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UK INFLATION EDGED HIGHER IN DECEMBER, STILL SUBDUED
Berenberg Macro View

Tentative signs that the disinflation from the virus-shock is fading

Inflationary pressures picked up a little in December despite the severe drag on economic activity
following the reintroduction of harsh pandemic restrictions from November onwards. The 0.3%
mom estimated rise in the consumer price index in December lifted the annual rate to 0.6% from
0.3% in November. The increase was a little above our and the market’s expectation of 0.5% yoy.

Headline inflation has fallen to well below the BoE’s 2% target ever since the pandemic struck in
Spring 2020. Although the December rate came in above the low of 0.2% yoy in August, it re-
mained in line with 0.6% yoy average since April. The current lockdowns, which squeeze demand
and supply, may temporarily slow the rebound in inflation while they last (probably until late
February). However, the continued pass-through of aggressive monetary and fiscal support to

economic activity, as well improving growth expectations for growth and inflation, should lift
demand and inflation through 2021 and beyond.

Other takeaways from the December data

e Core price inflation rose a little more than expected - accelerating to 1.4% yoy from 1.3% in
November (expected 1.3%) (Chart 1);

e Goods prices continued to decline on an annual basis (-0.3% yoy) — although the rate of
decline was less than in November (-0.8%). The annual rate of inflation in domestic-
orientated services remained unchanged from November (1.4% yoy). Services inflation has
remained stable since September (Chart 2);

e Producer prices continued to recover after significant deflation through mid-2020 (Chart
3). Producer input prices increased sharply by 0.8% mom in December, lifting the annual
rate to 0.2% from -0.3% in November. Output prices declined by 0.4% yoy, a smaller annu-
al decline than the 0.6% drop in November.

Inflation outlook: heading into a 2%+ world — the BOE can relax a bit

Despite the subdued rate of inflation and current economic difficulties linked to the ongoing pan-
demic restrictions, we do not expect the BoE to step up its monetary stimulus at its upcoming 4
February monetary policy meeting. The already planned £150bn of additional asset purchases for
2021, alongside the positive economic outlook from spring onwards, should return inflation to
the BoE’s 2% target by early 2022.

Over the course of 2021, falling spare capacity should lift production costs while declining unem-
ployment will contribute to faster wage gains. Prices in the hospitality and tourism sectors will
jump in April if the planned normalisation of VAT to 20% from 5% takes place on 1 April 2020 —
depending on the rate of pass through, it may contribute a few tenths of a percentage point to
annual headline inflation. A sustained appreciation of sterling may slow the rise in inflation
through mid-year 2021.
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As our base case, we expect core inflation to rise to slightly above the BoE’s 2% target by end-
2022. The recovery in inflation may be most prominent in many consumer services as well as
travel and entertainment that benefit from the unleashing of pent-up demand once virus re-
strictions are finally eased. Elevated inflation expectations, which are factored into price and
wage setting, can support the recovery in inflation. Households expect inflation to rise to 2.7% by
the end of 2021, according to the BoE’s latest Q4 2020 results.

See here for our view on the long-run inflation outlook for advanced economies.
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Chart 2
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yoy% DEC NOV OoCT SEP AUG JUL
CPI 0.6 0.3 0.7 0.5 0.2 1.0
Core 1.4 1.1 1.5 1.3 09 1.8
Source: ONS.
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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 complete-
ness 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 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 in the United Kingdom. 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 the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) 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.

© 2021 Joh. Berenberg, Gossler & Co. KG
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