Bank of England divided as forecasts diverge over early interest rate cuts
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The Bank of England’s Monetary Policy Committee (MPC) faces a deeply divided atmosphere as it prepares for its upcoming decision on interest rates. While the UK interest rate is widely anticipated to be held steady at 4%, conflicting views among policymakers and economists point to an uncertain near-term monetary policy outlook. Recent economic data, particularly on inflation, have fuelled these divisions and prompted differing forecasts from leading financial institutions.
Inflation remains a focal concern for the MPC, even as official figures indicate signs of easing. UK Consumer Prices Index (CPI) inflation stabilised at 3.8% in September, slightly below expectations and showing some relief with food price inflation declining. James Smith, a UK economist at ING, described inflation as likely having peaked and noted falling food inflation as a positive sign. However, Smith also underlined the MPC’s caution, highlighting the committee’s visible divisions over how persistent inflation might be and the ongoing wait for the government’s autumn Budget due at the end of November. He suggested a rate hold in November is probable, with a greater likelihood of cuts emerging in December if the Budget signals tighter fiscal policy.
Notably, banking giants Barclays and Goldman Sachs have recently shifted their stance to advocate for an interest rate cut this month. Barclays’ chief UK economist, Jack Meaning, expressed confidence that slowing wage growth and easing inflation would persuade policymakers to reduce borrowing costs, a view shared by Goldman Sachs. This outlook contrasts previous forecasts where many experts, including Goldman Sachs themselves, had ruled out rate cuts in 2025 or delayed them until 2026.
In fact, Goldman Sachs updated its longer-term forecast in late October, predicting a quarter-point cut to 3.75% in November 2025, followed by quarterly cuts throughout 2026 aiming to reduce the rate to 3% by mid-2026. This adjustment reflects concerns about continued elevated inflation and a weakening labour market, signalling an earlier and more gradual monetary easing than previously expected. However, this forecast differs from the Bank of England’s current stance, which as of November maintains the Bank Rate at 5.25%, the highest in 15 years, emphasizing a restrictive policy to ensure inflation returns sustainably to the 2% target by late 2025.
The MPC’s recent official minutes underscore a cautious approach, balancing subdued economic activity and inflationary pressures. The committee acknowledges external risks, especially geopolitical factors impacting energy prices, which could necessitate future rate hikes despite inflation’s general downward trend. Moreover, MPC Chief Economist Huw Pill has voiced reservations about sharply reducing rates, stressing underlying inflationary pressures and structural economic challenges such as labour shortages, Brexit-related disruptions, and low business investment as factors constraining growth.
This nuanced picture contrasts sharply with the environment faced earlier in the year when several major Wall Street brokerages, including Goldman Sachs, Morgan Stanley, and Citigroup, had withdrawn expectations for immediate rate cuts due to persistent inflation and a tighter labour market. At that time, the consensus leaned towards holding rates steady through 2025, with any easing unlikely before 2026. Now, evolving inflation data and changing economic conditions appear to be shifting some market and analyst expectations.
The policy complexities come amid broader economic and political concerns, including the economic impact of elevated borrowing costs on homeowners with expiring low-rate mortgages and the looming general election in 2025. The UK Treasury’s upcoming Budget aims to stimulate growth through private investment, potentially influencing the monetary backdrop.
In summary, while the Bank of England’s MPC is expected to keep interest rates unchanged in the immediate term, substantial divisions exist within the committee. External economists and bankers are increasingly forecasting rate cuts later this year or early next, reflecting an evolving inflation and labour market backdrop. The MPC’s cautious balancing act highlights the challenge of managing inflation expectations and economic growth amid persistent uncertainties both domestically and globally.
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