UK CPI (Sep-26): Higher fuel prices drive inflation to an 11-month high

UK CPl inflation rises to 3.5% in September from 3.1% in August, matching our above-consensus forecast,

with another sharp rise in motor fuel prices providing the largest upward contribution

Headline inflation is now 0.5ppt above the Bank of England's July MPR forecast, but core and services are

each only O.1ppt higher, suggesting that the upside surprise remains predominantly energy-related

Broader inflation pressures therefore remain relatively contained for now, although with headline CPI

expected to rise further, the risk of higher energy costs generating second-round effects is becoming

increasingly important for the MPC

Inflation rises to its highest rate in almost a year

UK inflation data for September showed headline CPI inflation rising sharply to
3.5% y/y from 3.1% in August, matching our above-consensus forecast and
marking a third consecutive increase from the 2.6% low reached in June. The
latest outturn takes inflation to its highest rate since October 2025 and,
perhaps more significantly for the policy outlook, leaves it 0.5ppt above the
Bank of England's July Monetary Policy Report forecast.

However, as we have highlighted before, the composition of that overshoot
remains important. Core inflation increased from 2.6% to 2.8%, in line with
market expectations, while services inflation rose from 3.4% to 3.7%, a touch
above consensus but matching our forecast. Both were just O.lppt above the
Bank's July projections. To us, the much larger overshoot in headline inflation
therefore continues to look predominantly like an energy story rather than
evidence, at this stage, of a similarly large broadening in underlying inflation
pressures.

Motor fuels again drive the move higher

Transport provided by far the largest upward contribution to the rise in
inflation, accounting for around two-thirds of the 0.4ppt increase in the

Chart 1: Transport drives much of September’s
increase in inflation
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Chart 2: Smaller seasonal fall in air fares adds to
September inflation
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headline annual rate between August and September (see Chart 1). Transport
inflation rose from 4.6% to 6.6%, driven principally by motor fuels, where prices
increased by a further 5.4% m/m following the 6.9% rise recorded in August. This
pushed motor fuel inflation to 29.8% y/y, its highest since August 2022.
Alongside this, domestic heating oil prices rose by 22.7% m/m, providing a clear
illustration of the direct impact that higher oil prices associated with the US-
Iran conflict continue to exert on UK inflation.

There were also further signs of higher oil prices affecting travel costs. Air fares
fell by 19.5% m/m in September as the summer holiday period ended, but
notably less than the 28.8% decline recorded a year earlier (see Chart 2). The
resulting upward contribution came principally from European routes, while the
ONS notes that all flight prices used in September's index were collected after
the outbreak of the conflict in the Middle East. Together with the continued
strength in motor fuels, this provides further evidence that oil-related
components remain an important source of upward pressure.

Underlying pressures remain relatively contained

The increase in core and services inflation warrants some attention, with core
CPI rising to 2.8% and services inflation to 3.7% (see Chart 3). However, both
remain just O.lppt above the Bank of England's July projections, while part of
the rise in services reflects the smaller seasonal fall in air fares rather than an
obvious strengthening in domestically generated inflation.

There were pockets of firmness elsewhere, with recreation and culture inflation
rising from 1.6% to 2.3%, although this was partly offset by restaurants and
hotels, where inflation eased from 4.1% to 3.8%. Meanwhile, food inflation
remained at just 1.3% for a third consecutive month, with prices falling by 0.2%
in September. The ONS also notes that industry bodies expect upward pressure
on food inflation to emerge later and persist for longer, broadly consistent with
the signal from our UK Sector Tracker that some firming remains likely further
ahead.

Taken together, broader second-round effects from the conflict still look
relatively limited at this stage. However, with headline inflation now at 3.5%,
that conclusion faces an increasingly demanding test. The further inflation rises,
and the longer it remains elevated, the greater the risk that higher energy costs
eventually influence firms' pricing decisions, inflation expectations and wage-
setting behaviour.

