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The BoE cut the UK policy rate to 4.0% in August, as expected. Governor Bailey said that Bank Rate is likely to remain on ad ownward trajectory,
thoughthere seemsto be a degree of caution creepinginto the Monetary Policy Committee’s deliberations. Forone thing, it was a very close
vote (5-4 in favourof a cut). Also, the BoE highlighted the recent pickup in inflation and the risk it poses toinflation persistence. This cautionis

reflectedin forward rates, where only one more cutis fully priced in by markets —and not until Feb-2026.

Interest rates

* Insomerespects, today’s BoE decision

Market implied outlook for Bank Rate (yearend)

was unremarkable:a 25 bps rate cut, in 6.00 5 75
line with expectations, and sticking with 5 00 4.75
the same quarterlyrhythm. However, * 0 :
the vote was closer than expected: 5-4 4-006 4.00 3.75 3.75
ratherthanthe 7-2 split predicted by 4.00 3.50 ' ’
markets. Also, this month’s decision
requiredan unprecedented second vote, 3.00
afterrate-setters initially failed to reach
a majorityverdict 2.00
*  Markets have justone more cutfullypricedin,andnot 1.00 010 025
until nextyear (see chart). It should be noted, however, 0.00 — -

thatmarkets regard a cutto 3.5% as a distinct possibility.

Pricesandinflation

* Inflationroseto 3.6%in June, and the BoE °
saiditwaslikelyto rise slightly further —to
4% by September. Inflationis then
expected to fallback towards the 2%
target. Thatforecast partlyrestson an
assumption that highinflation won’t lead
to additional second-round effects on
wage and price setting in the UKeconomy.
The BoE also expects a gradual reduction
in food priceinflationnextyear.

3.6%

e Lookingbeyondits central forecast, the BoE noted thatthe
upside risks to medium-term inflationary pressureshave
moved slightly higher.
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Jobsand earnings

The unemploymentrateroseto 4.7%in
May, which is the highest since 2021. This
represents a continuation oftherising
trend thathasbeeninplace forthree
years, in response to rate hikesover 2021-
23. Business surveys suggest the NICs
increasein April has beena contributory
factorin recent months. Separate releases
pointto a continuation of thislabour
marketloosening in JuneandJuly.

The BoE’s take on paygrowthremains unchanged: it
remains elevated, butis still expected to slowsignificantly
overthe restoftheyear.

TSB's economics snapshot summarises key data developments inthe UK economyincluding growth, inflation, jobs, house prices and interest rates.

Data sources are BoE, ONS, S&P, RICS and Halifax. Interest rate outlookrepresents market forward rates as of 7 Augustinferred from SONIA via Bloomberg.

Housing market

House pricesrose by 0.4% in July, to £298k

on the Halifaxindex. That's 2.4% higher '
than a yearago. Pricesremain broadly flat
in 2025 YTD. Surveyors pointedto a

“steadier picture” for salesmarket activity,
with buyer demand moving out of negative
territoryforthe firsttimeinseveral
months. Inthe lettings market, surveyors
saidtenantdemand was largely steady.

The mortgage market continued to rebound from the lull
afterthestampdutychange on 1%t April. Mortgage approvals
rose to 64.2k. Grosslendingin H1 2025 was up 22% YoY.

Economicactivity

UKGDPfellby0.1% MoMin May.
Production and Construction were the
largest contributors to this dedine, which

leaves the economyon track for \l

negligible growthin Q2: the BoE expects
+0.1%, down from +0.7% in Q1. An D

improvementis then expected in the
second half ofthe year, whichis
consistent with the modest expansion
indicated by businesssurveys.

The BoE notedthat while downside geopolitical risks remain,
trade policyuncertainty has diminished somewhat. It
identified the high savings ratio as a domestic downside risk.
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