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UK inflation outlook warrants early BoE hike�
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�� We expect the rate of inflation to increase to 1.3% in 2016. We expect UK inflation 

to increase to 1.3% in 2016. Diminishing transitory factors alongside building 
domestic cost pressures will raise inflation from its current rate of -0.1% to around 
1.9% by the end of 2016. In H1 2016, headline inflation will catch up with the core 
rate as the lagged effects of temporary factors wash out it. In the second half of the 
year, it will approach its target rate, reflecting tighter domestic conditions. 

�� Temporary factors are hiding moderate growth in underlying inflation. The 
combined effect of falling oil and food prices and sterling appreciation since 2014 
has brought the UK inflation rate to around zero during 2015. But these factors are 
transitory. Estimates of core inflation indicate a stronger presence of underlying 
inflationary pressure. Indeed, it is likely that the common measures of core 
inflation are lower than they otherwise would be in the absence of these transitory 
factors. Domestically-driven underlying inflationary pressure is therefore, in our 
view, likely to be a few tenths of a percentage point higher than common measures 
would suggest.   

�� Low inflation is boosting the UK economy. Low inflation is underpinning a pace 
of real wages growth that is consistent will full employment, despite spare capacity 
in the labour market. The drivers of falling oil and food prices are supply-side and 
do not reflect weak domestic demand. The strong sterling reflects positive market 
sentiment about the UK economy and raises sterling purchasing power, a boost for 
UK households. There is also evidence to suggest that inflation is in part subdued 
by some weakness in underlying cost pressures, but there is evidence that is 
picking up due to firmer labour market conditions.  

�� Waiting too long to hike could make “gradual tightening” challenging if 
inflation overshoots. The risks to the economy and inflation of beginning the rate 
hike cycle sooner rather than later are low. Given the need for a gradual pace of 
tightening, an early start will be necessary to negate the risk that underlying price 
pressures accumulate more rapidly than desired. This scenario might require more 
aggressive hikes to control and would risk destabilising the economy.    
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Effects of oil price volatility on inflation post-2007  

Since 2007, there have been significant swings in the price of oil, and with little doubt oil 
price volatility caused most of the inflation volatility during this period. As Chart 1 shows, 
in 2008 and in 2011 when headline inflation exceeded 5% yoy, this coincided with oil prices 
reaching unprecedented highs of $120+ per barrel (Chart 2). The factors driving the price of 
oil were rarely predictable using the standard tools of economists and analysts. Therefore, 
the biggest risk to the inflation outlook – given the precedent of the last few years – is 
further unexpected large swings in the price of oil. 

Chart 1: Core and headline inflChart 1: Core and headline inflChart 1: Core and headline inflChart 1: Core and headline inflation versus the BoEation versus the BoEation versus the BoEation versus the BoE    target target target target     Chart 2: Chart 2: Chart 2: Chart 2: Crude oil, Brent, USD/bCrude oil, Brent, USD/bCrude oil, Brent, USD/bCrude oil, Brent, USD/barrelarrelarrelarrel    

  
Source: ONS, % yoy  Source: World Bank 

Leading up to 2008, oil prices rose on the back of dollar weakness, trouble between Israel 
and Iran and rising tensions in eastern Turkey. By the summer of 2008, Brent crude prices 
were up above $140 per barrel, pushing inflation towards 5% yoy. Shortly thereafter, dollar 
appreciation, in conjunction with the lifting of a US ban on offshore drilling, easing 
tensions in the Middle East and weakening European demand sent the barrel price falling 
by more than 75% to $40 by winter 2008/09. This proved to be only temporary. These 
downward pressures eased and oil prices began to rise sharply again through 2010/11. 

Enter US shale – ending three years of +$100 oil  

Between 2010 and 2014, the price of oil remained high. Within a $15 range, the price of a 
barrel of Brent crude was around $100. It led at first to a sharp rise and then stable but high 
factory gate prices, consumer energy and fuel costs. This caused similar behaviour in 
inflation; a sharp increase that peaked at 5% in 2011 before diminishing thereafter. During 
this period, the US shale industry grew significantly. Between 2008 and 2014, production 
of US shale oil nearly doubled. Canadian production also increased sharply. In addition, 
OPEC, which had in the past tended to limit the pace of extraction in order to preserve 
higher prices went against its own precedent and maintained the pace of extraction in 
order to preserve market share and price the new entrants, mainly shale producers, out of 
the market. This led to the global oversupply of oil and the sharp fall in prices since late 
2014. From $106 per barrel in June 2014, prices effectively halved in less than six months. At 
the time of this report, the price of a barrel of Brent crude is around $45.  

