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Initial jobless claims fell 20,000 to 304,000 during the week ended December 9.  The four-week 
moving average at 327,000 has risen from a low of 312,000 in early-November.  Continuing 
claims, which lag initial claims by one week, fell 33,000 to 2.477 million and the insured 
unemployment rate held steady at 1.9%.   
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Chart 1 

<  Unemployment Insur ance: Initial Claims, State Progr ams
SA, Thous

    Unemployment Insur ance: Initial Claims, 4-Week Moving Aver age  >
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On a year-to-year basis, seasonally unadjusted jobless claims fell 2.6% after 0.9% increase in the 
prior week.  The year-to-year change has moved evenly between positive and negative in the last 
six weeks.  Readings of the weeks ahead will help to decide the underlying nature of the labor 
market.  For now, the sluggish status of the labor market cannot be replaced with a more rosy 
view because of the mixed nature of the data with leanings toward soft conditions.   
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Chart 2 
Unemployment Insur ance: Initial Claims, State Programs

    % Change - Year  to Year         NSA, Thous
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Import Prices Excluding Fuels Retain Upward Trend 
Prices of imports rose 0.2% in November after posting two monthly declines due to lower energy 
prices.  Excluding fuels, import price rose 0.1% on a month-to-month basis, but advanced 2.8% 
on a year-to-year basis.  This trajectory remains a little troubling.  If the dollar continues to 
decline, then import prices could be a larger problem compared with the present.   

Chart 3 
<  Impor t Pr ice Index: All Impor ts

    % Change - Year  to Year         NSA, 2000=100

    Impor t Pr ice Index: All Impor ts Excluding Fuels  >
    % Change - Year  to Year         NSA, Dec-01=100
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The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern Trust 
Company. The Northern Trust Company does not warrant the accuracy or completeness of information contained herein, 
such information is subject to change and is not intended to influence your investment decisions. 
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The Odds of a Q1 Rate Hike from the Bank of England Edge Upward 
This week’s crop of data from the UK has analysts revising upward the probability of a rate hike 
from the Bank of England (BoE) in Q1 2007. The news that inflation expectations are rising along 
with average wages, while unemployment is falling and retail sales growth remains pretty robust, 
certainly gives the BoE the ammunition to hike the repo rate again if it feels so inclined. But, 
while the Monetary Policy Committee (MPC) is likely to remain in a somewhat hawkish frame of 
mind, a rate hike in February or March is not a done deal. The BoE’s own forecast predicted a 
spike in inflation around the turn of the year – hence the rate hikes in August and November – 
followed by a marked deceleration in price increases by mid-2007. If pay deals in the closely-
watched January wage round are relatively contained, the MPC may decide to watch and wait. 
After this week’s data, however, that looks like a rather big “if.” 
 
On Tuesday, we got the news that consumer price inflation in November jumped to an annual rate 
of 2.7%, its highest level since the data series began a decade ago, and the seventh consecutive 
month that it has exceeded the BoE’s 2.0% target. Retail price inflation – the basis for most wage 
settlements – hit an eight-year high of 3.9%. 

U. K. : Retail Pr ice Index
    % Change - Year  to Year         NSA, Jan-87=100

U. K. :  Har monized Index of Consumer  Pr ices [HICP]
    % Change - Year  to Year         NSA, 2005=100
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The big news yesterday was on average earnings. Having slipped from a peak of 4.4% in the three 
months to July to 3.9% in September, the annual increase nudged back upward again in the three 
months to October, coming in at 4.1%. While this is still below recent peaks, that upward blip will 
have caught the attention of the members of the MPC. 
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UK: Aver age Ear nings Index: Whole Economy

    SA, 3-mo.  average, % Change - Year  to Year         
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Yesterday’s labor market data included the news that the number of people claiming jobless 
benefits fell by 5,700 in November, the sharpest one-month drop in nearly two years. The 
internationally-comparable ILO measure of unemployment for August-October remained at 5.5%, 
the same rate as in the May-July period. 

UK: Unemployment:  Claimant Count

SA, Thous
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This morning came the news that retail sales fared better than expected in November, despite 
some mixed reports from individual retailers and survey evidence suggesting the possibility of a 
rather soft Christmas season. The Office of National Statistics reported that sales rose 0.3% on the 
month and 3.2% on the year (+1.0% and +3.9%, respectively, in October). For the inflation hawks 
on the MPC, the more important number was the retail sales price deflator, which rose 0.3% on 
The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern Trust 
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the year – the third consecutive rise, and the longest run of increases since April 1999 – which 
suggests that retailers are increasingly willing to push through price increases. 
 
Finally, the Bank of England’s quarterly survey, also released this morning, showed median 
expectations for the rate of inflation over the coming year rose from 2.5% in August to 2.7% in 
November, matching the highest level since the survey began six years ago. Some members of the 
MPC have acknowledged paying more attention to this survey.  
 

BoE Inf lation Attitudes Survey
Median Expectations, %
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So, add it all up and it may be that one more rate hike will be needed to bring inflation back under 
control over the coming year. The odds of a Q1 2007 rate hike have increased, which is likely to 
be enough to continue supporting sterling’s exchange rate into the New Year.  
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