Inflation above 2% target – 14 Nov 07

Rising petrol and food prices have sent the CPI inflation above target to 2.1%.  The general consensus was that inflation would be at around 1.9% or 2%.  Fuel prices have rises 12.1% year on year for road users.
This has made the Bank of England’s job a little trickier.  It was widely expected that they would cut rates early next year but this news will complicate their decision.
Until now, my Target 2.0 Competition team decided to keep rates on hold, but in light of this new information, we will have look again at the inflation pressures, especially in terms of wages to see whether a change in opinion is needed.  However, I think the 22nd November (which is when the first round of the competition is) will be too early to call a rate cut, which would be more likely sometime in December or January, as Geoff Dicks of RBS argues.

· Geoff Dicks of the Royal Bank of Scotland thinks that the “chances of a Bank rate reduction in December or January are receding”.

· David Kern, economic advisor to the British Chambers of Commerce said that “Unless wage pressures increase, we believe there is still a case for a small cut in interest rates to offset the negative effect of the global credit crisis, but the situation is difficult and businesses have to brace themselves for more difficult times ahead”.

In the city, there are wide differences in forecasts for inflation.  Allan Monks of JPMorgan think it will peak at 2.6% next September while Michael Saunders of Citigroup predicts it will hover around 1.6% in 2008.

Today, the Bank of England’s Quarterly Inflation Report will be published. We will be able to find out what the Bank thinks about future wage claims and companies’ prices.
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