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Bank of England hikes rates again but
committee grows more divided

The Bank of England has hiked for the fourth time, though there are
further signs that policymakers believe market rate hike expectations
have gone too far. We expect another 25bp hike in June and
potentially also August, before the committee presses the pause
button
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The Bank of England has hiked rates by a further 25 basis points, taking Bank Rate to 1%. No
surprises there, but financial markets went into the meeting pricing further hikes at every
remaining meeting this year. Look closely, and there are clear hints that the overall committee
thinks that is going to be too aggressive.

The Bank’s new forecasts - while pointing to double-digit inflation later this year - show CPI below
target at the three-year horizon. Growth is set to fall by almost one percentage point in the fourth
quarter, and depressingly the Bank’s forecasts show that GDP is projected to be only half a
percentage point bigger at the end of 2024 than it is now. Unemployment, while set to fall further
this year, is set to rise by almost two percentage points by the end of the forecast period.
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How the BoE's new forecasts compare with February
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Remember all of this is based on the latest swaps curve - or market rate hike expectations - and
can be read as a sign that the committee thinks investors are pricing in too much tightening over
the next year. The accompanying minutes even tell us that two rate-setters saw no further need
to continue signalling that additional ‘modest tightening’ is needed. Presumably, we should expect
those two to vote for no change in rates when the June meeting comes around.

That's not to say the Bank is quite done with its rate hike cycle. Policymakers are clearly divided,
and three voters opted for a 50bp move this time. It's clear that the committee is divided on just
how concerned it should be about the tight jobs market, faster wage growth and elevated
consumer inflation expectations. Helpfully, the Bank also publishes projections which show us what
they'd expect to happen if rates stayed flat at 1% for the next few years - and these suggest
inflation would end up a little above target if no further action was taken.

In short, expect more hikes, but not as many as markets expect. We'd already pencilled in another
rate rise for June and we suspect on the basis of today’s split decision, another one could follow in
August. But the new forecasts, taken together with the increasing division among committee
members, suggest the Bank is getting closer to a pause in its tightening cycle.

Finally, and unsurprisingly, the Bank has kicked the can down the road on prospects for actively
selling bonds. Policymakers had previously said they would consider selling gilts once Bank Rate hit
1%, but we wrote recently that market conditions are not conducive to starting right now. The
committee has tasked staff with working on the strategy, and it will report back on this in August.
If market conditions allow, we suspect this could begin at some point later this year.

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

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

Snap | 5 May 2022 2


https://think.ing.com/articles/why-markets-arent-ready-for-the-bank-of-england-to-start-selling-bonds/
mailto:james.smith@ing.com

THINK economic and financial analysis

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 http://www.ing.com.

Snap | 5 May 2022 3


http://www.ing.com

