
• Markets have one more rate reduction fully priced in for 
this  cutting cycle (see chart), with a  50-50 chance of a move 
to 3.25% in the second half of 2026. 

• UK Finance has published a new forecast for the mortgage 
market in 2026. Gross lending i s projected to ri se to £300 
bn and product transfers to £261 bn.

• Headline wage growth edged down in October but remained 
elevated, at 4.7% YoY. The BoE said forward-looking wage 
indicators suggested that pay settlements were expected to 
be around 3½% in 2026.
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Jobs and earnings

Housing market

• House prices rose slightly in July, 

according to the Nationwide index. The 
0.3% MoM increase l ifted the national 
average to £266k, which i s 2.1% higher 
than a  year ago. This relative stability is 
cons istent with the RICS sales-to-stocks 
ratio, which shows a broadly even 
balance between demand and supply.

• The mortgage market was broadly unchanged 
in June. Approvals for house purchase edged down 
s l ightly, to a  little under 60k, which is 10% lower than 
pre-pandemic levels. Balances rose by 0.5% YoY in 
June.

2.0%

Economic activity

• The BoE now expects the economy xxx

Prices and inflation

• Inflation was s teady at 2.0% in June. 

This  is the first time it has been in line 
with the BoE's target for back-to-back 
months since 2019. Before that, we've 
got to go back to 1997 for such an 
occurrence. However, services 
inflation took the shine off this 
release. Not for the first time, it came in 
higher than expected, at 5.7%.

• BoE xxx

Interest rates

• The BoE voted 5-4 to cut bank Rate to 
5.0%. The central banks said i t was 
appropriate “to reduce slightly the 
degree of policy restrictiveness” but 
struck a  relatively cautious tone, adding 
that Bank Rate will need to "remain 
restrictive for sufficiently long" until the 
risks of an inflationary flare-up have 
dissipated.

Market implied outlook for Bank Rate (year end)

 5.0%
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Economic snapshot
by David Fenton, TSB’s Chief Economist

The BoE has voted to cut the UK policy rate for the first time since March 2020. Governor Bailey said it was a "finely balanced decision", as 
evidenced by the closeness of the vote (5-4). Further, he said the BoE “needs to be careful not to cut rates too much or too quickly”. Markets 
expect one more cut in 2024, to 4.75%, followed by a gradual decline towards 3½% over 2025-26. 

• The economy surged in May. GDP grew by 0.4% 

MoM, which means the UK is on track to have 
grown by 0.6% in Q2. The economy has grown by 
more in the past two quarters than it had over the 
previous two years. Also, a leading business 
survey s ignalled an encouraging start to the 
second half of the year. Order books and 
employment both grew at faster rates in July, 
according to the Purchasing managers' Index.

• Markets have one more cut fully priced in for 2024, to 4.75% 
(see chart). Markets then expect another three in 2025, 
before Bank Rate levels off at around 3½% in 2026.

• The BoE 's forecast for unemployment xxx

• The BoE is paying particularly close attention 
to two areas of the labour market release. The 
fi rs t is wage growth, which fell in May but 
remained uncomfortably high for the central 
bank, at 5.7%. The second is the "tightness" of 
labour market conditions, which also 
moderated in May and, to borrow a phrase 
from the US Federal Reserve's Chairman 
Powel l, looks to be "back in balance".
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Jobs and earnings

Housing market

• House prices fell for a  third consecutive 
month in May, according to the Halifax 
index. However, the decline was 
negl igible, and the year-on-year growth 
rate ticked up to 0.5%. Moneyfacts said 
there had been some “significant cuts” to 
mortgage rates and expressed hope that 
the deal between the US and Iran would 
make borrowers “feel more positive” 

about the mortgage market.

2.8%

Economic activity

• 0.2% is  below estimates of the UK’s trend growth rate. The 
BoE is  monitoring the extent to which emerging economic 
s lack is restraining inflation persistence.

Prices and inflation

• CPI inflation was unchanged at 2.8% in 
May, but lower than market expectations 
(3.0%) and the BoE’s most recent forecast 
(3.2%). The main upward impetus to 
inflation came from transport, with the 
ONS highlighting a  large increase in air 

fares – though this may have had more to 
do with the timing of Easter, and the school 
hol idays, than underlying inflationary 
pressures. The main downward impetus 
came from food price inflation.

• The BoE said CPI inflation was now expected to be a l ittle 
under 3% in Q3 2026, and a  little over 3¼% in Q4. This was 
below the path expected in the BoE’s April forecast.

Interest rates

• Bank Rate was left unchanged at 
3.75% in June. The 7-2 vote was in line 
with market expectations, though 
Catherine Mann intimated she was 
closer to a hike than the rest of the 
majority. Governor Bailey said that the 
risks to interest rates are on the 
ups ide. He added he would respond 
“promptly” to any signs of stronger 
second-round effects on inflation.

Market implied outlook for Bank Rate (year end)

 3.75%

TSB's economics snapshot summarises key data developments in the UK economy including growth, inflation, jobs, house pricesand interest rates.
Data sources are BoE, ONS, Datastream, Halifax and Moneyfacts. Interest rate outlook represents market forward rates as of 18 June inferred from SONIA via Bloomberg.
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Economic snapshot
by David Fenton, TSB’s Chief Economist
The BoE left the UK policy rate on hold at 3.75% in June, as expected. The central bank said it would keep a close eye on events in the Middle 
East, and their ongoing effect on the economy. Governor Bailey said that the Iran/US deal was “encouraging” but added there would need  to 
be an assessment of how much damage has been done to the infrastructure for supplying energy. The BoE reiterated its forward guidan ce on 
rates, saying it “stands ready to act as necessary”. Market expectations for Bank Rate have moderated in recent weeks, though  one hike is 
still fully priced in by end-2026.

• The UK made a s tronger s tart to 2026 than 
the BoE had expected. GDP increased by 
0.6% in Q1. The BoE said that this apparent 
strength was at odds with business surveys , 
however, which had remained subdued. 
The BoE reckons that underlying GDP 
growth had been around 0.2% in Q1 – and 
would remain at around that pace in Q2. 
Even so, the BoE noted that there was little 
evidence that the conflict had led to a 
“rapid deterioration” in the growth outlook. 

• Just as the pass-through from higher energy 
prices to inflation has so far been less forceful 
than the BoE might have feared, the impact of 
geopolitical uncertainty on the labour market 

has  been less severe. Payrolls are still on a  
downward tra jectory, but the trend remains 

gradual, and the unemployment rate fell in 
Apri l  to 4.9%. Wage growth was broadly 
unchanged in April, and remains higher than 
inflation, so purchasing power is holding up 
relatively well.
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• Markets have one quarter-point rate hike fully priced in for 
2026 (see chart), with rates then settling at 4.00% for an 
extended period. 

• The mortgage market in 2026 is closely tracking 2025, with 
gross lending of £93 bn over the year-to-April (£92 bn last 
year). Mortgage approvals remain resilient (65.9k in April).

• The BoE noted that its contacts expected one-year-ahead 
wage growth of 3.4%, which had been s table s ince before the 
start of the conflict.
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