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Inflation Falls but Remains in Double-Digit

¢ Inflation weakens to 10.1% YoY in January

e CPl declined 0.6% MoM

e Core inflation eased to 5.8% YoY, dropped 0.9% MoM

¢ UK inflation data indicates Bank Rate is close to its peak

The UK inflation rate fell for the third month in a row in January, but remained
close to a 40-year high, to hit 10.1% YoY following the 10.5% increase in the
previous month but high food and energy prices continued to put the pressure
on British households. While the rate appears to have peaked in October at
11.1%, a 41-year high, British households are still being squeezed by double-
digit inflation. Prices rose 10.5% in December and 10.7% in November.

The main driver behind the annual rate’s decline was a sharp drop in
transportation prices. The annual increase in transport cost slowed to 3.4% in
January, the weakest since February 2021. The main drivers behind the easing
were passenger transport services and motor fuels. Fuel costs decreased by 3.8%
in January compared with a drop of 0.5% at the start of 2022. Airfares also pushed
down, falling 41.7% versus a 29.1% slide in January last year. Restaurant and
hotel prices also contributed to the easing with the price growth slowing to 10.8%
from 11.4%. These downward movements were partially offset by alcohol and
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tobacco, where prices increased 5.2%, faster than the 3.8% gain in December.
The annual rate of food inflation hovered near the highest level in 45 years, at
16.8%.

On a monthly basis, consumer prices dropped for the first time in a year in
January, down 0.6% after rising 0.4% each in December and November.

There were some broader signs of easing inflationary pressures. The annual rate
of core inflation, a measure of price increases that excludes energy and food
costs and is used to indicate how deeply inflation is embedding in the economy
slipped below 6% for the first time since last June. Core inflation eased to 5.8%
YoY in January from 6.3% in the previous month. The core rate also remained
below its recent peak of 6.5% in both September and October. Some of this is
linked to ongoing disinflation in goods categories, and unsurprising
consequences of improving supply chains and lower consumer demand.

The key detail in the UK’s January’s CPI report was the sharp fall in services
inflation. Services inflation fell back from 6.8% in December to 6.0% in January.
The decline in services inflation will be of most interest to the BOE, as this is the
part of the CPI basket that is more closely linked to the evolution of the domestic
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economy. More significantly, “core” services inflation - which excludes the price
of education, package holidays and airfares - eased to 5.8% from 6.5%.

Inflation in UK is expected to fall sharply later in the year because wholesale
energy prices have tumbled since last summer, but UK’s economy is set to suffer
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imposed to try to restrain inflation. It’s the only major advanced economy that
the International Monetary Fund expects to contract by 0.6% this year .
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UK inflation data indicates Bank Rate is close to its peak

The latest UK inflation data showed a bigger-than-expected fall to 10.1% in January from
10.5% in December, which reduces the need for many more rate rises from the Bank of
England (BoE) to tackle high inflation.

The central bank has implemented ten back-to-back interest rate rises since December 2021,
when the cost of borrowing was at a historic low of 0.1%, and in February 2023, the rate was
lifted by 50bps to 4.0%, the highest since 2008. We continue to expect the BoE to tighten
monetary policy further, but latest inflation report does somewhat reduce the risk of a much
higher terminal interest rate.

The key detail in the UK’s January’s CPI report was the sharp fall in services inflation. That
will matter more for the BoE’s next policy decision than the drop in the headline rate. If
further evidence emerges in next month’s labor market and CPI releases that inflation has
turned a corner, we see a case for one more hike (25bps) before the MPC opt more
explicitly for a 'conditional pause'. That said, slowing momentum in both the wage and
inflation data will likely make next month's rate decision more finely balanced than markets
expect. This should provide a little reassure to investors that the interest rate cycle is close
to peaking and eventually moving in a more favourable direction.
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Chart 2: UK Core CPI (%)
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DEFINITION OF RATINGS
BIMB Securities uses the following rating system:

STOCK RECOMMENDATION

BUY Total return (price appreciation plus dividend yield) is expected to exceed 10% in the next 12 months.

TRADING BUY Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain.

HOLD Share price may fall within the range of +/- 10% over the next 12 months

TAKE PROFIT Target price has been attained. Fundamentals remain intact. Look to accumulate at lower levels.

TRADING SELL Share price may fall by more than 15% in the next 3 months.

SELL Share price may fall by more than 10% over the next 12 months.

NOT RATED Stock is not within regular research coverage.

SECTOR RECOMMENDATION

OVERWEIGHT The Industry as defined by the analyst’s coverage universe, is expected to outperform the relevant primary market index

over the next 12 months

NEUTRAL The Industry as defined by the analyst’s coverage universe, is expected to perform in line with the relevant primary market
index over the next 12 months

UNDERWEIGHT  The Industry as defined by the analyst’s coverage universe, is expected to underperform the relevant primary market index
over the next 12 months

Applicability of ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are
only applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry
investment ratings as we do not actively follow developments in these companies.

Disclaimer

This report has been prepared for information and educational purposes only and are not recommendation or endorsement to sell or
solicitation to buy any securities, subscription of financial products or otherwise to be taken as investment advice of any form or kind and
neither should be relied upon as such. The information herein was obtained or derived from publicly available information, internally
developed data and other sources believed to be reliable. Whilst all reasonable care has been taken to ensure that all information and data
are accurate and the opinions are fair and reasonable, we do not represent or warrant their accuracy, timeliness, completeness and currentness
or applicability of such information for any particular purpose. The investments advice or idea discussed or recommended in this report may
not be suitable for all investors. Any recommendation presented in this report is general in nature and does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person who may read this report. The investors are advised
to conduct own research and seek independent professional advice prior to taking any investment or investment related decisions. The
directors and employees of BIMB Securities Sdn Bhd and BIMB Group of Company may from time to time have a position in or either the
securities mentioned or may provide services to any company and affiliates of such companies whose securities are mentioned herein. BIMB
Securities Sdn Bhd and BIMB Group of Company accept no liability for any direct, indirect, or consequential losses, claims and damages arising
from any use of this report.
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