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UK: CARNEY’S U-TURN 

Berenberg Macro Flash 

CARNEY MORE HAWKISH ON INTEREST RATES 

BoE Governor Mark Carney’s set piece Mansion House speech last night marked a significant change in tone on interest 

rates and the housing market. He said an interest rate hike: “could happen sooner than markets currently expect”. The mes-

sage was caveated, but Carney would have been well aware of the probable impact of his words. He would not have chosen 

the words lightly, which makes them significant. As of yesterday, markets were pricing in a hike around Q2 2015, but two-

year swap rates have since risen more than 15bps. We expect the first hike in November 2014. The change in tone was 

sensible, in our view. Record low interest rates are increasingly unnecessary. 

 

Mark Carney seems much more pragmatic than the dogmatic dove he is often caricatured as. That is an important takeaway 

for how monetary policy will be conducted. As the economy has recovered, his tone has changed. Less than one year ago 

Mark Carney said he did not expect to have to hike interest rates until late-2016 or perhaps 2017. Now he is saying they may 

go up in 2014. His speech last night is in marked contrast to the message he gave at the Inflation Report press conference in 

the middle of last month, which pushed market expectations of a rate hike back a few months.  

 

The change reflects the reality in the economy. It is flying now. Employment is rising at a record pace and we see no sign of 

economic growth slowing from its current approaching 4% annualised pace. Wage growth remains weak, which could still 

delay the first hike. But weak wage inflation will not last for long if growth remains this strong. The Recruitment and Em-

ployment Confederation survey measure of salary growth, for instance, has surged over the past six months. 

 

The central bank seems to have given up on holding back market expectations of when the first hike will come. But they are 

still emphasising that future hikes will be gradual and limited. There is uncertainty about the path for interest rates. That is 

normal. Carney may well have been aiming for that message. Households are sensitive to rate hikes given their debt, and this 

UK recovery is coming with the help from loose policy. Interest rates are unlikely to be raised back to pre-crisis norms in 

the next two to three years. The risks to the recovery are not all one-way either. Geopolitical problems – read Iraq, Ukraine 

right now – could change the economic outlook. But the upside risks balance those in our view and we expect the economy 

to grow by 3.3% next year, much faster than the consensus forecast of 2.5%. Record low interest rates are unnecessary in an 

economy growing at above trend rates with inflation close to target. 

 

The abrupt about face by Mark Carney may make it difficult to repeat forward guidance in the future. Changing guidance of 

the date of the first hike by 2 years or more within nine months makes any central bank statements about future rate hikes 

close to worthless. The economy has surprised most people by its strength, but the BoE has been more surprised than most 

on what that means for interest rates. 

 

STRONG HOUSING MARKET MESSAGE, TOO 

Both the Chancellor’s and Mark Carney’s speeches last night also sounded a cautious note on the housing market. They see 

no need to panic. But, equally, the authorities are gearing up to rein in the housing market. Action is likely to be gradual and 

gentle, but make no mistake, it is on the way. 

 

As with interest rates, the tone has changed markedly. Last November Mark Carney responded to questions about housing 

by saying the BoE does not make policy only for inside the circle line – the housing market surge was only a London phe-

nomenon. He said last night that “expectations that prices will continue to rise are most marked outside London.” 

 

The central bank is gearing up to take action. As with everything last night, it is the change in tone that was most significant, 

rather than the precise measures announced. Chancellor George Osborne gave his blessing to action on housing risks. Car-

ney indicated that macro-prudential policy – credit controls to reduce financial stability risks – would be deployed early: “We 

can limit risks tomorrow by acting against a loosening in underwriting standards in new mortgage lending today.” 
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The Chancellor announced that the BoE will get formal powers to set maximum loan-to-income and loan-to-value ratios. 

The BoE pretty much had those powers already: it could recommend banks adhered to a maximum on a “comply or ex-

plain” basis. So the change in powers is less significant than the message it gives. The Chancellor also announced further 

tweaks to planning regulations to encourage development on Brownfield land. That is sensible and useful, but is unlikely, on 

its own, to transform he outlook for house prices. 

 

We expect the bank to modestly tighten affordability criteria – the interest rate banks use to test whether borrowers can 

afford a mortgage – this month and to rein in the Help-to-Buy scheme in September.  
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