Looking ahead, expect stable to modest rise in prices 

Given the controlled slowdown in China, weakness in emerging markets and a modest 
pace of expansion in the developed world, oil demand is likely to grow only moderately 
over the medium term, even if the price of oil remains at current lows. Likewise, the 
biggest producers (OPEC, Russia and the US) are unlikely to slow production enough for 
the current supply glut to end until mid-2016 which will weigh on prices. Indeed, although 
many US shale producers have been hurt badly, a core have managed to stay afloat despite 
low prices. This suggests that some at least have found ways to continue to extract at 
profitable rates.  

Oil prices are now broadly in line with long-term trends and Saudi producers have 
announced that OPEC will try to work with non-OPEC and OPEC producers to try to 
stabilise prices. Altogether this points to a likely outlook of stable or very modest rises in 
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the price of oil. In line with this, futures prices suggest that Brent crude will rise only a little 
to $52 per barrel by December 2016. For the purpose of our forecasts, we have adopted this 
call. Looking forward therefore, the size of the annual declines in the price of oil will 
gradually shrink and have less of an impact on inflation heading into 2016. That said, the 
nature of the oil market is that it is often moved the most by largely unpredictable events 
such as the breakout of new, or the intensification of existing troubles in the Middle East. 
Such eventualities present the primary risk to this outlook on the oil price and in turn on 
inflation. 

Causes of inflation weakness: declining food and oil prices, weak 

growth of labour costs and sterling appreciation 

Consumer price inflation has been close to zero throughout 2015. Many of the factors 
causing the departure of inflation from its 2% target rate are transitory and our view is that 
they will dissipate over the course of 2016. As Chart 1 shows, core prices, which remove the 
more volatile components such as food and energy, have found a floor at around 1.0% even 
as the headline rate dropped below zero. Moreover, given that there have been multiple 
strong, albeit temporary factors affecting inflation over an extended period, it is likely that 
the standard measure of core inflation reflects some second-round effects of these 
transitory factors. Where we have attempted to extract these effects and recalculate core 
inflation, it tends to be a few tenths of a percentage point higher than the standard 
measure, indicating a stronger presence of inflationary pressure than the preferred 
measure of the core rate of 1.1% suggests.  

The key drivers of low headline and core inflation are as follows:  

�� falling fuel/energy costs and falling factory gate prices – from falling oil prices; 

�� strong competition for market share in the supermarket sector – driving down food 
prices;  

�� sterling appreciation – leading to imported disinflation; 

�� Excess labour market slack holding down growth in unit labour costs – weakening 
domestic cost pressures.�

The following section looks at these factors independently before bringing them together 
in order to form of view of the likely future path of inflation. 

Falling oil and food prices – a boost for households 

The UK is a net importer of oil. In 2014, the UK imported 1.63x more crude oil than it 
exported. When oil prices go down, the UK benefits, as the income that is normally sent to 
mainly foreign producers to pay for oil remains on the balance sheets of households and 
businesses in the UK, freeing up income to spend on other things. In developed world 
economies such as the UK, oil is typically price inelastic. This means that demand for oil 
will increase when the price falls, but by less than the fall in price – and according to the 
IEA (International Energy Agency), for economies like the UK, oil is more inelastic in the 
short run than it is in the long-run.  
 

Chart 3: Falling oil and supermarket wars Chart 3: Falling oil and supermarket wars Chart 3: Falling oil and supermarket wars Chart 3: Falling oil and supermarket wars     

 
Source: ONS; October data – ppt contribution to monthly headline CPI 
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Given these estimates of elasticity, one would expect only a marginal increase in demand 
for oil even though the barrel price nearly halved, with the primary effect that households 
simply pay a lower price for the amount of oil that they already prefer to consume. In fact, 
data suggest that despite falling prices, recently oil imports to the UK have actually fallen. 
And there is evidence that UK households are spending at least some of the windfall from 
cheaper oil. Since H2 2014, retail sales have grown at an average rate of over 4% yoy, 
significantly above the pre-2008 long-run trend rate of 3.4%. 

