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UK: BOE SURPRISED AT GUIDANCE SUCCESS? 

Berenberg Macro Flash 

 
Surprised by their own success? The BoE minutes state that policy makers were surprised that markets did not attach a higher 
higher probability to a rate hike in 2014, given how sharp the decline in unemployment has been. That is almost ironic given how much Mark 
how much Mark Carney and the other MPC members had done until last week’s Mansion House speech to convince markets that any rate hike 
was still a very long way off, even when the evidence of sizeable slack in the economy started evaporating at ever faster rates on a monthly basis. 
Even in the latest minutes, policy makers once again discussed at length various measures that still indicate significant slack in the economy which 
would warrant keeping rates very low for an extended period of time. That had been the argument underlying forward guidance towards low rates 
all along. 
 
In substance, the minutes do not offer evidence of any dramatic change of view in the committee on key issues. There was no 
rift in the committee and policy makers continued to vote unanimously for unchanged rates (and asset stock). As in May, they expected slack to be 
absorbed over the next two to three years and rates to start rising gradually when they do. Policy makers put their face in macro-prudential tools to 
deal with the heating housing market. 
 
The expectation that the sharp decline in unemployment would fade later this year remained the key for the Bank’s willing-
ness to keep rates low for longer. Hence productivity growth would increase and slow the erosion of slack, which would keep inflation in check. 
However, there is no evidence of such a slowdown. On the contrary, employment growth rocketed in the three months to April, to 345k. 
Unemployment continued to fall sharply. At 6.6%, it should not be too far from an inflation-neutral rate. The claimant count for May suggested 
that the trend will continue and buoyant confidence surveys also show no sign of a slowing recovery. While there are some signs that the house price 
boom is not getting stronger, house price inflation jumped to 9.9% in April on the ONS measure and the RICS balance rose to 57% in May. 
The FPC’s macro prudential tools may cool things, but they are untested especially in an environment with such low interest rates. 

 
The pressure on the BoE to hike rates immediately remains subdued as long as actual inflation remains below target and wage 
growth remains weak. But these are lagging the economic cycle and currently distorted by temporary effects like the late Easter, tax changes last 
year and appreciating sterling. We expect the unease with easy money amongst the more hawkish spectrum of BoE policy makers to grow and lead 
to the first individual votes for a hike, potentially this summer. A majority for a first hike should be achieved in November this year. 
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