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Bank of England holds interest rates,
signals caution ahead
The Bank of England kept rates on hold this month and is pretty vague
about what comes next amid visible nervousness surrounding the
inflation outlook. We suspect that anxiety is overdone and think the
Bank will continue with a gradual pace of rate cuts throughout this
year and into next

Governor of the Bank of
England Andrew Bailey

At the margin, the Bank is getting more hawkish
If you had to draw one headline out of the latest Bank of England decision to keep rates
unchanged at 4.5%, it would be that Catherine Mann has dropped her short-lived call for faster
rate cuts.

Having never previously voted for cuts, Mann shocked just about everyone by abruptly voting for a
50 basis-point cut in February, citing the risk of “non-linear” falls in employment. This time, it was
only long-standing dove Swati Dhingra who went against the grain in voting for an immediate rate
cut.

The truth is that the committee’s four external members – which includes both Dhingra and Mann
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– have always tended to be more activist than the ‘core’ members, which includes Governor Bailey
and his deputies. The read-across from these changes in vote split between months is very limited
in terms of what it means for future rate decisions.

But it does raise an interesting question: is the committee as a whole getting more hawkish again?
The answer, at the margin, seems to be yes. Since Mann aired her concerns about the jobs market
back in February, the data since has been remarkably resilient. Employment and redundancy
levels haven’t budged despite repeated surveys showing hiring appetite has fallen ahead of next
month’s tax hikes.

That could change of course, and the Bank does acknowledge in its latest statement that an
unexpected hit to demand could yet force it to accelerate the pace of easing. We think that the
weekly data on redundancy notices, published by the government, will become the key numbers
to watch between now and the next meeting in May. For now those notices aren't showing a pick-
up in layoffs.

The Bank is getting more nervous about inflation again
At the same time, it’s clear the committee is becoming more nervous about this year’s rise in
headline inflation. It has already hit 3%, and we think it will briefly get close to 4% in the second
half of the year. On paper, this shouldn’t be a concern, given that it overwhelmingly reflects rising
utility bills. But it’s clear the Bank is still scarred by the experience of 2-3 years ago, where rising
natural gas prices fed through to higher service-sector inflation much more aggressively than it
had first thought.

The experience today looks very different, and we’re sceptical that this is a major risk this year.
Indeed, though services inflation is still uncomfortably high at 5%, we think it will be closer to 4%
and perhaps below by the end of the second quarter. That would represent a more aggressive fall
than the Bank of England is forecasting and is premised on the idea that April’s annual price hikes
will be less significant than at the same time a year ago.

In short, barring a surprise collapse in the jobs market or an equally surprising energy-driven pick-
up in services inflation, we think the Bank is poised to continue making quarterly rate cuts
throughout 2025.

Financial markets are a little more sceptical, pricing just 53bp of further easing over 2025 and
virtually nothing more in 2026. Not only do we expect 75bp worth of rate cuts this year, we expect
another 50bp in total next year.
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