Manufacturers are also passing on cost savings from cheaper oil. There is a strong 
relationship between factory prices and the headline inflation rate. When the price of a 
barrel of oil changes this tends to feed through to manufacturing input costs via the price 
of petroleum products. Chart 4 shows that in the UK, changes in manufacturing input costs 
are typically passed onto consumers. Latest data from the ONS (Office of National 
Statistics) show that input prices declined by 12.1% yoy in October. The same data show 
that output prices fell by 1.3% yoy. Indeed, the largest contribution to the decline came from 
falling petroleum products (-17.4%), as crude oil prices declined by 40% yoy over the 
month.  

In addition to oil, food prices have fallen too. The expansion of the budget supermarket 
chains Aldi and Lidl is eroding the market share of the big supermarket chains Tesco, Asda, 
Morrisons and Sainsbury’s. This has drawn the sector into a price war in order to protect 
market share and compete with the low-cost brands. The BRC (British Retail Consortium) 
reported in October that the food component of its shop price index had declined in eight 
out of the last 10 months, and that it expects falling prices to persist into next spring. As 
Chart 3 shows, together, transport costs and food are falling by about as much as all other 
components – recreation and culture aside – are growing. The chart shows data for 
October, when headline inflation declined by 0.1% yoy. This breakdown has been typical 
throughout the whole of 2015. For transport costs, the fuel component has fallen at double-
digit rates since February 2015 and for the food component, the prices of common items 
such as bread and milk have fallen on average by more than 3% yoy throughout 2015.    

Chart 4: Factory prices to inflationChart 4: Factory prices to inflationChart 4: Factory prices to inflationChart 4: Factory prices to inflation    Chart 5Chart 5Chart 5Chart 5: Sterling strength and: Sterling strength and: Sterling strength and: Sterling strength and    ininininflationflationflationflation    

  
Source: ONS, % yoy Source: ONS, % yoy. Sterling (rhs) inverted 

Strong appreciation and imported disinflation 

Another factor weighing heavily on inflation is the appreciation of sterling since 2013. This 
occurred in conjunction with weaker inflation in the UK’s key trading partners. To a certain 
extent, the latter reflects the same factors affecting inflation in the UK, ie low oil prices. 
Nonetheless, the combined effect of these forces means that the prices at which the UK is 
importing goods and services from abroad are declining. The availability of cheaper 
imports will lead to a worsening of the UK’s trade balance since the price elasticity of 
overall imports is greater than one. However, for the consumer, strong sterling offers a 
significant upside. It raises the purchasing power of UK households by lowering import 
prices in sterling terms. But due to this, the UK has been importing disinflation from 
abroad, and where imports increase as a result of lower costs, as they have in the UK, this 
increases the impact on headline inflation.  

Since inflation fell from its peak in 2011, the sterling effective exchange rate (sterling 
against a weighted basket of currencies) appreciated by 15% (Chart 5). The sterling 
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appreciation is due to, among other factors, the relative strength of the UK economy 
compared to the rest of the developed world and in turn the expectation that the Bank of 
England (BoE) is likely to begin to raise the policy rate soon. The resulting falls in import 
prices have exacerbated the declines in headline inflation. In addition, a strong sterling – 
unlike lower oil and food prices – can have large effects on core inflation. It is partly 
because of the effects of imported disinflation that it is so difficult to ascertain the rate at 
which underlying domestic inflation pressures are building. It is likely that the temporary 
effects of a strong sterling alongside low food and oil prices are the reasons behind around 
two-thirds of inflation’s deviation from its 2% target rate. This is based on the view that, if 
temporary effects on inflation were removed, one would expect the headline and core rates 
to be broadly in line. It follows, then, that the core would also be a few tenths of a 
percentage point higher than its current rate of 1.1%.    

Growth in unit labour costs have been modest due to a high degree of labour 
market flexibility 

Labour costs, which underpin underlying inflationary pressure, have been considerably 
weaker since the crisis. In the 10 years to 2007, unit labour costs (ULCs) rose at an average 
rate of 3.0% per annum. Since 2010, ULCs have increased on average by just 0.5% per year 
(Chart 6). This slower pace of growth is the product of spare capacity in the labour market. 
The UK’s labour market is highly flexible, so, when unemployment is above its equilibrium 
rate, competition by workers for jobs tends to drive wage inflation and labour costs down. 
While this may not be good for the individual worker, the response of declining real wages 
to high unemployment is desirable during an economic recovery since it helps to raise 
demand for labour and reduce the unemployment rate.  

