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Bank of England sparks rate cut speculation 

The Bank of England’s Inflation Report has sparked rate cut speculation by 
market participants. According to the baseline scenario underlying the updated 
forecasts, growth is projected to weaken further in the coming quarters. 
However, the salient point was that, according to the inflation projections, the 
inflation rate is expected to drop below the BoE’s 2% target in two years amid 
constant policy rates. We are sticking to our view that the central bank will lower 
rates next year at the very earliest. On the one hand, inflation is expected to 
climb temporarily to 5% according to the projections, forcing the Bank of 
England to further justify its measures to the Chancellor of the Exchequer. On 
the other hand, the BoE’s inflation projections show that risks are pointing 
upwards. 

 The increased risks to growth are reflected in the Bank of England’s latest 
economic prognosis, which suggests the possibility of a technical recession, i.e. 
two successive quarters of negative quarterly GDP growth. Today’s published 
data show that the downturn is increasingly impacting the labour market, as the 
harmonised unemployment rate rose from 5.2% to 5.4% in June. The downturn 
in the real estate market currently shows no sign of flagging. Real estate prices 
have declined significantly according to a number of price indicators. The Bank 
of England should favour lowering rates to boost growth – the question is when. 

 Following the publication of the Inflation Report, market participants believe 
there is an 80% likelihood of a rate cut by the end of the year. This is a 
remarkable shift in expectations, considering that several weeks ago the markets 
were expecting a string of rate hikes due to high inflation.  

 However, we continue to believe that a first downward rate move will not occur 
before the beginning of next year. Firstly, inflation will rise significantly in the 
short term due to gas price increases, with the BoE itself expecting inflation to 
reach up to 5%. This implies that Mervyn King will have to issue several written 
statements to the Chancellor of the Exchequer to account for overshooting the 
target. Secondly, the Bank of England sees the risks to its inflation outlook as 
pointing upwards. We believe that rates will only be cut when it is relatively 
certain that inflation can be reined in to below the 2% target on a two-year 
horizon.  

 Nevertheless, we expect a significant rate cut from 5% to 4% starting next year 
due to the recessionary tendencies in the UK.  
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Disclaimer 

This publication has been prepared by the independent economics department within the research department of WestLB AG (“WestLB”). 
This report is for information purposes only. 

Publications in the United Kingdom are distributed by WestLB AG London Branch, and are available only to Eligible Counterparties and 
Professional Clients not Retail Clients, as defined by the rules of the Financial Services Authority. Individuals who do not have professional 
experience in matters relating to investments should not rely on it.  

The information contained herein has been obtained from public sources believed by WestLB to be reliable, but which may not have been 
independently justified. No guarantees, representations or warranties are made as to its accuracy, completeness or suitability for any purpose. 

This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument or any other action and will not form 
the basis or a part of any contract.  

Neither WestLB nor any of its affiliates, its respective directors, officers or employers accepts any liability whatsoever (in negligence or 
otherwise) for any loss howsoever arising from any use of this document or its contents or otherwise arising in connection therewith. Any 
opinion, estimate or projection expressed in this publication reflects the current judgement of the author(s) on the date of this report. They do 
not necessarily reflect the opinions of WestLB and are subject to change without notice. WestLB has no obligation to update, modify or amend 
this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 
forth herein, changes or subsequently becomes inaccurate.  

The past performance of financial instruments is not indicative of future results. No assurance can be given that any financial instrument or 
issuer described herein would yield favourable investment results. 

WestLB, its affiliates, principals or employees may have a long or short position or may transact in the financial instrument(s) referred to 
herein or may trade in such financial instruments with other customers on a principal basis. WestLB may act as a market maker in the 
financial instruments or companies discussed herein and may also perform or seek to perform investment banking services for those 
companies. WestLB AG may act upon or use the information or conclusion contained in this report before it is distributed to other persons.  

This report is subject to the copyright of WestLB. No part of this publication may be copied or redistributed to persons or firms other than the 
authorised recipient without the prior written consent of WestLB.  

By accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.  
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Market Association. 
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