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BOE BALANCING WEAK WAGES AND STRONG EMPLOYMENT 

Berenberg Macro Flash 

 
The BoE will not wait too long before hiking. As expected, the BoE left interest rates unchanged today. The economy is growing 

growing strongly and unemployment is tumbling, but weak wage growth signals there is still enough slack left in the economy to allow interest rates 

to stay on hold for a few months yet. While growth remains strong, the latest PMIs show the recovery has become lopsided as domestic spending 

roars ahead and manufacturing is hit by events abroad. That continuing slow growth across the Channel would have given the rate setters another 

reason to sit on their hands for now. It is one thing to hike rates before wage growth returns when the international environment is improving. It is 

another to do that in the face of fall-out from fighting in Ukraine, which has hit Eurozone confidence indicators and is now spreading to UK 

manufacturing too.  

 

The vote probably remained 7-2 in favour of no change. Martin Weale and Ian McCafferty voted for a hike in August and are 

and are unlikely to have changed their mind after just one month. The question the Monetary Policy Committee are chewing over is how much 

over is how much slack there is in the economy. Rapidly declining jobless queues suggest a limited amount, or at least that however much there is 

however much there is will be quickly used up causing wage growth to rise soon. Those people moving jobs are, according to surveys, securing 

to surveys, securing stronger increases in pay. On the other hand, unemployment has been falling fast for a year and average earnings growth across 

earnings growth across the whole economy remains weak. With unemployment declining, wages will eventually pick-up. But the BoE faces no 

the BoE faces no immediate need to hike, with inflation below target, so we expect the rate setters to hang tight until February next year before the 

pulling the trigger on an interest rate increase.  

 

When the BoE does get cracking on normalising policy, the hikes will come a little faster than the market expects. 

With inflation quiescent, the BoE can tailor its policy to the real economy to some degree. But slack has fallen considerably over the past year and 

over the past year and the prospects for growth are, in our view, strong. With the BoE set to keep rates on hold until next year and then start 

year and then start increasing only gently, loose monetary policy should continue boosting the recovery and drive unemployment down quickly. That 

will necessitate a little more rapid – but still gradual –hikes later on than the BoE and markets are currently assuming. There is also the question 

of central bank credibility to factor in. Currently, the BoE’s guidance that hikes, when they come, will be gradual and limited seems to be getting 

through. But the experience of the past year, when the BoE introduced and dropped guidance and then gave flip-flopping statements on rates, means 

it is an open question whether markets will continue to buy the gradual and limited line once the hiking cycle starts. The experience of forward 

guidance so far raises the risk of extra volatility in interest rate expectations to come. 
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