Bank of England holds rates amid Middle East conflict and rising oil prices
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London’s financial markets closed lower on Thursday amid heightened geopolitical tensions in the Middle East and a cautious stance from the Bank of England, which opted to leave interest rates unchanged at 4.25%. The FTSE 100 index finished down 0.6%, with the FTSE 250 and AIM All-Share also slipping, reflecting market anxieties over the economic impact of the ongoing Israel-Iran conflict. The Bank’s Monetary Policy Committee (MPC) voted 6-3 to maintain rates, a slightly more dovish distribution than anticipated, with three members favouring a modest cut. This decision underscores the Bank’s cautious approach amid persistent inflation uncertainties and global risks.
The Bank of England’s statement highlighted “two-sided” risks to inflation and urged a gradual, careful withdrawal of monetary restraint to avoid destabilising economic recovery. Governor Andrew Bailey reaffirmed that interest rates remain on a “gradual downward path,” signalling a pace of loosening that remains measured. Analysts noted the retention of this careful language as pivotal for market confidence. ING commented that while the split vote is not a strong signal, the Bank is likely to pursue rate cuts later in the year, possibly in August, unless external shocks, such as rising oil prices, intervene.
Oil prices indeed rose sharply on fears that the Middle East conflict could worsen, with Brent crude climbing above $78 a barrel, up from around $75 the previous day. Citibank analysts forecast that disruption of approximately 1.1 million barrels per day of Iranian oil exports could push prices further into the mid-to-high $70 range. This spike benefits energy giants like BP and Shell, which saw gains in their share prices, but weighs heavily on airlines such as British Airways’ parent IAG and easyJet due to higher fuel costs and potential travel disruptions.
The geopolitical situation remains fraught and complex. Israel’s Defence Minister Israel Katz made incendiary remarks calling for the removal of Iran’s Supreme Leader, Ayatollah Ali Khamenei, citing his hostility toward Israel. The U.S. President Donald Trump has stated that although the U.S. is aware of Khamenei’s location, it will not take immediate action against him “for now.” Meanwhile, senior U.S. officials reportedly prepare for the possibility of military strikes on Iran, with Russian officials issuing stern warnings about the heightened risk of a broader regional conflict and even nuclear catastrophe. This has injected a layer of uncertainty that permeates financial markets and policy circles alike.
European stock indices suffered broader declines alongside London’s markets, with Paris’s CAC 40 and Frankfurt’s DAX each down by about 1.1%. Asian markets followed suit, reflecting global apprehension over the potential fallout of the escalating conflict. Financial commentators have noted that this geopolitical unrest, combined with ongoing tariff tensions and a weakening U.S. dollar, complicates the navigation of monetary policy for central banks worldwide. Recent unexpected interest rate moves by Norway and Switzerland illustrate the volatility and unpredictability central banks face.
In the UK, the conflict’s economic repercussions were evident beyond oil price volatility. Mining stocks, sensitive to inflation and growth concerns, declined notably. Retail and service sectors also showed strain; Whitbread reported a drop in group sales, with particular weakness in accommodation and food services. Staffing firm Hays warned of weaker-than-expected profit results, citing a tough jobs market where businesses hesitate to increase permanent hires amidst economic caution. This sentiment was echoed by analysts who see broader implications for recruitment groups that rely heavily on permanent placements.
Against this backdrop of geopolitical flux and cautious monetary policy, investors are grappling with an economic landscape that presents both inflationary pressures and growth risks. The Bank of England’s cautious tone, combined with rising energy costs and volatile markets, points to a delicate balancing act ahead. How policymakers and markets respond to these intertwined challenges will shape the economic trajectory in the months to come.
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