Chart 3: Headline inflation rises sharply, but underlying Chart 4: Financial markets price in over 100bp of rate
pressures remain more contained hikes over the next 12 months
UK inflation measures, % y/y Number of 25bp hikes priced by end-July 2027
6.5 — UK CPI
7 Core CPI
5.5
_ — Services CPI

10 177 24 1 8 15 22 1 8 15 22
24 25 26 26 Aug 26 Sep 26 Oct

Source: ONS, Macrobond, Lloyds Bank Market Insights Source: Bloomberg, Macrobond, Lloyds Bank Market Insights

21 October 2026



Updated forecasts and policy implications

September's data reinforce our view that the near-term inflation overshoot is
proving larger than the Bank of England envisaged in July, but remains
predominantly energy-driven. Headline inflation is now 0.5ppt above the Bank's
July projection, whereas core and services are each only O.lppt higher,
suggesting that the underlying inflation shock remains considerably less
pronounced than the headline rate alone would imply.

Nevertheless, the outlook remains challenging. Higher global energy prices are
increasingly visible across motor fuels and other oil-sensitive components, while
wholesale gas prices continue to point towards another sizeable increase in the
Ofgem energy price cap in January. If realised, this would push CPI inflation
comfortably above 4% early next year.

Complicating matters for the MPC, this deterioration in the inflation outlook
has come alongside an economy that has held up better than expected since
the onset of the conflict. The combination of higher-than-expected inflation
and more resilient activity provides policymakers with less reassurance that
weak demand will bear down sufficiently on price pressures, while giving the
MPC greater scope to maintain restrictive policy if concerns around persistence
intensify.

For now, broader second-round effects remain limited. However, further
increases in headline inflation will provide an increasingly demanding test of the
MPC's willingness to look through the direct effects of the shock. The longer
inflation remains elevated, the greater the risk that higher energy costs feed into
inflation expectations, wages and firms' pricing decisions.

The September inflation outturn has only added to market expectations that
the MPC will tighten policy in November, with a 25bp increase in Bank Rate now
seen as almost certain and a 96.6% probability attached to such a move. Market
pricing also points to around four 25bp increases in total by the July 2027
meeting. Against that backdrop, the latest data continue to argue for the MPC
to remain patient rather than respond mechanically to higher headline CPI,
although the combination of rising inflation and resilient activity means that
patience is likely to be tested increasingly over coming months.
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Table 1: UK Inflation forecasts