Chart 7 shows that following the sharp rise in unemployment and high inflation after 2009, 
real wages declined by as much as 4% yoy in real terms in the years that followed. Real 
wages continued to decline until 2014. Only recently, as the unemployment rate 
approaches its equilibrium rate (c5.0%) have labour costs and real wages started to 
increase. It should be noted that following the sharp rise in unemployment and high 
inflation after 2009, real wages declined by as much as 4% yoy in real terms in the years 
that followed. Real wages continued to decline until 2014.   

Chart 6: Weak domestic cost pressureChart 6: Weak domestic cost pressureChart 6: Weak domestic cost pressureChart 6: Weak domestic cost pressure    Chart 7: Unemployment and real wagesChart 7: Unemployment and real wagesChart 7: Unemployment and real wagesChart 7: Unemployment and real wages    

  
Source: ONS, % yoy Source: ONS, Berenberg calculations. Real earnings % yoy. Unemployment % 

labour force 

The weakness in ULCs and real wages is reflective of the general picture of domestic cost 
pressures post-Lehman. The combined effect of excess productive capacity and labour 
market slack has weakened underlying inflationary pressures. Even now, the UK still has 
an output gap of between 0.5-1.0% of GDP and an unemployment gap of around 0.3% of 
GDP. It is likely that this weakness in domestic cost pressures, and spare capacity in the 
factors that drive it, explains the remaining third of the deviation of inflation from target.  

More recently, ULCs have begun to pick up at faster rates along with real wages as the 
labour market approaches full employment. In the four quarters to 2015, Q2 ULCs grew by 
an average rate of 1.8% yoy. This rise reflects labour costs per hour growing at a faster rate 
than growth in productivity. Looking ahead, growth in ULCs will be determined by the 
extent to which firms are able to offset rising labour costs - from tighter labour market 
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conditions - through gains in productivity. In any case, over time, ULCs tend to increase 
and the extent to which such increases translate into inflationary pressure depends on the 
capacity of businesses to pass these costs onto consumers. Although these costs have been 
weaker since the crisis, the causes are known. What is more, there is little evidence to 
suggest that – given the pace of growth in domestic demand as indicated by above trend 
rates of growth in retail sales and the like – firms would be less able to pass on rising costs 
to consumers than before the crisis.  

The inflation outlook 

How inflation behaves in future will depend upon the price of oil, the sterling exchange 
rate, food prices and the evolution of underlying domestic cost pressures. In this section, 
we consider these factors separately before bringing them together to provide a forecast for 
inflation in 2016. 

The lagged effects of oil and sterling 

Of the three transitory elements to low inflation – food, oil and sterling – the potential for 
lagged effects of the latter two need to be considered and understood. Food prices – 
neglecting imported food for a moment – are set day to day by shop owners; the on-going 
declines in food prices are simply the result of supermarket prices wars, where price cuts 
serve the competitive ambitions of the supermarkets. The effects, therefore, are unlikely 
persist beyond the period at which this behaviour ends. Indeed, understanding when this 
behaviour may end is crucial in estimating when food prices might begin to pick up, 
although sterling does play some part as we show in the next section when food imports 
are considered. However, understanding the effect of oil and sterling on inflation is rather 
more complicated: first, because these variables are determined by global market forces, 
and second, because they infiltrate prices through varied and numerous channels. As a 
result, it is likely that their effects will be spread over time and persist beyond the 
immediate change in the value of oil or sterling.  

The lagged effects of oil and sterling on the inflation rate are shown below using a series of 
correlation coefficients in Charts 8 and 9. While an analysis of correlation coefficients can 
often be misleading when it comes to understanding the size of certain effects (as multiple 
contemporaneous factors can be at play), it can provide a guide to the extent to which 
changes in the aforementioned factors could potentially exist as effects on inflation. 

