UK inflation rise heightens expectations of hawkish Bank of England stance ahead of November
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The United Kingdom's Consumer Price Index (CPI) data for September is poised for release, with expectations of a noticeable rise in inflationary pressures. The Office for National Statistics (ONS) is forecast to report the headline CPI accelerating to 4.0% year-on-year, up from 3.8% in August. This would represent the highest inflation reading since January 2024 and notably double the Bank of England's (BoE) 2% target for price stability. Core CPI, which excludes volatile food and energy prices and is considered more indicative by the BoE, is also anticipated to climb, though more modestly, to 3.7% from 3.6%. Monthly inflation rates for both headline and core CPI are expected to increase by 0.2%, continuing the upward trend observed in August. Alongside this, the Retail Prices Index (RPI) is projected to rise to 4.7% from 4.6%, further underscoring inflationary trends in the UK economy.
The forthcoming data will be vital ahead of the Bank of England's Monetary Policy Committee meeting scheduled for November 6. Recent commentary by the bank’s Chief Economist, Huw Pill, reflects concern over persistent inflation, suggesting a cautious approach to withdrawing monetary policy restrictions may be warranted. Pill has emphasised the “stubbornness” of the CPI and the need for the BoE to recognise this in its policy decisions. If the CPI reading meets or exceeds the 4% forecast, it is likely to lead to significant market repricing regarding the bank’s easing prospects. Such a scenario could bolster the British Pound, given the implications for tighter monetary policy.
Underlying the inflation outlook is a UK economy showing resilience despite global uncertainties. Recent labour market data indicate stabilisation, with unemployment rising slightly to 4.8% in the three months to August, while net employment grew by 91,000 following a stronger July. The GDP figures for August also revealed modest growth of 0.1%, aided by a 0.7% increase in manufacturing output, which helped offset a prior contraction in July. These figures point to an economy managing challenges effectively, supporting the BoE’s cautious stance on maintaining current interest rates — held steady at 4% in September despite some dissent within the Monetary Policy Committee. At that meeting, two members argued for a modest rate cut, but the majority opted to hold as inflation risks remain pronounced.
However, the inflationary spike is seen by some Bank of England policymakers as unlikely to translate into sustained long-term price pressures. Catherine Mann, a BoE policymaker known for her hawkish views, has suggested that wage and price setters are expected to absorb some of the inflation rather than pass it fully onto consumers. Mann noted that the BoE anticipates consumer price inflation to rise to around 3.7% in the third quarter, driven in part by regulated energy costs and essential services increases. Despite this, she supports maintaining restrictive monetary policy and has pointed to reduced volatility in global markets influencing a firm stance on interest rates. This outlook contrasts slightly with the headline inflation figures but underscores the complex dynamics facing the bank.
Retail prices in particular have been rising at notable rates, with data from the British Retail Consortium showing shop prices in September increased by 1.4% annually—the fastest pace since February 2024. Food prices remained elevated, advancing by 4.2%, while non-food prices largely stabilised. The rise is attributed to ongoing global supply chain pressures and domestic cost pressures, including higher national insurance and wages. The impact of last year's policy changes, such as increased employers' social security contributions, continues to be felt. The retail sector has urged the government to avoid new taxes in the upcoming budget to prevent exacerbating inflation further. Additionally, a packaging levy due in October is expected to add to inflationary pressures in the near term.
The Bank of England’s recent rate hold decision reflects a delicate balancing act, with Governor Andrew Bailey highlighting the importance of a cautious approach given persistent inflation risks and economic uncertainties. While inflation has eased from peaks seen after geopolitical disruptions like Russia's invasion of Ukraine, sticky inflation influenced by wage growth has kept policymakers alert. The government’s upcoming fiscal measures and budget announcements are expected to influence the trajectory of monetary policy, potentially delaying further rate cuts until at least December despite some calls from economists for continued easing to support economic recovery.
Market reactions to the inflation data will be closely watched, especially in currency markets. The GBP/USD pair, which recently peaked near 1.3470, has seen some retracement. Analysts at FXStreet suggest the pair might correct lower towards the 1.3335 level, a key Fibonacci retracement point, with resistance in the 1.3470 to 1.3490 range. A stronger inflation report could tighten BoE rate expectations further, potentially supporting the Pound, whereas weaker data might reopen debate on monetary easing and weigh on sterling.
In summary, the UK inflation data for September is expected to reinforce concerns about persistent price pressures, potentially strengthening the Bank of England’s hawkish stance ahead of the pivotal November policy meeting. The evolving economic indicators and mixed signals within the BoE highlight the complexity of navigating post-pandemic recovery amid global uncertainties.
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