% mom gain in 

November, and with the statistics 

office estimating a sharp decline in 

North Sea output in December, we 

pencil in a fall for December. That 

should bounce back in January. 

RICS housing survey, January 

Published 09:30, 12 February 

Previous 12 

Berenberg 11 

Consensus 12 

 

Increasing signs of stabilisation in the 

housing market, from December’s 

uptick in mortgage approvals, through 

last month’s improvement in the RICS 

price expectations balance to 

Halifax’s reporting of a 2.0% mom 

price rise in January, there has been 

plenty of encouraging news. Now the 

newspapers are full of talk about a 

mortgage price war. There is a decent 

chance then that the RICS survey will 

improve in January for the first time 

in nine months. 

6 February 2015 
Rob Wood 

Chief UK Economist 

+44 20 3207 7822 

rob.wood@berenberg.com 
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Inflation Report preview    

   

In the three months since the Bank of England (BoE) published its previous forecast, 
markets’ expectations for interest rates have fallen dramatically again (Chart 2), the 
oil price has collapsed and the ECB has launched a larger-than-expected quantitative 
easing programme. Not just short rates have fallen, but longer rates too. Put simply, 
there is tonnes of extra stimulus in the pipeline which should, all else being equal, 
mean the BoE raises its medium-term growth and inflation forecasts when it 
publishes an update on Thursday 12 February. Or, in other words, markets seem to be 
priced on the assumption that low inflation today means low inflation forever. But 
the BoE will argue that low inflation today is just temporary. 

All other things are not equal of course. Greece is flirting with an accidental exit from 
the Eurozone, and there are ongoing worries about China. Still, it is hard in our view 
to collect together enough negative news to offset the extra stimulus in the pipeline. 
Last time out, BoE Governor Mark Carney slashed his Eurozone forecasts to justify 
why much lower interest rates would not boost the outlook. That trick will be harder 
to repeat for a second time, especially as other bodies – like the EU Commission – are 
raising their forecasts. And the news from abroad has not been all bad, with the US 
reporting very strong Q3 growth. Business surveys seem to have troughed. 

The question we would pose then is: can the BoE possibly be as dovish as markets 
expect? The amount of stimulus now in the pipeline means that rate setters cannot 
say they have no plans to ever raise rates again. In our view, the market has gone too 
far in pushing back the timing of rate hikes.  

Cheaper oil means the central bankers will have to slash their inflation forecast for 
the next year. We expect them to cut their Q4 2015 modal inflation forecast to 0.6% 
from 1.4% previously. The more interesting question is what they do about the 
medium term. 

Given likely extremely low inflation for the rest of this year – assuming oil prices 
follow the future’s curve, which is obviously not guaranteed – Mark Carney will no 
doubt make plenty of cooing noises in next week’s press conference to explain the 
central bank’s new quarterly forecasts. He will want to avoid moving markets a lot, 
will warn of the potential risks of low inflation becoming locked into expectations, 
and will surely emphasise that rate setters are determined to return inflation to 
target, and have all the tools they need to do that. They may add downside risks to 
their inflation forecast to reflect the worries, and Carney will probably focus on the 
potential trouble caused by Greece. 

But Chart 3 shows what the BoE forecast for inflation was in its November Inflation 
Report on the assumption that interest rates were held constant at 0.5% for the next 
three years. Markets have moved about half-way there. Now, that scenario required 
the BoE to make a strong assumption that it may back away from now. But still, it 
gives a sense of the degree of stimulus that has been added since November. 

   

Chart 2: Almost no rate hikes ever says the market Chart 3: Fewer rate hikes meant higher inflation 

  

Overnight interest rate swap curve. Source: BoE. 
November Inflation Report forecasts under the assumption that interest rates 

follow the market path, or stay constant for three years. Source: BoE 
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Of course a potential Grexit accident represents a tail risk. But the BoE cannot include 
that in its central forecast, which shows the single most likely path for inflation. 
Indeed, the BoE excluded the worst possible outcomes of the 2012 euro crisis from its 
fan charts entirely. In any case, market moves since Syriza grabbed power in Greece 
show that the Eurozone’s contagion controls are stronger now than back in 2012. 

Underneath all the hand-wringing should also be some good news. Extra stimulus 
should boost growth, and the medium-term inflation picture may be slightly firmer 
than the central bank has previously assumed. A cut in petrol prices today depresses 
inflation for only 12 months. In other words, the BoE will have to project a rapid 
inflation rise between November 2015 and February 2016, assuming oil prices follow 
the futures curve, which is standard BoE practice. After that, the extra stimulus 
would, by itself, raise the BoE’s medium-term growth and inflation forecasts. The 
same might be said of average earnings rising faster than the central bankers had 
factored in. 