Chart 8: Lagged impact of oil on inflationChart 8: Lagged impact of oil on inflationChart 8: Lagged impact of oil on inflationChart 8: Lagged impact of oil on inflation    Chart 9: Lagged impact of sterling on inflationChart 9: Lagged impact of sterling on inflationChart 9: Lagged impact of sterling on inflationChart 9: Lagged impact of sterling on inflation    

  
Source: World Bank, ONS, Berenberg calculations Source: Bank of England, ONS, Berenberg calculations 

Chart 8 shows an unsurprising positive correlation coefficient between inflation and oil. 
The peak effect (0.28) on inflation of a change in the price of oil is likely to occur some four 
months after the change in oil price with the effects declining gradually thereafter. It is 
reasonable to assume, therefore, that even if the annual rate of change in the oil price were 
to approach zero by January 2016, the headline inflation rate in the same month would 
most likely be a reflection of the double-digit declines in the price of oil that occurred in the 
latter months of 2015. So, even if oil prices stabilise by the end of 2015, the effects of past 
declines might persist all the way into mid-2016. 
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Regarding the effects of sterling, Chart 8 shows a negative correlation with inflation – ie, as 
discussed earlier, a sterling appreciation is deflationary. Unlike oil which takes a few 
months to pass through before peaking, the peak effect (-0.29) of sterling is immediate and 
gradually declines over time. However, the peak effects remain for around three months 
before fading at a slow pace. Thus, the residual effects of sterling’s appreciation could 
occur even up to one year later or possibly longer. 

Projections for transport costs, food prices and underlying inflation 

In Chart 3 (ppt contributions to yoy CPI), we show that the key components subtracting 
from headline CPI are food (-0.3ppt) and transport costs (-0.4ppt). If these effects were 
zero, the rate of inflation would have been just below 0.7% yoy in October. To calculate the 
forecast for inflation, the CPI index is split into three components: food, transport costs 
and headline inflation excluding food and transport costs. Using the evidence of lagged 
effects, along with some sector-specific predictions, we forecast potential paths for the 
three indexes separately. Then, we re-combine them to forecast the likely path of headline 
inflation in 2016 (shown on the cover chart).   

Chart 10: Inflation outlook for food pricesChart 10: Inflation outlook for food pricesChart 10: Inflation outlook for food pricesChart 10: Inflation outlook for food prices    Chart 11: Inflation outlook for transportChart 11: Inflation outlook for transportChart 11: Inflation outlook for transportChart 11: Inflation outlook for transport    

  
Source: BRC, ONS, Berenberg calculations Source: Bloomberg, ONS, Berenberg calculations 

Expected evolution of food prices 

�� Chart 10 shows the model for food prices. It is a weighted index combining domestic 
shop prices and food import prices and is shown plotted against the percentage point 
contribution of food and non-alcoholic drinks to the headline inflation yoy percentage 
rate. 

�� We expect competition in the supermarket sector to ease in early 2016 and even 
alongside a modest appreciation in sterling, food import prices should begin to stabilise 
early next year before domestic demand-side pressures and stronger inflation in key 
trading partners will allow for moderate growth in food prices. 

�� As such, we expect food prices to continue to make negative, albeit decreasing, 
contribution to headline inflation through to the middle of 2016. Towards the end of the 
year, food prices should begin to make a positive contribution to headline inflation. 

Expected evolution of transport costs 

�� Through its effect on fuel prices, declining oil has led to falling transport costs in the 
UK. 

�� Chart 11 shows our model simulation of Brent crude prices against the contribution of 
transport costs to UK inflation. 

�� Underlying this model is an assumption that Brent crude oil prices will gradually 
increase to around $52 per barrel by the end of 2016 – in line with futures estimates. 

�� We therefore expect transport costs to continue to subtract from CPI through to 2016 
Q3 before making only a small positive contribution toward the end of the year. 
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Expected evolution of underlying prices (headline inflation excluding food and 
transport) 

�� Underlying prices are driven by domestic cost pressures in the long-run, but in the 
short-run they can be affected by the second round effects of temporary factors such as 
falling oil prices and directly affected by changes in sterling. 

�� Underpinning the evolution of core prices is an expectation that the unemployment rate 
will reach its NAIRU (non-accelerating inflation rate of unemployment) of 5% by Q2 
2016, which in turn will lead to a stronger pick-up in ULCs – most of which will be 
passed onto consumers, leading to rising inflation. 

�� Likewise, the economy is likely to grow at a pace slightly above trend throughout 2016 – 
this will be sufficient to continue to close the output gap over the course of the  year – 
also boosting underlying cost pressures. 

�� Our lagged analysis on sterling and oil suggests that their effects are likely to persist 
well into 2016 even as the first round effects come to an end, ensuring that at least some 
residual downward pressure will hit momentum in underlying prices over the course of 
2016. 