CPI Core CPI RPI CPHH
Index  %Mth %Yr Index  %Mth %Yr Index  %Mth %Yr Index %Mth %Yr
Monthly Jan-25 135.4 -0.1 3.0 131.9 -0.4 3.7 391.7 -0.1 3.6 135.1 0.0 3.9
Feb-25 136.0 0.4 2.8 132.4 0.4 3.5 394.0 0.6 3.4 135.6 0.4 3.7
Mar-25 136.5 0.3 2.6 133.1 0.5 34 395.3 0.3 3.2 136.1 0.3 34
Apr-25 138.2 1.2 3.5 134.9 1.4 3.8 402.2 1.7 4.5 137.7 1.2 4.1
May-25 138.4 0.2 34 135.1 0.2 35 402.9 0.2 4.3 138.0 0.2 4.0
Jun-25 138.9 0.3 3.6 135.6 04 3.7 404.5 0.4 4.4 138.4 0.3 4.1
Jul-25 139.0 0.1 3.8 135.8 0.2 3.8 406.2 0.4 4.8 138.5 0.0 4.2
Aug-25 139.3 0.3 3.8 136.2 0.3 3.6 407.7 0.4 4.6 138.9 0.3 4.1
Sep-25 139.3 0.0 3.8 136.2 0.0 35 406.1 -0.4 4.5 138.9 0.0 4.1
Oct-25 139.8 04 3.6 136.6 0.3 34 407.4 0.3 4.3 139.5 04 3.8
Nov-25 139.5 -0.2 3.2 136.3 -0.2 3.2 405.6 -0.4 3.8 139.4 -0.1 3.5
Dec-25 140.1 04 34 136.7 0.3 3.2 408.5 0.7 4.2 139.9 0.4 3.6
Jan-26 139.5 -0.5 3.0 135.9 -0.6 3.1 406.4 -0.5 3.8 139.4 -0.3 3.2
Feb-26 140.1 0.4 3.0 136.7 0.6 3.2 408.2 0.4 3.6 140.0 0.4 3.2
Mar-26 141.0 0.7 3.3 137.2 04 3.1 411.4 0.8 4.1 140.8 0.6 34
Apr-26 142.1 0.7 2.8 138.2 0.7 2.5 414.4 0.7 3.0 141.8 0.8 3.0
May-26 142.4 0.2 2.8 138.6 0.3 2.6 415.3 0.2 3.1 142.1 0.2 3.0
Jun-26 142.5 0.1 2.6 139.1 0.3 2.6 416.5 0.3 3.0 142.3 0.2 2.8
Jul-26 142.9 0.3 2.9 139.3 0.2 2.6 419.1 0.6 3.2 142.7 0.3 3.1
Aug-26 143.6 0.5 3.1 139.7 0.3 2.6 421.6 0.6 34 143.4 0.5 3.3
Sep-26 144.1 0.4 3.5 140.0 0.2 2.8 4221 0.1 3.9 144.0 0.4 3.6
Oct-26 144.8 0.5 3.6 140.4 0.3 2.8 424.0 0.4 4.1 144.7 0.5 3.7
Nov-26 144.9 0.1 3.9 140.4 0.0 3.0 423.5 -0.1 4.4 145.0 0.2 4.0
Dec-26 145.3 0.3 3.7 140.8 0.3 3.0 425.5 0.5 4.2 145.3 0.2 3.9
Jan-27 145.9 0.4 4.6 139.9 -0.6 3.0 429.6 1.0 5.7 146.1 0.6 4.8
Feb-27 146.4 0.3 4.5 140.5 0.4 2.8 431.5 0.4 5.7 146.6 0.3 4.7
Mar-27 146.9 0.3 4.2 141.0 0.4 2.8 432.8 0.3 5.2 146.9 0.2 4.4
Apr-27 147.8 0.7 4.1 141.9 0.6 2.7 438.2 1.3 5.8 147.9 0.7 4.3
May-27 148.3 0.3 4.2 142.5 0.4 2.8 439.7 0.3 5.9 148.4 0.3 4.4
Jun-27 148.6 0.2 4.3 142.9 0.3 2.7 4411 0.3 59 148.8 0.2 4.5
Jul-27 148.0 -0.4 3.6 143.0 0.1 2.6 438.7 -0.5 4.7 148.2 -0.4 3.8
Aug-27 148.2 0.1 3.2 143.2 0.1 2.5 440.7 0.4 4.5 148.3 0.1 34
Sep-27 148.4 0.1 3.0 143.5 0.2 2.5 439.2 -0.3 4.1 148.4 0.1 3.1
Oct-27 148.6 0.1 2.6 143.9 0.3 2.5 439.2 0.0 3.6 148.6 0.1 2.7
Nov-27 148.6 0.0 2.5 143.8 -0.1 2.4 438.4 -0.2 3.5 148.7 0.1 2.6
Dec-27 149.0 0.2 2.5 144.2 0.3 2.4 440.3 0.4 3.5 149.0 0.2 2.6
Quarterly Q1-2024 132.3 3.5 127.9 4.6 380.7 4.6 130.8 3.9
Q2-2024 133.8 2.1 130.4 3.6 386.2 3.0 132.7 2.9
Q3-2024 134.1 2.0 131.3 3.3 388.7 3.3 133.3 2.9
Q4-2024 135.2 2.5 132.2 3.3 391.2 35 134.7 34
Q1-2025 136.0 2.8 132.5 3.6 393.7 34 135.6 3.6
Q2-2025 138.5 3.5 135.2 3.7 403.2 4.4 138.0 4.1
Q3-2025 139.2 3.8 136.1 3.6 406.7 4.6 138.8 4.1
Q4-2025 139.8 3.4 136.5 3.3 407.2 4.1 139.6 3.6
Q1-2026 140.2 3.1 136.6 3.2 408.7 3.8 140.0 3.3
Q2-2026 142.3 2.8 138.6 2.5 415.4 3.0 142.1 2.9
Q3-2026 143.6 3.1 139.7 2.6 420.9 35 143.4 3.3
Q4-2026 145.0 3.7 140.5 2.9 424.3 4.2 145.0 3.9
Q1-2027 146.4 4.4 140.5 2.8 431.3 5.5 146.5 4.6
Q2-2027 148.2 4.2 142.4 2.7 439.7 5.8 148.4 4.4
Q3-2027 148.2 3.2 143.2 2.5 439.5 4.4 148.3 3.4
Q4-2027 148.7 2.5 144.0 2.4 439.3 3.5 148.8 2.6
Annual 2022 121.7 9.0 118.5 5.9 340.3 115 120.5 7.9
2023 130.6 7.4 125.8 6.2 373.3 9.8 128.6 6.8
2024 133.9 2.5 130.5 3.7 386.7 3.6 132.9 3.3
2025 138.4 3.4 135.1 3.5 402.7 4.1 138.0 3.9
2026 142.8 3.2 138.9 2.8 417.3 3.6 142.6 3.4
2027 147.9 3.6 142.5 2.6 437.5 4.8 148.0 3.8
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Disclaimer

