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Forty-year high and rising, but this isn’t 70s inflation 

◼ Memories of the inflationary tsunami that hit the UK in the 1970s have been rekindled by 

inflation surging to a 40-year high and climbing. But we think economic, structural, and 

institutional differences mean a repeat of the 1970s' experience is unlikely. 

◼ The 1970s heralded an inflation regime shift in the UK, triggered by a long series of economic 

shocks culminating in the 1973 oil crisis. In contrast, for much of the decade prior to the Covid 

shock inflation was very low in the UK. 

◼ The balance of power between workers and employers has shifted in favour of the latter. Wage 

bargaining today is less likely to be collective and more likely to be idiosyncratic than in the past. 

This has broken the link between inflation and pay growth.  

◼ The UK's monetary policy regime has transitioned toward inflation fighting, a shift that is unlikely 

to be reversed. The MPC's recent behaviour has clearly shown they are prioritising fighting 

inflation at the expense of supporting growth. 

Soaring oil prices, supply-chain bottlenecks, and inflation at a four-decade high are tempting parallels with 

the Great Inflation of the 1970s. In that decade, CPI inflation in the UK averaged 12% on a calendar-year 

basis, peaking at almost 23% in 1975. As well as hitting levels not seen in any other post-war decade, the 

persistence of high inflation in the 1970s has no historical parallel. Price data from the BoE stretching back 

to the 13th century shows that average inflation in the 1970s was higher than for any other ten-year period 

in the last 800 years (Chart 1). 

The 1970s certainly provide a template for how adverse macroeconomic developments combined with 

policy mistakes can trigger a bout of sustained high inflation. But in our view the peculiarities of that period 

and the structural and institutional differences between now and then make a repeat unlikely. But even 

though inflation is unlikely to reach the dizzy levels of the 1970s, a more serious risk is that structural forces 

– some triggered by the pandemic – could push it persistently above the BoE's 2% target.  

Chart 1: The 1970s stands out as a high-inflation decade, even from a multi-century perspective 

 
Source: Bank of England 
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The 1970s began with inflation already high and rising 

A key difference between then and now is that the pickup in inflation in the 1970s was caused by a series of 

economic shocks during the late 1960s and early 1970s, that culminated in the 1973 oil crisis. CPI inflation 

averaged 6.6% from 1968 to 1972, double the 3.3% of the previous five-year period, which in turn was a 

significant advance from the 2.5% averaged in 1958-1962. Inflation continued to rise even while the 

economy contracted, reflecting labour unrest, energy shortages, and a rising oil price. In comparison, as of 

May 2022, inflation had been high (defined as above 2%) for only ten months. And that followed five-year 

and ten-year periods when the CPI measure had averaged almost exactly the BoE's 2% target (Chart 2). The 

scope for inflationary psychology to embed itself in price- and wage-setting behaviour is correspondingly 

much more limited. 

Chart 2: Inflation was high and rising before the 1973 oil price shock   

 
Sources: Oxford Economics/Bank of England/Haver Analytics 

Power relations at work have shifted in favour of employers 

A second key difference is workers’ bargaining power – or the lack of it. One of the triggers for rising 

inflation in the 1960s and 1970s was the fading of "money illusion". As inflation began to creep up, workers 

became more aware that growth in pay was being eroded by rising prices and sought to offset that with 

larger pay demands. The bargaining power of workers in the 1970s was such that average real wages grew 

faster than in any other post-war decade, bar the 1980s (Chart 3). 

Chart 3: Worker's bargaining power delivered relatively strong real pay growth in the 1970s 

 
Sources: Oxford Economics/Bank of England/Haver Analytics 
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But the mechanisms for labour to collectively make big pay demands today in response to rising prices are 

much weaker. In 2021, only 20% of workers, mostly in the public sector, were members of a trade union, 

well down from the late 1970s peak of over 50%. It's probably not a coincidence that the 2010's was the 

weakest decade for real pay growth, despite also having the lowest inflation rate. 

On top of much diminished union power, the incidence of self-employment, flexible and part-time working, 

and zero-hours contracts has increased. So wage bargaining is less likely to be collective and more likely to 

be idiosyncratic today than in the past. Some economists, such as former BoE Chief Economist Andrew 

Haldane, have also argued that factors such as increasing automation in the workplace have reduced 

workers' bargaining power.  

