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Markets are right to rethink the Bank of
England as rates reach a peak
Investors have significantly reappraised the Bank of England outlook
over recent weeks, and we think rate hikes have now finished. Rate
cuts are likely to be a story for next summer

Bank of England
governor Andrew
Bailey says there's 'no
room for
complacency'.

Investors have revised down UK rate expectations over recent
weeks
Against a backdrop of rising US market rates, it’s all the more eye-catching that UK rate
expectations continued to fall back through September. The differential between US and UK rates
has narrowed considerably as a result, and if we look at where investors expect rates to be in two
years’ time, the Bank of England is expected to have rates only fractionally above the Federal
Reserve. Contrast that with July, where at one point markets were pricing UK rates two full
percentage points higher than across the Atlantic in mid-2025.

It's a big move, and it is at least partly a recognition that the UK’s inflation problem isn’t
considerably worse than elsewhere – a narrative that had become fashionable earlier in the
summer. The most recent inflation figures came in well below expectations, and even if some of
that was noise, it’s a reminder that disinflation is coming to Britain just as it has in Europe and the
US.
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UK rate expectations have fallen even as they've risen in the US

Source: Macrobond

We think hikes have finished and cuts can begin next summer
Markets are also responding to the Bank of England itself, which, having paused rate hikes in
September, has effectively called the top in this tightening cycle. Barring a big data surprise
between now and the November meeting, we think the Bank’s August rate hike was the last.

That turns the focus to rate cuts, and the Bank is at pains to tell us that these are a long way off.
We agree, up to a point. Services inflation – a key metric for the Bank – is likely to end the year
below 6% from 6.8% now and continue falling thereafter as lower gas and electric prices work
through with a lag. Wage growth is likely to do the same, though in both cases the decline will be
gradual. Economic inactivity (people neither employed nor actively seeking a job) is on the rise
again, and the employment rate is still a percentage point lower than pre-Covid. Worker shortages
aren’t going to go away entirely.

That said, the jobs market is now clearly beginning to cool. The ratio of job vacancies to
unemployed workers is falling quickly, both because of a fall in openings but also a noticeable rise
in joblessness. The BoE is also acutely aware that much of the impact of past rate hikes is yet to
hit. The average rate on outstanding mortgages has risen from 2% to 3% and will be above 4%
probably by the spring of next year. That’s why the Bank is keen to keep rates high for a long
period, but we think by next summer the case for maintaining rates at 5% or above will have
faded. Assuming the Fed has started cutting rates by that point, we’ve pencilled in the first cut in
August 2024.

Author

James Smith
Developed Markets Economist
james.smith@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information

mailto:james.smith@ing.com


THINK economic and financial analysis

Article | 5 October 2023 3

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 BR000341) 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.

http://www.ing.com

