Market bets grow on Bank of England cutting interest rates in December amid rising unemployment
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The British pound wobbled and yields on UK government bonds, known as gilts, dropped following the release of unexpectedly gloomy employment figures that heightened market hopes for a Bank of England (BoE) interest rate cut before Christmas. Official data from the Office for National Statistics revealed that the unemployment rate rose to 5 percent in the three months to September, surpassing market expectations of 4.9 percent and reaching its highest level since early 2021. The Bank of England had previously anticipated that the jobless rate would not hit 5 percent until the end of the year.
This weaker labour market backdrop has significantly strengthened market bets that the BoE will cut interest rates from the current 4 percent to 3.75 percent in December. Traders are now pricing in about a three-in-four chance of a rate reduction next month, with some expectations of further cuts early next year. Sterling slipped more than half a cent against the US dollar to just above $1.31 and similarly declined against the euro. Meanwhile, gilt yields fell to their lowest levels in over a year, with two-year yields dropping to 3.73 percent and ten-year and thirty-year yields also hitting significant lows, reflecting investor anticipation of looser monetary policy.
Several major financial institutions, including Morgan Stanley, Citigroup, UBS Global Research, and Goldman Sachs, have revised their forecasts to now expect the BoE to initiate rate cuts starting in December. This marks a reversal from their previous projections, which had assumed no immediate easing. The central bank’s recent policy meeting ended in a narrow 5-4 vote to keep rates unchanged, revealing deep divisions among policymakers over how quickly inflation, which remains elevated at 3.8 percent but appears to have peaked, will fall back to the 2 percent target. Governor Andrew Bailey, who cast the deciding vote in favour of holding rates, emphasized the importance of greater certainty about inflation's trajectory before embarking on rate reductions.
Despite this cautious stance, chatter among economists and market participants suggests the BoE’s tone is shifting towards potential easing, especially in light of the upcoming government budget due on November 26. The Chancellor, Rachel Reeves, has indicated plans for tax increases aimed at reducing public debt and inflationary pressures, which could also dampen economic growth and solidify arguments for monetary stimulus. Private sector wage growth, a critical inflationary indicator for the BoE, slowed to its weakest pace since early 2021 at 4.2 percent, reinforcing perceptions of a cooling economy.
BoE Chief Economist Huw Pill has urged stakeholders not to overread the recent removal of the word “careful” from the central bank’s forward guidance on rate cuts, noting that no definitive pace for easing has been cemented. He acknowledged the finely balanced nature of recent policy deliberations, with factions within the Monetary Policy Committee divided between concerns over persistent inflation and fears of a weakening economy. Market analysts currently assign around a 60 percent probability to a 25 basis-point rate cut at the December meeting, with some futures markets pricing in more than 60 basis points of cuts by the end of 2026.
Economic data continue to signal softness beyond employment figures. Payroll reports highlight a consecutive monthly drop of 32,000 jobs, the largest two-month decline since late 2020, underscoring labour market fragility. Wage growth excluding bonuses slowed to 4.6 percent, consistent with expectations but down from recent quarters. This slowing labour market momentum coincides with unexpectedly steady inflation readings in September, which remained at 3.8 percent, adding complexity to the BoE’s decision-making.
In summary, the interplay of a rising unemployment rate, slowing wage growth, and the prospect of fiscal tightening from the forthcoming budget have collectively intensified market speculation that the Bank of England will pivot towards an easing cycle, starting with a probable rate cut in December. Whether the BoE proceeds will likely hinge on incoming economic data and the budget’s impact, but current signals suggest a shift toward more accommodative monetary policy to support a softening UK economy.
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