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UK inflation jumps to 2.9%
The surprise jump could push the BoE to talk up the chances of a rate
rise but Brexit uncertainty makes us doubt they will actually pull the
trigger

UK inflation has rebounded to 2.9% year on year in August, up from 2.6% in July. The increase was
motor fuel related, but there is still the legacy of sterling’s plunge feeding through from higher
import costs. Indeed, core inflation (excludes food and energy) jumped from 2.4% to 2.7%.
Clothing and footwear was a key culprit following a couple of months of hefty price falls while
household goods prices also rebounded. 

Tomorrow sees the release of the UK labour report, and it is expected to show a modest increase in
wage growth and ongoing decent gains in employment, despite Brexit uncertainty. Consequently,
the BoE is likely to remain concerned financial markets are mispricing the risk of an interest rate
rise. We expect the accompanying statement of Thursday’s policy decision to retain the sentence
that 'monetary policy could need to be tightened by a somewhat greater extent… than the path
implied by the yield curve'. 

External members Ian McCafferty and Michael Saunders will again vote in favour of an immediate
25bp rate rise, but the key story will be whether BoE Chief Economist Andy Haldane finally follows
through with his threat to vote for a hike. Back in June, he warned that “the balance point
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[between tightening ‘too early’ and ‘too late’]… has shifted. Certainly, I think such a tightening is
likely to be needed well ahead of current market expectations.” 

If we do get a 6-3 vote for stable policy, it could prompt a reappraisal of the potential path of
interest rates, but we feel that the economic uncertainty brought about by Brexit will lead the
committee to hold fire until there is much greater clarity the UK’s post Brexit environment.

The inflationary impulse from sterling’s post referendum plunge will gradually fade through
next year, and there is a lack of domestically generated price pressures. Even if we do see
last August’s emergency rate cut reversed at some point in the next twelve months, it is
unlikely to mark the start of a tightening cycle.

Author

James Knightley
Chief International Economist, US
james.knightley@ing.com

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 BR000341) 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.

mailto:james.knightley@ing.com
http://www.ing.com

