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12 February 2014
Commenting on today’s Bank of England inflation report, Neil Williams, Chief
Economist at Hermes Fund Managers, said:
“Governor Carney is right to kick his unemployment-rate guidance into the long grass, and infer that
the first rate hike is off the agenda for 2014. With CPI inflation about to undershoot target, the
recovery not yet broad-based enough, and the MPC (rightly) concerned more about GDP levels than
growth rates, a rate hike at this stage would be premature. Unemployment may now be a hair’s
breadth away from Carney’s 7% threshold, but was he really going to initiate a sequence of rate
increases at a time when inflation is being led more by cost-factors that hit us in the pocket (such as
utilities and travel costs), than the feel-good, demand-factors that drive us to the shops, and when real
wages are still deflating? The risk now, though, is that his ‘Forward Guidance II’, based on squeezing
the output gap (an abstract concept) to extinction, proves so vague it stretches credibility.

“More tangibly, though, the UK’s biggest trading partner, the euro-zone, is still not fixed, and the ECB
is still ‘holding its nose’ to deflation risk. In short, there may be green shoots globally, but these shoots
need watering by more cheap liquidity, especially as the euro-zone’s dark cloud lingers overhead.”
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Hermes Fund Managers
Hermes is a unique fund manager – we have been an industry leader in Responsible Investing for over thirty
years and offer clients the unparalleled combination of:
•
Our Multi-Boutique Structure gives institutional and pension fund clients globally the benefit of access
to a broad range of specialist, high conviction investment teams operating within an established and
robust operating platform.
•
Our Investment Office is a crucial function, acting as a performance risk ‘radar’ for all boutiques’
investment activity and is central to our mission to deliver Sustainable Risk-Adjusted Alpha to all our
clients.
•
Our commitment to behaving as a Responsible Asset Manager, not merely by being a ‘Responsible
Investor’ in quoted companies but also by applying these principles across all asset classes and by
behaving as a ‘good fiduciary’ on behalf of our clients.
Hermes' investment solutions include:
• Bonds: Inflation-Linked, Government Bonds, Investment Grade, High Yield
• Alternatives: Commodities, Hedge Fund Solutions, Real Estate, Private Equity, Infrastructure
• Equities: Global, Emerging Markets, Small & Mid Cap, Europe, Japan
Hermes manages assets on behalf of more than 170 clients* across these investment areas with £26.1 billion*
assets under management. Additionally, we support pension funds and other global institutional investors
worldwide in meeting their ESG responsibilities through our market leading Hermes Equity Ownership Services,
which takes on a stewardship role engaging globally on more than £129 billion* of assets.
*

Please note the total AuM figure includes £3.5bn of assets managed or under an advisory agreement by Hermes GPE LLP (“HGPE”), a joint venture between Hermes
Fund Managers (“HFM”) and GPE Partner Limited. HGPE is an independent entity and not part of the Hermes group. £0.4bn of total group AuM figure represents HFM
mandates under advice. Source: Hermes as at 30 September 2013.

