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BOE: HIKE APPROACHING 

Berenberg Macro Flash 

 

The Bank of England is edging closer to the quarter point rate hike that we expect to come in November. Today’s 

minutes of the rate setters’ early July meeting showed continued gradual evolution to a rate hiking position. There was no 

smoking gun or sudden shift in position. Indeed, the minutes pushed the big judgements into next month’s meeting which 

comes as the BoE finalises its quarterly forecast update. Importantly though there seemed to have been more active debate 

of hawkish interpretations of the latest developments, as well as the dovish take. For some members, the decision on inter-

est rates had “become more balanced in the past few months”. We see a 60% chance of a quarter point hike in November 

this year. 

 

Balanced, which itself is a significant change from earlier this year. The BoE’s minutes were a perfect example of the 

balanced two-handed economist, which itself is a significant change from six months ago when dovish one-handed views 

were in the ascendency. This month, on the one hand was a view that weak wage growth signalled plenty of slack left in the 

economy, while there was little evidence of building inflationary pressures. On the other hand was the argument that when 

slack is so uncertainty the central bank should focus on the speed at which it is falling. Unemployment continues to under-

shoot BoE forecasts, surveys of wage growth had already picked up significantly, and “the risk of a small rise in Bank Rate 

derailing the expansion and leaving inflation below the target in the medium term was receding as that expansion became 

more established.” 

 

Clutching at straws on growth slowing. The BoE said today that “there were some tentative indications that the modest 

slowing in output growth that the Committee had foreseen would begin to take place in the second half of the year.” To 

justify that statement they focused on slowing mortgage approvals numbers and a British Chambers of Commerce survey 

that, in our view, still signals nearly 5% annualised growth, well in excess of the sub-3% numbers the BoE is looking for in 

the second half of this year. The Confederation of British Industry manufacturing survey yesterday reported expectations 

for new orders growth at their strongest since 1977. The rise in mortgage approvals this morning, from 41.8k in May to 

43.3k in June according to the BBA shows the disruptions from tighter mortgage regulations could be starting to ease. We 

expect growth to exceed the BoE’s current forecast and slack to fall faster than their last forecast anticipated. Putin poses a 

clear and present danger to that forecast, but we do not expect events surrounding Ukraine to derail the UK recovery. 

 

Wages hold the key. The minutes leave our view on track. We look for one rate setter to vote for a hike next month, and 

for a majority of the nine Committee members to agree to a hike in November this year. Getting one voter for a hike next 

month does not depend on official wage data picking up – the focus on the speed at which slack is falling should be enough. 

But it is unlikely a majority would favour a hike unless pay growth perks up over the next four months. Given the strength 

of some surveys, we expect that to happen by November. Of course, it is not a nailed on certainty. 
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This message has been produced for information purposes for institutional investors or 

market professionals, it is not a financial analysis within the meaning of § 34b or § 31 of the 

German Securities Trading Act (Wertpapierhandelsgesetz), no investment advice or recom-

mendation to buy financial instruments. The message does not claim completeness regarding 

the information on the developments referred to in it. On no account should it be regarded 

as a substitute for the recipient’s procuring information for himself or exercising his own 

judgements. The message may include certain descriptions, statements, estimates, and con-

clusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or 

consequential loss or damages of any kind arising out of the use of this message or any part 

of its content. -- For full economics reports please visit our website or con-

tact capitalmarkets@berenberg.de.  
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