Britain faces new stagflation risks amid job cuts and rising inflation
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Recent research has illuminated the challenging economic landscape in Britain, indicating that the country may be entering a new phase of stagflation. This development comes in the wake of measures introduced by Chancellor Rachel Reeves, which appear to have significant consequences for job security and inflation levels.
According to a report, companies across various sectors are now cutting jobs at an alarming rate, the fastest since the financial crisis, not accounting for the pandemic impact. Businesses are bracing for tax increases set to take effect in April, prompting them to raise prices and contribute to growing apprehensions about stagflation – the troubling combination of stagnating economic growth and rising inflation.
Data from the Office for National Statistics highlighted that government borrowing has surpassed initial projections amid an economic slowdown. This downturn has adversely impacted tax revenues, creating substantial challenges for Ms Reeves's fiscal strategy. With a mini-Budget scheduled for next month, where further spending cuts or tax increases are anticipated, the Chancellor faces the task of managing a growing fiscal deficit while adhering to her own economic rules.
Rob Wood, Chief UK Economist at Pantheon Macroeconomics, expressed concern regarding the current job market, stating, "the employment index is now plumbing catastrophic depths." The private sector activity index, closely monitored by the S&P, fell to a two-month low of 50.5, and the employment index sank to 43.5, a figure not seen since November 2020, nearing levels recorded during the global financial crisis in late 2008.
Due to the impending increases in National Insurance and a significant rise in minimum wage come April, businesses are hesitant to hire. Additionally, Labour's proposed reforms concerning workers' rights, which expand grounds for unfair dismissal and increase sick-pay costs for employers, have led to further reservations in recruitment.
Andrew Griffith, the Tory spokesman for business and trade, remarked that business leaders are grappling with the impact of the Employment Rights Bill and Labour's proposed National Insurance jobs tax, resulting in job losses and elevated consumer prices.
The situation is compounded by a recent inflation report from the Office for National Statistics, which indicated that inflation hit a ten-month high of 3 per cent in January. Ms Reeves could find herself compelled to either cut departmental spending or implement further tax hikes to align with her fiscal commitments. Official figures reveal that government borrowing reached £118.2 billion in the first ten months of the fiscal year, nearly £13 billion over expectations, signalling strains on public finances.
Such economic conditions have prompted concerns among analysts. Susannah Streeter from Hargreaves Lansdown articulated that adhering to her fiscal rules will likely force Ms Reeves to raise taxes, cut budgets, or attempt to balance both actions. economist Matthew Ryan from Ebury noted that current trends may lead to intensified fears surrounding an impending period of stagflation, primarily due to what he described as a "business tax raid" imposed by the government that might escalate consumer prices and stimulate further job cuts.
Another layer of complexity was added to the fiscal landscape when it was revealed that cumulative receipts from inheritance tax have increased significantly. The tax authority collected £7 billion in inheritance tax in the ten months leading up to January, reflecting an 11 per cent surge compared to the same period last year. The freeze on the inheritance tax threshold since 2009 – set at £325,000 – has led to more families falling within the tax net, as rising property values continue to push estates above the threshold. Shaun Moore of Quilter underscored the permanence of this issue as he stated, "This relentless rise in IHT receipts is baked into government policy." 
As the nation anticipates forthcoming policy changes and their implications, the economic narrative remains fraught with uncertainty, challenging both consumers and businesses alike.
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