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Threat of twin peak inflation poses the real risk to recovery
Politicians urged to provide clarity on fiscal plans 

Amid mounting concerns of a double dip recession, the economy is also under threat from ‘twin peaks’ in inflation, warns the latest Business Trends report by accountants and business advisers BDO LLP in Southampton. 

The BDO Inflation Index rose from 99.2 to 100.2, reaching its highest level since December 2008, indicating that prices will remain high in the medium term.  

Inflation is expected to drop back down to 2009 levels.  However, if policy makers continue to delay setting out a clear path for both monetary and fiscal policy, there is a real threat that this uncertainty will cause businesses that have held on as long as possible, to cut capacity or be forced out of the market.

This means that when the recovery begins to take firmer hold, demand for goods and services would more quickly exceed supply - leading to capacity constraints.  These capacity pressures will most likely prompt price increases and a second rise in inflation.  The consequence could be an earlier increase in interest rates – a second peak. 

The main political parties could avoid this outcome by sharing meaningful detail on how they plan to deal with the deficit. This would alleviate uncertainty for business and allow an appropriate monetary policy response.  But the present lack of clarity risks steering the recovery into even more troubled waters.

Kim Hayward, Lead Partner for BDO LLP in Southampton commented: 
“At the moment, pre-election politics run the real risk of setting the whole economy off course.  The main political parties are keeping their detailed fiscal policy plans under wraps and not disclosing by how much, when and in what areas they’ll reduce the deficit.  This makes any firm decisions by the Bank of England on monetary policy - including a resumption of quantitative easing - very difficult.  

“Greater clarity on the depth and timing of fiscal squeeze will give Mervyn King the green light to plan monetary policy that will quickly synchronise with the next government’s fiscal aims.   This, together with more certainty for business, will help remove the risk of twin peak inflation.”
BDO LLP in Southampton will shortly be publishing a more detailed look at business trends in the region as the third annual Central South Report will be released shortly.
- Ends –

	Note to editors
	The BDO Business Trends Report Indices are calculated by taking a weighted average of the results of all the UK’s main business surveys carried out during the last month.

Methodological notes:

The BDO Monthly Business Trends Indices are prepared on behalf of BDO LLP by the centre for economics and business research (cebr).

Taken together the surveys cover over 11,000 different respondents from companies employing approximately five million employees. The respondents cover a range of different industries and a range of different business functions. Together they make up the most representative measure of business trends available.

The surveys are weighted together by a three-stage process. First, the results of each individual survey are correlated against the relevant economic cycles for manufacturing and services. This determines the extent of the correlations between each set of survey results and the relevant timing relationships. Then the surveys are weighted together based on their scaling, on the extent of these correlations and the timing of their relationships with the relevant reference cycles. Finally, the weighted total is scaled into an index with 100 as the mean, the average of the past two cyclical peaks as 110 and the average of the past two cyclical troughs as 90.

The results can not only be used as indicators of turning points in the economy but also, because of their method of construction, be seen as leading indicators of the rates of inflation and growth.
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