
• 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. 

• 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 lifted the 
national average to £266k, which is 
2.1% higher than a year ago. This 
relative stability is consistent 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 slightly, 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 steady 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 it 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%

TSB's economics snapshot summarises key data developments in the UK economy including growth, inflation, jobs, house prices and interest rates.
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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 balanc ed 
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 signalled 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 first 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 
Powell, looks to be "back in balance".
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Jobs and earnings

Housing market

• House prices fell slightly in August, 
according to Lloyds. This pulled the 
YoY growth rate into negative 
territory for the first time since 
Nov -2023 ( -0.4%). Transactions 
have also edged down, though the 
market remains relatively resilient 
given elevated uncertainty about 
where mortgage rates are headed.

3.1%

Economic activity

• The standout sectors were business services and IT. 
The ONS noted that many of the businesses reporting 
the largest turnover in July were involved in activities 
related to AI and cloud computing.

Prices and inflation

• UK inflation rose to 3.1% in August, 
up from 2.9%. This was above the 
BoE’s forecast (2.8%), though this 
was mainly related to energy prices, 
with limited evidence of a broader 
inflationary break -out. For example, 
core inflation and services inflation 
were both unchanged in August, at 
2.6% and 3.4%, respectively.

• The BoE said that inflation could now reach "slightly 
over 4%" in early 2027, due to higher energy prices. It 
said there had been little sign so far that this was 
feeding through to other goods prices

Interest rates

• Bank Rate was left on hold at 3.75% 
in September. The vote was also 
unchanged at 6 -3, but the Minutes 
revealed that four members of the 
majority are starting to lean towards 
a hike, noting that "the risk of 
second -round effects was growing 
in the absence of a lasting resolution 
of the conflict".  

Market implied outlook for Bank Rate (year end)
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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 September but seems to be edging closer to a hike. Governor Bailey 

acknowledged that the conflict in the Middle East is likely to persist "for an extended period" and the BoE now expects 
inflation to rise to slightly over 4% in early 2027. These developments appear to have shifted the burden of proof: from 

needing a clear justification to raise rates, to needing a clear justification to hold them. Yesterday's US rate hike may 

also be a factor. The BoE is keeping its options open, but markets expect a move to 4.0% before the end of the year.

• The UK economy clocked up another 
impressive month of growth in July, 
with GDP rising by 0.4%. This lifted the 
YoY growth rate to 1.3%, which isn't 
especially fast, but  represents an 
impressive performance given low 
expectations at the start of the year, 
and the subsequent emergence of the 
Iran/US conflict as an additional 
headwind.

• The number of payrolled employees fell 
by 26k in August, which continues the 
trend of small -but -persistent declines. 
The redundancy rate increased but is 
lower than it was around the turn of the 
year. Headline wage growth fell to 3.9%. 
All told, there was little in the labour 
market release that would heighten BoE 
fears about second -round inflation 
effects.
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• At the risk of stating the obvious, only two of these 
four need to change their vote to push through a hike. 
Markets expect a move to 4.0% by year -end, with 
anther two hikes priced in for 2027 (see chart).

• The mortgage market made a strong start to the year 
but has slowed over the summer months. The number 
of mortgage approvals for house purchase fell to 
56.1k in July, the lowest since Jan -2024.

• Even so, the Minutes contained a subtle shift in 
messaging. The BoE now seems to doubt whether labour 
market slack will increase in H2 2026, which weakens a 
circuit breaker for second -round effects. 
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