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BOE: TWO DISSENTERS KEEP RATE HIKE OUTLOOK FINELY BALANCED  

Berenberg Macro Flash 

In a sign that the first rate hike may come slightly earlier than markets currently expect, two members of the Bank of 

England’s rate setting committee voted for a 25bp rate hike at the 6/7 August meeting. The minutes of the meeting reveal 

that Martin Weale and Ian McCafferty argued that the rapid fall in slack in the economy, highlighted by unemployment 

falling much faster than expected, created the prospect that wage growth would pick up soon. Since monetary policy would 

impact the economy with a lag, just like wages follow the economic cycle with a lag, it was desirable to anticipate labour 

market pressures by raising Bank Rate in advance of them. 

 

We had expected one dissenting vote at last meeting. Two dissenters mean that chances for a rate hike still this year 

may have increased a bit. There are caveats, however. (1) Dissenters do not always signal an imminent majority shift: there 

was a run of dissenting votes in 2011 as well, but the majority of the MPC stuck to the dovish course then. (2) Wage growth 

has slowed even more according to data releases since the meeting, with weekly earnings falling by 0.2% yoy in June. (3) 

Geo-political risks have increased and affect the UK’s largest trading partner, the Eurozone. In our view, the probability for 

a first rate hike remains finely balanced, but the majority is likely to hold-out until February next year. That would still be a 

bit before current market expectations. 

 

The majority in the MPC did not follow the arguments of the hawks. For them, there was little evidence of imminent 

inflationary pressures, with low wage growth taking the centre stage as an argument. While acknowledging that slack was 

falling, the central estimate was that it remained in the region of 1% of GDP. That would be sufficiently large to prevent 

imminent domestic inflationary pressures. The likely downward impact of the stronger sterling on imported inflation was 

also mentioned. Given that the beginning of a rate hike cycle could bring risks with it - such as a sudden drop in confidence, 

problems for highly indebted households  and stronger sterling - the majority did not see the time ripe for an increase in 

Bank Rate. 

 

The BoE will not wait too long before hiking. Slack is uncertain but rate setters can see that unemployment is falling 

quickly. That has already prompted two rate setters to call for a hike. With economic uncertainty higher, wage inflation 

lower and Carney’s message at last week’s Inflation Report presentation, the risk of a majority of rate setters backing an early 

hike has receded since the August meeting. 

 

The precise timing of the first rate hike will not make or break the UK’s recovery. We continue to expect the BoE to 

hike rates faster than the market does, by 25bp a quarter rather than the 15bp the market expects – mainly because we see 

more momentum in the UK economy. We look for 3.0% growth in 2014 and 3.2% in 2015. 
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