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UK inflation may finally be at its peak
With the government fixing energy prices until at least April, it looks
like October's 11.1% inflation rate could mark the peak. But it's
unlikely to fall below double-digits until early next year, and the Bank
of England is undoubtedly worried about inflation linked to the tight
jobs market. Still, a pivot back to a 50bp hike in December looks likely

The latest rise in household energy costs was enough to take UK inflation up to 11.1% in October.
That’s a bit higher than was expected, and seems to be partly explained by another punchy 2%
month-on-month increase in food prices, and a little bit of upside at the core level.

All of this is marginally hawkish for the Bank of England in that its closely watched measure of
‘core services’ inflation, which excludes some volatile components and the impact of VAT changes,
came in a few percentage points higher than they’d pencilled in. By our calculation, that sits
slightly above 6% YoY, compared to a forecast of 5.7% by the BoE a couple of weeks ago.  

As we noted yesterday, worker shortages are proving to be a persistent issue for firms, and that
potentially points to stickier inflation rates for service-sector firms where pay is a key pricing input.
Still, with hiring demand falling, we suspect we’re near the peak for wage growth.

In fact – famous last words – it looks like UK headline inflation is at its peak too, or there or
thereabouts. The fact that the government is effectively fixing electricity/gas unit prices below
wholesale costs until next April means this is probably as high as it will get, though admittedly we
expect headline rates to stay in double-digits until at least February next year.

https://think.ing.com/snaps/uk-hiring-demand-falls-as-long-term-sickness-rates-rise-further/
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From there, we think there are compelling reasons to expect headline inflation to drift lower
through the year, ending up closer to the Bank of England’s 2% target by early 2024. That’s
especially true of goods categories, where lower input/shipping prices, stalling consumer demand
and rising inventory levels not only point to lower inflation rates, but potentially also outright price
falls in certain areas as retailers are forced to become more aggressive with discounting. The story,
as we discussed earlier, is less clear-cut for services inflation.

UK inflation in 2023 will depend a lot on how energy support
evolves after April

Source: Macrobond, ING

The 2023 inflation outlook will also heavily depend on how the government adapts energy support
next year. We’re still awaiting detail, but one possibility is that the majority of households switch
back to paying the Ofgem regulated price from April. Based on our latest estimates using
wholesale energy costs, the average household would pay £3300 in fiscal-year 2023 without any
government support, compared to £2500 if prices remain capped. That would initially bump up
inflation rates after April by roughly 2pp.

While it’s tempting to say that higher headline inflation rates in that scenario would be hawkish for
the Bank of England, in practice the opposite is probably true. Reduced energy support would
amplify the UK recession that most, including ourselves, now expect. That would imply lower core
inflation further down the line.

With signs that inflation – both in core and headline terms – is close to or at a peak, and signs of
recession mounting, we think the Bank of England is likely to pivot back to hiking in 50bp
increments in December. Assuming another 25-50bp hike in February, we think the peak for Bank
Rate is likely to be around 4%, a little below what markets are now pricing.

Author

James Smith
Developed Markets Economist, UK
james.smith@ing.com

mailto:james.smith@ing.com


THINK economic and financial analysis

Snap | 16 November 2022 3

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 www.ing.com.

https://www.ing.com