One way of gauging the consequences is to look at the correlation between movements in inflation and 

earnings. Since the early 1990s, when the era of inflation targeting began, the correlation in the UK has 

been negative, despite this period being one of relatively low unemployment. This contrasts with the 1970s 

and 1980s when pay and price increases were far more tightly bound (Chart 4). The implication is that high 

inflation today is more likely to reduce real incomes, weigh on consumer demand, and prove self-limiting, 

rather than, as in the 1970s, encourage big pay claims and self-perpetuate. But the MPC is clearly more 

concerned about the threat of a repeat of the 1970s experience and, as a result, risks making a policy 

mistake trying to rectify a problem that could resolve itself. 

Chart 4: A past association between inflation and pay growth has disappeared under inflation targeting 

 
Sources: Oxford Economics/Bank of England/Haver Analytics 

Institutional changes have reduced tolerance for high inflation 

A third key difference is institutional. In the 1970s, the level of interest rates was decided by the 

government of the day, and the BoE implemented politicians' decisions. The objective of monetary policy 

was to support the governments' goal of full employment, while fiscal policy was pro-cyclical for much of 

this period too. This pushed inflation control well down the pecking order of economic priorities and 

undermined the central bank's ability to guide governments to tighten policy sufficiently to squeeze 

inflation out of the system. 

Today, the BoE has operational independence in setting monetary policy and a clear inflation target of 2%. 

If that target and the MPC's autonomy in meeting it is maintained, it’s difficult to see how a 1970s-style 

prolonged period of very high inflation could occur. The MPC cannot unilaterally raise the inflation target, 

and the likelihood of the government pressuring the MPC to tolerate persistently above-target inflation 

seems slim. The political consensus in favour of inflation targeting is strong. Further, as we explained in a 

recent note, the MPC is clearly displaying its focus on fighting inflation at the expense of supporting future 

growth. While the recent acceleration in prices growth may have dented the BoE's inflation-fighting 

credentials, the existence of the inflation target means inflation expectations are likely to remain well 

anchored by the standards of the 1970s, when no such target existed. 
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Stubbornly above-target inflation is a bigger risk than a 1970s reboot  

The three key differences outlined above suggest the UK economy is almost certainly not facing the 1970s 

redux. A bigger risk is that inflationary pressures prove more marked than in the past, if not at 1970s levels. 

The factors that have pushed inflation up over the last year (disruption to the supply of goods, followed this 

year by a war-related surge in energy and commodity prices) might persist for longer than we assume.  

While a shift from goods back to services spending appears to be largely complete in the UK, that is not the 

case in the US (a key driver of global inflationary pressure, given the size of its economy), where goods 

spending has remained far above pre-pandemic trends. And China's approach to containing Covid could 

prove an ongoing disruptor to supply chains. Meanwhile, just how long the war in Ukraine will last and 

whether energy supplies from Russia might be disrupted further are two unknowns that could compound 

the inflationary effects of higher energy prices beyond the short-term.    

A combination of structural forces, some triggered by the pandemic, could also threaten medium-term 

price stability. A potential retreat from globalisation (such as pressure to re-shore supply chains) and a less 

trade-intensive economy post-Brexit mean domestic UK firms might face less competition to keep prices 

down. A failure of labour force participation to recover from the drop seen over the last two years would 

mean a persistently tighter jobs market and stronger wage pressures than otherwise. 

But the likelihood that these factors would trigger the kind of explosive wage-price spiral seen in the 1970s 

seems more remote. Some might entail a one-off rise in the price level, rather than prove a persistent 

source of price rises. Globally, the structural forces that helped keep inflation low in the UK and elsewhere 

during the 2010s haven't entirely gone away, as our recent report noted. 

Still, one area that does look distinctly worse in the present day compared with the 1970s is the interplay 

between high inflation and poverty and inequality. Inflation in the 1970s went together with strong growth 

in real household incomes, as workers managed to secure more-than-offsetting wage increases. The 1970s 

represented a crisis for profits, not living standards. But the shift in power relationships between employers 

and workers outlined earlier mean households' living standards, not corporate profits, will likely bear the 

brunt of price rises today.   

Chart 5: The 1970s economic crisis was more about profitability than the cost of living 

 
Sources: Oxford Economics/Haver Analytics 
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