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UK inflation: Another surprise

UK inflation came in much higher than expected in August, but Brexit
worries and a languid economy means little prospect of another rate
hike before the UK formally leaves the EU
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UK headline consumer price inflation has jumped from 2.5% to 2.7% in August. This is the fastest
pace of inflation since February and is a fair bit above the 2.4% market consensus. To highlight the
surprise of this report, not a single economist out of 36 surveyed by Bloomberg predicted it would
come in this high. The core rate, which excludes food and energy components saw a similar miss.
The annual rate rose to 2.1% from 1.9% rather than drop to 1.8% as predicted.

To highlight the surprise of this report, not a single economist out
of 36 surveyed by Bloomberg predicted it would come in this high

The details show the main upside appears to come from the clothing and footwear component
and recreation. After a period of intense deflation, prices jumped 3.1% month on month, lifting the
annual rate of clothing price inflation to +0.3% from -0.4%. Transport prices also rose to 6.1% YoY
from 5.7% (led by transport fares rather than energy) while recreation saw its annual inflation rate
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rise to 3.6% from 3.1% (led by theatre price hikes apparently).

There were also moves higher in health, food and alcohol. Marginal declines were seen in
miscellaneous, household and communication prices.

UK inflation versus key partners (YoY%)
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As such there are some fairly broad-based price moves, which appears to have caught everyone
by surprise.

Certainly, there has been some better activity data, but it is unlikely that UK corporates have
finally got significant pricing power. Sterling had a bad run June - August so there could be some
currency pass through into prices, but we have since seen a significant reversal in its fortunes with
EURGBP back at 0.88 after having nearly touched 0.91.

If today’s inflation rise is due to currency, the momentum should fade. Instead, we think it is
largely noise with inflation set to return to the 2% target early next year.

Either way, the economy continues to underperform key partners, and inflation remains
broadly in line with the Bank of England’s target. Given the twists and turns of the Brexit
negotiations, we continue to think the BoE will wait until after the UK formally leaves the EU
in March next year before seriously considering raising interest rates again. This suggests
May is the most likely point for the next 25bp move.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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