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ECONOMIC NOTE

24 OCTOBER 2014

Hermes Chief Economist, Neil Williams, comments on today’s GDP figures:
“Today’s data nudge the UK further down the recovery road, but there’s still further to go. Seven years
after the first traces of crisis, and we have only a three-speed recovery. In the fast lane are the US,
Canada, NZ, and Australia. In the middle, the UK’s GDP is now about 4% higher than pre-crisis. But,
in the slow lane, Japan and the euro-zone are barely back to ‘square one’.
Yet, over the same period, wages have not outpaced inflation. The UK’s RPI is 27% higher, but
average wages are up 13%. UK growth will not be surrendered while demand-inflation stays calm.
The absence this time of wage growth, even as UK and US unemployment falls, is still a conundrum
for central banks. And, based on the UK’s growing and US’s shrinking labour forces, the chances of
wage growth are better in the US than UK.
Aggressive rate hikes make no sense while real UK wages are deflating, currently about 2% YOY. So,
the BoE may as well sit on its hands in terms of rate hikes till summer 2015, after the general election.
When UK rates do go up, they will likely ‘peak out’ at a much lower level than we’re used to and no
higher than 3%. But there’s no free lunch. A lower peak rate will be delivered by the BoE pulling on
the second monetary lever – that is, selling back after 2015 some of the government bonds it bought
under QE.
In short, the labour market will be critical to completing the UK’s recovery ‘jigsaw’. The issue for the
BoE in 2015 is whether to be proactive on rate hikes, or wait till the last piece (real-wage growth) has
slotted in. We suspect it’ll do the latter.”
-ENDS-
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Notes to Editors:
Hermes Investment Management
Hermes is focused on delivering superior, sustainable, risk adjusted returns for our clients – responsibly.
Hermes manages assets on behalf of more than 200 clients* across equities, fixed income, alternatives and real
estate, with £27.4 billion* assets under management. In Hermes Equity Ownership Services, we have the
industry’s leading engagement resource, advising on more than £108.6 billion* of assets.
We believe in Excellence, Responsibility and Innovation
•
Excellence: We aspire to excellence in everything we do. This manifests itself most visibly in our
investment performance. We will only offer products to our clients where we believe there is a strong
investment thesis and where we can deliver sustainable alpha.

•

Responsibility: We believe it is our responsibility to lead discussion and debate about the fiduciary
responsibilities of fund managers to our clients, their stakeholders and, ultimately, society at large. We
have always sought positive engagement with the firms in which we invest.

•

Innovation: We have the entrepreneurial culture to identify forward-looking products that meet those
needs, along with the resources and speed-to-market mentality to develop them rapidly.

Our structure gives clients globally the benefit of access to a broad range of specialist, high conviction investment
teams operating within an established and robust operating platform.
Hermes' investment solutions include:
•
Equities: Global, Emerging Markets, Small & Mid Cap, Europe, Asia Ex Japan
•
Fixed Income: Inflation-Linked, Government Bonds, Investment Grade, High Yield, Multi Strategy
•
Real Estate: Segregated, Unitised, Debt, UK, US Residential, European
•
Alternatives: Commodities, Hedge Fund Solutions, Infrastructure, Private Equity
*Please note the total AuM figure includes £3.6bn 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 June 2014.

