
• 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.

xxx

• xxx

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)
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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 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 by 0.6% in October, 
according to Lloyds. This pulled the YoY 
rate down to -1.2%, the largest drop since 
Oct-2023. Transactions have been on a 
downward trend since March, falling to 
94.8k in September. Higher interest rates 
have squeezed mortgage affordability, 
while consumer confidence has 
weakened. Budget-related uncertainty 
may also have weighed on transactions.

3.5%

Economic activity

• The BoE said the tax & spending plans unveiled in Budget 
2026 implied “a broadly similar pace of expected fiscal 
consolidation”, and that the combined effects of the new 
measures on demand would likely be small.

Prices and inflation

• UK inflation rose to 3.5% in September, 
up from 3.1%. This was the highest since 
Oct-2025 and above the BoE’s July 
forecast. The increase was driven by 
energy-related prices, such fuel and 
heating oil. However, there are some 
signs that price pressures are starting to 
broaden out, with core inflation edging 
up to 2.8% from 2.6% in August. 
Similarly, services inflation rose to 3.7%.

• The BoE expects headline inflation to  rise “materially”, 
peaking at around 5% in the middle of next year. It is not 
projected to return to the 2% target until the second half 
of 2028.

Interest rates

• The BoE’s Monetary Policy Committee 
voted 8-1 to raise the UK policy rate to 
4.0% in November. The decision was 
more emphatic than expected: all 
members agreed that rates needed to 
rise. The only dissenting vote was for a 
larger, half-point hike by Catherine 
Mann from a “from a risk management 
and credibility perspective”. The 
consensus had been for a 7-2 vote.

Market implied outlook for Bank Rate (year end)
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Economic snapshot
by David Fenton
The BoE raised the UK policy rate to 4.0% in November. The central bank said the outlook for headline inflation had risen “materially”, 
with an expected peak of around 5% in mid-2027. An increase of this magnitude raises the risk that meaningful second-round effects 
could start to emerge, prompting this first hike for three years. Governor Bailey said the decision “shouldn’t be seen as the first in an 
inevitable long sequence of hikes”. But he added that, unless the conflict is resolved, it was unlikely to be the last increase.

• GDP growth has been stronger than 
expected in 2026, with the BoE 
attributing this to AI-related business 
investment and relatively robust 
consumer spending. However, it warned 
that three headwinds to growth would 
weigh on activity from Q4 onwards: 
higher inflation, tighter financial 
conditions and ongoing fiscal 
consolidation.

• There are welcome signs of stabilisation in the 
labour market. The number of payrolled 
employees increased by 12k in September. The 
unemployment rate fell to 4.7% in August, the 
lowest since Jul-2025. Vacancies also fell, 
however, so there was no meaningful change in 
the degree of labour market slack. Headline 
wage growth fell to 3.7%, with a sharp 
divergence between the private (3.1%) and 
public (6.3%) sectors. 
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• Forward rates need to be interpreted with caution: they 
imply another 100 bps of tightening, but the Governor 
reiterated that some of that increase reflects risk premia 
rather than expected rate hikes.).

• The number of mortgage approvals for house purchase fell 
to 53.4k in September, the lowest since Dec-2023. This 
points to weaker gross lending around the turn of the year, 
though 2026 is still on track to have outpaced 2025.

• The BoE said there was likely to be a “small increase” in the 
unemployment rate: up to 5.1% in its central projection, 
though it noted that “there is no widespread labour market 
shakeout” in this forecast.
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