
•   The offi  cial headline measure of infl ati on, RPIX has remained at the target of 3% for the last two 
reported quarters. It was 3.0% for the fourth quarter of 2012. 

•   On the whole, the outlook for local infl ati on remains remarkably similar to the last quarter. 

•   There is a likelihood that in the short term we could experience a mild increase in infl ati on, driven by 
administrati ve and regulatory factors, but thereaft er the projecti on is that infl ati on should subside 
back to around three percent as it has been for much of the last three years.
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This is the fi rst quarter editi on of ‘Infl ati on Outlook’: a Policy Council report providing forecasts for infl ati on. 
The forecasts are based on econometric models and provide composite forecasts of RPIX and RPI. These 
forecasts are revised and published on a quarterly basis in the month following the Policy Council’s publicati on 
of offi  cial Guernsey quarterly infl ati on rates and are ti med to follow the Bank of England’s quarterly infl ati on 
outlook.

NB - Forecasts are presented with stati sti cal confi dence (or error) bands (the shaded area). These represent the 
range of possible outcomes with (in this case) a 95% stati sti cal certainty.

Figure 1.2.1: Forecast Guernsey RPIX
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Figure 2.1.1: Forecast Guernsey RPI

2.1 Inflation Outlook
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Figure 2.1.2: Percentage of workforce 
registered as unemployed

The outlook for local infl ati on remains remarkably similar to the last quarter. 

There is a likelihood that in the short term we could experience a mild increase in infl ati on, driven by 
administrati ve and regulatory factors, but thereaft er the projecti on is that infl ati on should subside back to 
around the three percent or so mark that it has stayed for much of the last three years.  General conditi ons 
are such that there are few factors to push infl ati on higher, but those that there are should be off set by 
conti nuing downward forces.

A short term increase in infl ati on is possible through the conti nuing feed through of electricity price rises 
that began to be felt in the fi nal quarter of 2012.  As reported infl ati on is an annual phenomena, the rises 
announced in Autumn last year should conti nue to be felt early this year - the regulatory factors.  Other 
duti es announced in the budget, parti cularly tobacco, which did not fully feed into the fi nal quarter fi gures 
(as retailers in general did not immediately pass on all these rises) should also ‘show up’ in the fi rst quarter 
reported infl ati on rates.  These are the administrati ve factors.  However, even if these do feed through into a 
slight increase in early 2013 this should be temporary and in actual fact neither refl ect underlying economic 
conditi ons.

Those underlying conditi ons remain as they were at 
the end of last year.  General economic conditi ons 
are weak.  Unemployment conti nued to gradually 
increase towards the end of last year and the 
beginning of this year and total employment fell 
back slightly at the end of 2012.  This picture of the 
labour market for us was generally consistent with 
expectati ons as the forecasts, last esti mated in the 
middle of 2012, projected a fl at economy overall for 
2012.   

Whilst the lay person may equate a worsening of 
the labour market with contracti on or recession, 
this is not necessarily so; the natural working of 
the economy means that diff erent secti ons of the 
economy send diff erent signals at diff erent stages.  
Economic growth itself is a means to an end.  One 
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Figure 2.1.3: Comparison of RPIX

2.1 Inflation Outlook (continued)
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Figure 2.1.4: Guernsey RPI and RPIX
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end is increasing living standards in the long run.  Another end  is the creati on of new employment.  As fi rms 
strive to become more effi  cient and technology and processes improve, less labour is required to provide the 
same output.  Without a general increase in demand this naturally results in less required labour input and 
hence higher unemployment as there is insuffi  cient alternati ve demand to take up the slack of surplus labour 
created.  Aft er four years of below par growth therefore it is unsurprising to see these eff ects taking place in 
our labour market.   

We do expect economic fortunes to improve as the year progresses. We expect this to be led by the fi nance 
sector as general global fi nancial conditi ons improve. In the early stages this might not immediately feed 
through into more employment so the paradox is that whilst the economy might be recovering it may not 
immediately feel that way.  What this means is that consumer demand might be weaker than otherwise for a 
while and thus exert litt le upwards pressure on prices.   

Similarly in the housing market we have recently experienced a slow down in volumes and price increases.  
This itself is a natural consequence of a weaker labour market and slack real earnings growth leading to 
litt le support for rapid price rises.  However, that is in part off set by the recent availability of easier credit 
terms so whilst the market is slower the central expectati on is that this is a soft ening of the market rather 
than anything more concerning and as the economy improves later in 2013, again, the expectati on is that 
conditi ons will pick up.

But these two areas of weakness should themselves 
ensure there is as an absence of signifi cant upwards 
pressure on infl ati on during the course of 2013 and 
they should also be suffi  cient to off set any pressures 
in the other directi on.  These do sti ll exist; Sterling 
weakened towards the end of 2012, exhibiti ng 
upwards pressure on import prices; oil prices, 
whilst stable in dollar terms, becomes costlier aft er 
exchange rate eff ects; and due to adverse weather 
conditi ons, commodity pressures conti nue to feed 
through into food prices.  However, on the other 
hand (in the inimitable words of economists) price 
pressures on retailers are severe from competi ti on 
from the internet and many of our high street 
retailers that are part of UK chains are not immune 
to the terrible conditi ons on the UK high street.

In summary, a combinati on of  present weaker 
conditi ons is expected to off set upward pressures in 
the short term. Over the course of the year, whilst 
we expect the economy to improve, this is unlikely 
to feed into infl ati onary pressures. Thus the outlook 
for infl ati on remains benign.
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Please contact Dr. Andy Sloan at the Policy and Research Unit for further informati on.

Policy and Research Unit
Sir Charles Frossard House
La Charroterie
St Peter Port
Guernsey
GY1 1FH

Tel:  (01481) 717168
Fax:  (01481) 713787

e-mail:  policy.research@gov.gg
web:  www.gov.gg

The next infl ati on outlook (for Q2 2013) will be published in May 2013.

3.1 Contact details and further information


