Bank of England warns Trump-era trade policies deepen uncertainty over UK interest rates
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Bank of England Governor Andrew Bailey has articulated the heightened uncertainty surrounding the UK's interest rate trajectory, a situation he attributes largely to the unpredictable trade policies championed by former President Donald Trump. During a session with MPs from the Treasury select committee, Bailey expressed concern over how these policies complicate monetary policy, particularly the impact of fluctuating tariffs. “The path remains downwards, but how far and how quickly is now shrouded in a lot more uncertainty, frankly,” he noted. Over the past year, the Bank has lowered interest rates to 4.25% in four successive cuts, reflecting a deceleration in inflation.
Bailey highlighted that many businesses are currently hesitating to invest due to this ongoing uncertainty regarding trade agreements. He stated, “The impact of fragmenting the world trading system is negative for world growth and world activity,” underscoring the tangible effects on decision-making at the corporate level. Despite the recently established trade agreement between the UK and the US, he cautioned that tariffs remain elevated compared to conditions before Trump’s presidency, and with the UK’s economy being notably open, it remains particularly susceptible to global fluctuations.
Regarding wage growth, Bailey anticipates a decline in the coming months, which could influence the Monetary Policy Committee’s decisions on future rate cuts. He stated, “I have no evidence to doubt the steer from our agents’ pay survey that come the end of this year … wage settlements should be around 3.7-3.8%, which is a good percentage point below where we are now.” This projection could bolster confidence among policymakers in the context of potential further rate adjustments.
Financial markets have also demonstrated volatility linked to Trump's fluctuating trade policies. Bailey noted, “Markets have moved quite a lot since our last meeting,” indicating the level of concern surrounding current economic realities. He pointed to a disturbing trend where equity markets are declining while US bond yields rise, suggesting that these shifts could compel changes in White House policy. He reflected on the historical context of market responses, stating, “We had two periods... where that became quite acute, frankly,” indicating that such market dynamics can prompt administrative action. 
In this crucial dialogue on monetary policy, the contributions from external MPC members have also been noteworthy. Swati Dhingra, who has consistently advocated for lower interest rates, highlighted the potential long-term economic impacts of maintaining high rates, suggesting that a shift toward larger rate cuts may be necessary. “If we’ve held policy too tight for long, that starts to play a role,” she explained, emphasising the need for a reassessment of the existing monetary policy framework.
Catherine Mann, another external member, reinforced the call for bold policy shifts rather than incremental adjustments. “In order to make a clear statement about the stance of monetary policy appropriate for the UK, I think it’s important to make a bolder move, and then to hold for longer,” she stated, advocating for a more decisive approach to rate cuts.
As the Bank grapples with these challenges, it remains committed to a measured response in an increasingly unpredictable economic landscape. The intertwined dynamics of global trade, domestic economic indicators, and financial markets continue to shape the outlook for interest rates, leaving policymakers exercising caution as they navigate these murky conditions.
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