�� From our estimates of underlying inflation, we expect that growth in underlying prices 
will pick up gradually during 2016, accelerating towards the end of the year as 
transitory effects diminish. As such, we expect that the official measure of core inflation 
will remain subdued at its current rate of around 1.1% until the turn of the year where it 
will begin to pick up, reaching a rate of around 1.6% by the end of 2016. 

Combining these results, they suggest that headline inflation will follow the path shown 
on the cover of this report. We expect inflation to remain close to zero (0.1% yoy) in Q4 
2015 but gradually pick up in 2016 as temporary factors wash out. In the four quarters of 
2016, we forecast annual inflation rates of 0.7%, 0.9%, 1.6% and 1.9% respectively – 
averaging 1.3% yoy for 2016 overall.  

BoE may wait too long to raise rates and risks jeopardising “gradual” 

path for hikes 

Given the lagged impact of changes in monetary policy, the BoE should look to hike rates in 
anticipation of rising inflation. Indeed, a pre-emptive policy approach will be necessary for 
the MPC (Monetary Policy Committee) to pursue the desired slow and gradual pace of 
tightening that it has so often telegraphed. In our view, so long as the economy maintains 
its current pace of growth, unemployment continues to fall and inflation begins to recover 
gradually in the coming months, it will be appropriate for the BoE to raise rates for the first 
time in February 2016. This view, however, comes with considerable risk and the likelihood 
that the MPC takes this action is a little over 50%.  

Overall, there is little risk that the current period of low inflation will be either damaging or 
long-lived. Indeed, the economy is more likely to be benefiting from softer inflationary 
pressures. Still, the BoE has proved conservative in its estimates of the economy and risk-
averse in its policy approach. Therefore, despite the BoE sharing the aforementioned view 
and stipulating that the first rate hike will depend on economic performance, this assertion 
is questionable, given that on a historical basis the performance GDP and unemployment 
would normally have justified a hike by now. As Chart 12 shows, it is unprecedented for the 
BoE to have kept rates so low given the current unemployment rate. This time is clearly 
different. And although we are inclined to believe that the MPC will see sufficient GDP and 
unemployment conditions for a rate hike in February – given that inflation will probably be 
more than 1ppt below its target at the time – this call comes with the risk that the MPC may 
be inclined to wait a little longer for stronger inflation.  
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Chart 13: Chart 13: Chart 13: Chart 13: Unemployment vUnemployment vUnemployment vUnemployment versuersuersuersus s s s nnnnominal ominal ominal ominal iiiinterest ratesnterest ratesnterest ratesnterest rates    Chart 1Chart 1Chart 1Chart 14444: Real v: Real v: Real v: Real versuersuersuersus s s s nnnnominal ominal ominal ominal iiiinterest nterest nterest nterest rrrratesatesatesates    

  
Source: ONS, Bloomberg Source:  ONS, Bloomberg, Berenberg calculations. Real rates adjusted using 

GDP deflator 

The factors that are temporarily affecting inflation such as low oil prices will unwind in the 
coming months, prompting a mechanical rise in inflation. In addition, the labour market is 
approaching full employment, which will create added inflationary pressure. The risk that 
the combined effect of these factors will be insufficient to support a steady return of 
inflation to target is low. Thus, in conjunction with a stable outlook for GDP, the optimum 
policy response ought to be to raise the Bank Rate sooner rather than later even though 
inflation is below target. Going early is a necessary condition for gradually tightening 
thereafter. If the BoE waits until unemployment falls below its NAIRU, it risks letting the 
economy overheat which could require faster, potentially destabilising hikes to control 
inflation.  

Analysis of real interest rates suggests that the first hike poses little risk. Real interest rates 
have increased by 290bp since 2010 (Chart 14), but nonetheless, the economy has 
continued to improve. This demonstrates that further gradual increases in the policy rate 
should not be considered a serious risk to the economy, especially in the context of rising 
inflation. Based on our view that core inflation will rise from its current rate of 1.1% to 1.6% 
by the end of 2016, we should expect a similar pick-up in the GDP deflator. Therefore, so 
long as policy rate increases are gradual, they are likely to be mostly offset by rising 
inflation, thus keeping real interest rates negative throughout 2016 even if the Bank Rate 
were to increase by our forecast of 75bp. There is only a short window during which this 
process can begin and the BoE needs to be careful not to miss it. 
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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. 
 
© August 2015 Joh. Berenberg, Gossler & Co. KG  
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