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UK: IS THE BOE DECISION HIDING DISAGREEMENT? 

Berenberg Macro Flash 

The BoE left interest rates on hold again today as expected, but we expect the rate setters to respond to strong 
growth and tumbling unemployment by hiking rates in November this year. We see a 60% chance of a November 
hike, and 40% chance of a February move. Some surveys have come off their peaks in recent months, but leading indicators 
suggest growth remains healthy. Martin Weale has stood out as more hawkish than his 8 colleagues on the BoE’s rate setting 
committing in recent months and could be the first to advocate a hike, probably next month in the run-up to the August 
Inflation Report. 
 
Growth is stabilising at strong rates while slack is falling fast. Growth has been at or above trend for a year now. Re-
cent data have been more mixed than has been typical during the past year of positive surprises in the UK, but that is some-
thing we will have to get used to now growth has stopped accelerating. Surveys are not going to set record highs every 
month. Many have come off their peaks, but that just brings them down to more realistic readings. Those leading indicators 
are comfortably strong enough to suggest roughly 3% annual growth is achievable this year and next, helped by continued 
super supportive monetary policy and returning optimism. In tandem with strong growth, slack has fallen rapidly, with un-
employment now 6.6% with a further fall possible in next week’s data.  
 
Start early to go slowly. Amid strong growth and falling unemployment, interest rates remain at record lows and the BoE 
retains £375bn of gilts bought through quantitative easing. The UK is moving rapidly towards its destination. A rate hike 
would not be about putting the brakes on. Rather it would be a case of the BoE very very slightly easing up on the accelera-
tor to bring the economy in for a smooth landing. Even on our forecast, which is more aggressive than the market, we see 
rates reaching only 2.5% by the end of 2016, a still supportive level. A big question facing the MPC is whether to start hik-
ing early so they can keep rate increases gradual, or whether to leave it longer at the risk of having to hike faster. Moving 
gradually would be sensible given how long interest rates have been on hold. Recent words from Mark Carney seemingly 
intended to prepare the ground for a hike appear to have come as a bit of a shock. Indeed, that may be part of the reason 
for surveys coming off their peaks and the London housing market losing some steam.  
 
The big risk to our call is wage growth. Unemployment has fallen sharply over the past year but wage growth, at least 
according to the official data, remains stubbornly weak. That could suggest there is still plenty of slack in the economy and 
interest rates could stay low for longer than we expect. On the other hand, surveys of recruiters point to rapidly improving 
wage growth, and a wide range of labour market indicators have improved over the past year. For instance, vacancies are 
now back to normal levels. We expect wage growth to gradually pick up this year, but the key risk to our call is that it re-
mains weak. It is unlikely that the BoE would hike rates if wage growth remained around 1% yoy. 
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