Bank of England poised to hold rates amid stubborn food inflation and Middle East tensions
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The Bank of England is widely expected to maintain its interest rate at 4.25% during its upcoming Monetary Policy Committee (MPC) meeting, reflecting ongoing inflationary pressures and heightened geopolitical risks. This pause in the Bank’s quarterly rate cuts, which began last August from a peak of 5.25%, comes amid nuanced economic signals and concerns over the impact of rising food prices and surging oil costs on the UK’s cost of living.
Recent inflation data released in May highlighted persistent challenges. Although the headline Consumer Prices Index (CPI) eased slightly to 3.4%—down from 3.5% in April—it remained above economists’ forecasts and notably above the Bank’s 2% target. This moderation owes partly to falls in airfares and transport costs, but these gains were significantly offset by a sharp rise in food and non-alcoholic drink prices, which grew by 4.4% year-on-year, marking the highest increase in over a year. Particularly striking were price jumps in items such as chocolate, which soared by nearly 18%, alongside increases in ice cream, coffee, cheese, and meat. Such food inflation adds considerable pressure on household budgets, especially for lower-income groups.
Services inflation—a critical component of the overall CPI—showed some easing, dropping from 5.4% in April to 4.7% in May. This decline was partly attributed to subdued pass-through of higher employer national insurance contributions and wage growth, providing some reassurance that inflationary pressures may be softening in segments related to consumer services. However, core inflation remains well above the Bank’s comfort zone, sustained by wage growth and elevated business costs.
The economic backdrop is further complicated by growing geopolitical tensions in the Middle East, particularly the conflict between Israel and Iran. Since the escalation of these tensions, oil prices have surged sharply—rising 8.5% in under a week—which threatens to fuel additional inflation through higher energy costs. The increase in gas, electricity, and water prices in April, coupled with continuing uncertainties over energy markets, complicates the Bank’s monetary policy decisions. While inflation slightly moderated in recent months, these external risks inject considerable uncertainty into the economic outlook.
Economists generally concur that the Bank of England will hold rates steady in June, treating the decision as a cautious pause rather than a definitive halt to further easing. Most forecasts project a potential single rate cut later in the year, possibly as soon as August, with two quarter-point reductions anticipated across 2025, contingent on how inflation dynamics evolve and geopolitical risks unfold. The Bank’s challenge remains balancing the need to contain inflationary pressures—particularly given stubborn food and energy price rises—against the risks that higher rates could impede economic growth, which showed signs of contraction in April, influenced by factors like the end of home sales tax incentives and trade tariffs.
Market reactions to the latest inflation figures and Bank of England signals were cautiously optimistic. The FTSE 100 rose modestly following the data, while the British pound appreciated slightly against the US dollar. Yet, investor sentiment remains tentative due to ongoing geopolitical risks and the potential for further shocks to inflation and economic stability. Businesses across sectors such as pharmaceuticals and retail have also felt the strain of recent policy and geopolitical developments, underlining the breadth of uncertainty facing the UK economy.
In summary, the Bank of England’s anticipated decision to keep interest rates on hold reflects a complex interplay of moderating inflation trends, persistent cost pressures from food and energy, and geopolitical uncertainties. The MPC appears poised to adopt a cautious stance, carefully weighing these factors as it navigates the path toward eventual monetary easing later in the year, should inflationary and growth conditions permit.
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