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The Bank of England not quite as dovish
as expected

No change from the Bank of England this Thursday but sterling and UK
market interest rates nudged higher after two members of the
Monetary Policy Committee continued to vote for a 25bp rate hike.
Like many other central banks, the BoE awaits further evidence of
disinflation before cutting rates. Our house view remains for a first cut
in August

Bank of England
Governor, Andrew
Bailey, at Thursday's
media briefing

BoE drops its tightening bias

Heading into today's Bank of England MPC meeting, the market had been leaning towards a dovish
outcome. The consensus seemed to have been that the three hawks voting for a 25bp rate hike in
December would relent. Additionally, this would be the first major BoE communication of the year,
and it would be the first opportunity for the BoE - like other central banks - to welcome disinflation
trends and perhaps even talk about rate cuts.

Instead, two of the hawks, Catherine Mann and Jonathan Haskel, continued to vote for a 25bp rate
hike - a move only partially offset by Swati Dhingra, who is now voting for a rate cut. Additionally,
even though the BoE said it would keep under review how long the policy rate would need to stay
in restrictive territory, the tone of the statement maintained the BoE's concern over the
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persistence of inflation given that lower market interest rates would see slightly higher growth
than was expected back in November.

At the same time, the Bank’s forecast for inflation - largely above the 2% target for much of the
forecast horizon - pushes back against those expectations for an early rate cut. In effect, the Bank
is making clear it needs more time and more evidence that the disinflation trend is a true one
before it is prepared to firmly step into dovish territory.

As is very much the case elsewhere in the world, the Bank’s path for policy will be very data-
dependent as the Bank continues to focus on the labour market, wage growth and services price
inflation. We think there will be more evidence of this through the second quarter and that,
ultimately, the Bank will have enough information this summer to start an easing cycle in August.
This is slightly later than the market and the Bank’s survey respondents, who favour June as the
start of the easing cycle.

Market reaction: Rates back up and sterling edges higher

Money markets shaved off 3-4bp of its pricing for the May meeting so that the implied probability
of a first rate cut then now stands at around 50%, down from more than 60%. That puts it back to
where we were around the middle of last week. June pricing was pared, but a cut by this date
remains more than fully discounted. The discount over the entire year did nudge up a bit, but it
remains above 100bp of easing.

The slight bear flattening of the money market curve also translated into a bear flattening of the
gilt curve by around 3bp after the BoE decision, pushing it to its most inverted for this year. The
10Y nudged back above 3.8%. It had tracked wider developed markets lower over the past few
days, even slightly outperforming Bunds. But this merely returned the 10Y Gilt Bund spread to the
average since October last year. Our base case remains that this spread tightening should have
further to run, near term also premised on the view that pricing for the ECB is too aggressive but
remains more balanced for the BoE.

Sterling has ticked higher in response to the less-than-dovish statement. We doubt it needs to
embark on a major rally, however, given that we think UK inflation will ultimately play catch-up
with the disinflation trends seen in the US and the Eurozone. We think EUR/GBP can probably trace
out a 0.85-0.87 range over the coming months, while a strong dollar environment can keep
GBP/USD near the 1.26/27 region this quarter.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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