If Mark Carney’s words are sufficiently downbeat perhaps the numbers the BoE 
publishes will not matter very much, as seemed to be the case last May for instance. 
He will want to avoid any unsettling talk for some months yet. Better to get some 
extra stimulus in the bag now to guard against the downside risks to inflation. But 
still, we believe markets have pushed out the timing of the first rate hike too far, and 
the BoE may next week give them a little reminder that the UK outlook is not all 
doom and gloom. Britain has generated decent, if unspectacular, nominal growth 
over the past few years and a deflationary spiral is an unlikely tail event. All that adds 
up to the potential to wrong foot markets a little next week. Indeed, three of the rate 
setters at the BoE probably will not want to sign up to the market profile for interest 
rates (Weale, McCafferty and Forbes).  

We look for the BoE to raise its 2015 and 2016 growth forecasts on the extra stimulus. 
We also look for them to publish a forecast for inflation at least reaching 2% by the 
three year horizon and probably quarter or two before that too.  

Crying wolf 

An interesting aside to this revolves around the BoE’s past communication mistakes. 
Mark Carney has flip-flopped a number of times. First when forward guidance 
quickly became obsolete, then with a downbeat press conference last May that was 
followed by Mansion-House-Gate, which jolted market yields up. Then a dovish 
August Inflation Report pushed the other way. In Davos Carney reportedly used 
words suggesting the market had gone too far in assuming no rate hikes, but the 
BoE’s minutes worry about how low inflation could become locked into the system. 

Part of the difficulty with judging what the BoE will do in this Inflation Report 
revolves around that previous communication. The observable data moves since 
November point firmly in the direction of stronger growth and higher medium-term 
inflation. Yes inflation expectations have slipped a bit, but they hardly pose a threat to 
returning inflation to the 2% target. 

Still it is tricky to know whether the BoE will follow that. We argued last year 
(Credibility questions: Mark Carney’s first year, published 1 July 2014) that “flip 
flopping on policy comes with a cost though: navigating the way out of ultra-low 
interest rates will be more difficult now as markets may not believe the BoE’s 
statements. The ultimate result of the miscommunication may be extra volatility.” 
That seems apt now. 

   

http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&sb_userid=0&sb_eventid=0&doc_id=49637
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Economic calendar    

   

Industrial outputIndustrial outputIndustrial outputIndustrial output, , , , DecemberDecemberDecemberDecember, , , , published 10published 10published 10published 10    FebruaryFebruaryFebruaryFebruary    

Manufacturing dances to an international drum beat not a domestic one, so we need 
to look abroad for the likely direction of UK industry. The UK lost a bit of steam 
through last year mainly as manufacturing growth slowed in response to Putin’s war 
in Ukraine raising caution among European firms, which reverberated down the 
international supply chain. Those trends on the continent began reversing at the end 
of last year, with the German Ifo, for instance, rising and Eurozone economic 
confidence and PMIs grinding upwards. December’s industrial readings should 
nevertheless be downbeat, in part as manufacturing corrects a little after November’s 
0.7% mom rise and as North Sea oil extraction reportedly fell in December. That 
erratic decline should be replaced by rising output again through Q1, helping GDP 
accelerate to 0.8% qoq in Q1. 

   
Industrial output, mom, 
December 
Previous -0.1% 
Berenberg -0.3% 
Consensus -0.2% 
 
 

 

RICS housing surveyRICS housing surveyRICS housing surveyRICS housing survey,,,,    January, published 12 FebruaryJanuary, published 12 FebruaryJanuary, published 12 FebruaryJanuary, published 12 February    

Increasing signs of stabilisation, and sometimes improvement, in the housing market 
around the turn of the year mean the RICS survey could rise in January for the first 
time in nine months. Halifax reported strong price inflation in January, while price 
expectations rose in last month’s RICS survey. Last month’s reading of 10 is still 
consistent with house price inflation in excess of 5% yoy, which is our forecast for 
2015 as a whole. We have already had nearly half that with Halifax’s 2% mom rise in 
January. 

   
RICS housing survey, January 
Previous 11 
Berenberg 12 
Consensus 12 

 

 

      Forecast Consensus Last 

TuesdayTuesdayTuesdayTuesday    10101010    FebruaryFebruaryFebruaryFebruary    
     

09:30 Industrial output mom Dec -0.3% -0.2% -0.1% 
09:30 Industrial output yoy Dec 0.4% 0.5% 1.1% 
09:30 Manufacturing output mom Dec -0.1% -0.1% 0.7% 
09:30 Manufacturing output yoy Dec 2.0% 2.0% 2.7% 

Thursday 12 FebruaryThursday 12 FebruaryThursday 12 FebruaryThursday 12 February    

     

09:30 RICS Housing Survey  Jan 12 12 11 

Friday 13 FebruaryFriday 13 FebruaryFriday 13 FebruaryFriday 13 February    

     

09:30 Construction output mom Dec 2.4% 2.7% -2.0% 
09:30 Construction output yoy Dec 5.6% 5.5% 3.6% 



UK Economics update 

Economics 
 

 

5 

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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