UK inflation forecast for September signals cautious Bank of England stance
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The United Kingdom is poised to release its Consumer Price Index (CPI) figures for September 2025, a crucial data point that markets and policymakers are watching closely for signals on inflationary pressures. According to forecasts from the Office for National Statistics (ONS), headline CPI inflation is expected to rise to 4.0% year-on-year, up from 3.8% in August. This anticipated increase represents the strongest inflation reading since January 2024 and remains double the Bank of England's (BoE) 2% target for price stability.
Core CPI, which excludes volatile food and energy prices and is closely monitored by the BoE, is also projected to edge higher to 3.7% annually, from the previous month’s 3.6%. On a monthly basis, both headline and core CPI are expected to grow by 0.2%, continuing the trend of modest increases observed over recent months. Alongside CPI, the Retail Prices Index (RPI) is forecasted to tick up slightly to 4.7% year-on-year. These inflation figures will be the last major data before the BoE’s Monetary Policy Committee (MPC) convenes on November 6 to decide on interest rates.
The significance of these inflation numbers lies in their influence on the BoE’s monetary policy stance. A CPI reading at or above 4% would strengthen expectations that the BoE may hold its rates steady or even consider tightening, rather than reopening the door to cuts. The BoE’s Chief Economist, Huw Pill, has underscored the persistence of inflationary pressures, signalling a need to "recognise CPI stubbornness as more pressing” and suggesting a cautious pace for easing monetary restrictions. 
Pill’s stance aligns with recent speeches where he emphasized the importance of maintaining price stability amid high economic uncertainty. At a University of Birmingham event, Pill advocated a conservative approach to interest rates, prioritising inflation control over growth or employment, which monetary policy influences only limitedly in the long term. He stressed the need for simple and credible commitments to aggressive anti-inflation measures to keep inflation expectations anchored, especially given the volatility caused by geopolitical risks and unreliable data.
That complex environment is echoed in the BoE’s projections and recent policy decisions. The MPC last held rates at 4% in September amidst subdued economic activity and a cooling labour market, although employment growth remains positive and inflation is expected to peak at 4% in September before gradually declining toward the 2% target by mid-2027. Labour market data reveal an unemployment rate steady at 4.8%, with net employment continuing to grow, indicating some resilience in the economy despite global trade uncertainties.
However, the Committee is mindful of the risks of keeping rates elevated too long. Deputy Governor Sarah Breeden has cautioned that prolonged high rates could dampen output and employment, ultimately suppressing inflation below target. She also suggested that recent inflation rises might be temporary, even as she and other policymakers remain watchful for signs of persistent inflationary pressures, especially in pricing behaviour amongst businesses.
The broader inflation context includes structural challenges such as labour market tightness, Brexit-related disruptions, changes in immigration policies, and increased business taxes. These factors contribute to inflationary dynamics that the BoE must carefully manage. The OECD has revised UK inflation forecasts upwards, projecting 3.5% in 2025 and 2.7% in 2026, reinforcing the view of a prolonged adjustment period before inflation normalises.
Market reaction to the upcoming inflation data is expected to be significant for the Pound Sterling and the GBP/USD exchange rate. Analysts note that the British currency has recently faced resistance near 1.3470 and may correct downward towards 1.3335 if inflation undershoots expectations. On the other hand, a confirmed 4% CPI reading could bolster the Pound by tempering expectations of rate cuts.
In sum, the UK’s September CPI report is poised to be a critical guidepost for the Bank of England as it navigates a delicate balance between fighting entrenched inflation and supporting economic growth. The data will likely reinforce the central bank’s commitment to a prudent and evidence-based approach to monetary policy in the months ahead.
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