This document contains non-independent research and should be treated as a marketing communication for the purposes of UK law.
Consequently, it has not been prepared in accordance with legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the dissemination of independent investment research.

This document is confidential, for your information only and must not be distributed, in whole or in part, to any person without the prior
consent of Lloyds Bank Corporate Markets plc (“Lloyds Bank”). This document has been prepared for information purposes only.

This document has been prepared by Lloyds Bank Market Insights. The author’s views should not be taken as necessarily being those of the
wider Lloyds Banking Group plc, nor considered objective or unbiased. The author of this document may know the nature of Lloyds Bank’s
trading positions or strategies in anticipation of this document. Any views, opinions or forecast expressed in this document represent the
views or opinions of the author and are not intended to be and should not be viewed as an investment recommendation, independent
investment research, investment advice or a personal recommendation.

This document is not independent from Lloyds Bank’s proprietary interests, which may conflict with your interests. Lloyds Bank may trade
as principal, may have proprietary positions, and/or may make markets in any instruments (or related derivatives) discussed in this
document. Trading personnel may be indirectly compensated in part based on the size and volume of their transactions, but the outcome
of any transaction that may result from this document will not have a direct bearing on the compensation of any trading personnel. Lloyds
Bank may engage in transactions in a manner inconsistent with the views expressed in this document and Lloyds Bank’s salespeople, traders’
and other professionals’ may provide oral or written market commentary or strategies to clients, which may conflict with the opinions
expressed in this document.

We make no representation and give no advice in respect of legal, regulatory, tax or accounting matters in any applicable jurisdiction. You
should make your own independent evaluation, based on your own knowledge and experience and any professional advice which you may
have sought, on the applicability and relevance of the information contained in this document.

The material contained in this document has been prepared on the basis of publicly available information believed to be reliable and whilst
Lloyds Bank has exercised reasonable care in its preparation, no representation or warranty, as to the accuracy, reliability or completeness
of the information, express or implied, is given. This document is current at the date of publication and the content is subject to change
without notice. We do not accept any obligation to any recipient to update or correct this information. This document is not directed
toward, nor does it constitute an offer or solicitation to, anyone in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation. Lloyds Bank, its directors, officers and employees are not responsible and accept no liability for the
impact of any decisions made based upon the information, views, forecasts or opinion expressed.

Lloyds Banking Group plc and its subsidiaries may participate in benchmarks in any one or more of the following capacities; as administrator,
submitter or user. Benchmarks may be referenced by Lloyds Banking Group plc for internal purposes or used to reference products, services
or transactions which we provide or carry out with you. More information about Lloyds Banking Group plc’s participation in benchmarks is
set out in the Benchmark Transparency Statement which is available on our website.

Lloyds and Lloyds Bank are trading names of Lloyds Bank plc, Bank of Scotland plc and Lloyds Bank Corporate Markets plc. Lloyds Bank plc.
Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Bank of Scotland plc. Registered
Office: The Mound, Edinburgh EH1 1YZ. Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc. Registered office 25
Gresham Street, London EC2V 7HN. Registered in England and Wales no. 10399850. Authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and the Prudential Regulation Authority under registration number 119278, 169628 and
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