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UK services inflation nudges higher on
surging social rents

The surprise pick-up in UK services inflation was driven by factors that
are unlikely to meet the Bank of England's definition of 'persistent’. We
expect a September rate hike, but November is still more of a question
mark

Rents rose by 1.7%
 between June and
July, the highest
4 month-on-month

change in this category
since 2005.

UK services inflation, the part of the CPI data the Bank of England is most concerned about, has
picked up again from 7.2% to 7.4%. That's higher than the Bank had forecast (7.3%), but
importantly it was down to two factors that are unlikely to meet the BoE's definition of “persistent”
trends.

The most eye-catching change was rents, which rose by 1.7% between June and July, which we
make out to be comfortably the highest month-on-month change in this category since 2005. The
ONS puts this down to social rentals, and the jump seems unlikely to be repeated. We also saw a
larger increase in airfares at the start of the summer holidays than we did last year, which also
helped to drive services inflation higher. This is a highly volatile category, which the Bok itself
typically removes from the index when it looks at "core services".

The bottom line is that the figures don't carry huge implications for the Bank of England, and
certainly, the unexpected pick-up in services inflation isn't as broad-based as it has been in
previous months when we've had unpleasant surprises. Indeed if we look at catering, which has
been a key driver over recent months, the annual rate is gradually coming down. We think this is a
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trend that will continue, with ONS business surveys suggesting that firms in hospitality (and
elsewhere in the service sector) are raising prices less aggressively, partly on account of the sharp
fall in gas prices. For this reason, we still expect some moderate improvement in the services
inflation numbers over the coming months.

UK services inflation picked up again in July
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Elsewhere, headline CPl came down to 6.8%, having fallen by more than a percentage point on
account of the near-20% fall in household electricity/gas bills in July. We'll get another such fall in
October. Meanwhile, the news on food inflation continues to improve, and it's now clearly following
the path laid out by producer prices, which are now falling in level terms. Consumer food prices
rose just 0.1% in July from June, compared to 2.2% a year ago.

Bundle those factors together, and we think inflation will end the year at roughly 5% (and should
get there, or near enough, by October).

Food inflation finally following producer prices
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Three month annualised change, seasonally-adjusted by ING
30

Consumer Price Index (CPI) - Food & Non-alcoholic drinks
25

20

15

10 Producer Price Index (PPI) - Food Products

2016 2017 2018 2019 2020 2021 2022 2023

Source: Macrobond, ING calculations

For the Bank of England, today's figures will help cement a September rate hike, especially after
yesterday's stubbornly-high wage growth figures. It's worth saying we get another set of both
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price and wage data before the September meeting, and another round of numbers before
November's meeting. While we don't rule out another rate hike in November, the committee
appears to be slowly laying the ground for a pause. Barring unpleasant data surprises before
November, our base case is that September’s hike will be the last.

Author

James Smith
Developed Markets Economist
james.smith@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 BRO00341) 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.

Snap | 16 August 2023 3


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

