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We (still) don’t expect the Bank of
England to hike rates

We're sticking to our call for the Bank of England to keep rates on hold
this year, in contrast to our forecast for an ECB rate hike in June. A
weaker jobs market, tighter fiscal policy and a more restrictive starting
point for interest rates set a higher bar for monetary tightening

Bank of England
Governor Andrew
Bailey

No, the UK is not more vulnerable to the coming inflation shock

Financial markets are still applying the 2022 playbook to the Bank of England. The scale of
repricing in interest rate expectations has been more dramatic than either the eurozone or the US.
The implied UK rate one year from now has risen a full percentage point since the onset of war,
and investors are still pricing close to two hikes by year-end.

That seems to imply that the UK is facing a more severe inflation shock than elsewhere. We
disagree. That may have been true in 2022. And Britain may be a major energy importer. But its
dependency is on natural gas. And fortunately, this is not yet a natural gas crisis. Wholesale prices
are still a fraction of where they traded in the fallout of the Ukraine invasion.

Based on ING's updated energy price forecasts, we think inflation is set to rise to 3% through
May/June and bounce between 3.5-4% from July onwards. That's virtually identical to our new
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eurozone inflation predictions. And if anything, the UK may be less exposed to the second-round
inflationary effects that keep central bankers up at night.

The jobs market is weaker than in much of Europe, judging by vacancy data, thanks to the effects
of last year's tax rises. Those increases had minimal impact on inflation but a notable impact on
hiring. It's a reminder that firms have much less pricing power than they did in 2022. Likewise,
workers don't have nearly as much power to demand higher pay. Wage growth has already fallen
sharply in recent months. Unemployment is set to rise further.

The UK jobs market looks weaker than in the eurozone
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We're still not convinced the Bank will hike rates

Fiscal policy is also getting tighter. The structural deficit is still set to fall this year thanks to the
freeze in income tax brackets. That's in contrast to the post-pandemic period, but also

Germany and its neighbouring economies, which are set to benefit from the wave of infrastructure
spending coming online this year. Universal energy bill support looks unlikely.

The other major difference is that Bank of England interest rates are still widely seen as restrictive.
The nominal neutral rate - a rate neither expansionary nor restrictive for the economy - is seen
around 2.5-3%. Again, that's a difference with the ECB, where its 2% deposit rate is largely seen as
neutral. The centre of gravity is still down, if anything; remember the Bank of England was on the
verge of cutting rates further before the war began.

Finally, the Bank of England itself has begun to strike a different tone to its continental neighbours.
Governor Bailey recently made a rare and not-so-subtle intervention on market pricing, saying
investors were “getting ahead of themselves” in pricing hikes.

We took this to mean an April rate hike is highly unlikely. We're sticking with our call for the Bank
to keep rates on hold this year. This marks a small divergence with the ECB, from which our team
now expects a hike in June.

Article | 16 April 2026 2



THINK economic and financial analysis

Author

James Smith
Developed Markets Economist, UK
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
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 BRO00341) 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 www.ing.com.

Article | 16 April 2026 3


mailto:james.smith@ing.com
https://www.ing.com

