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Bank of England keeps rates on hold 
 

At the Bank of England’s (BoE) 

November meeting, the policy 

rate was held at 0.10% in a 7-2 

vote 

 

 

 

The MPC teed up a potential 

rate hike “over the coming 

months”, should the economy 

evolve as expected 

 

 

 

The Bank’s forecasts for 

medium-term inflation suggest 

that the market had been 

pricing in too much tightening  

 

Our views 
 

The Bank of England’s 

decision highlights that 

market pricing on central 

bank interest rate increases 

has probably gone too far 

 

Our baseline scenario of 

gradual policy normalisation 

in the context of ongoing 

economic expansion remains 

a supportive backdrop to risk 

assets 

 
 
 
 

No change for now 

The Bank of England’s (BoE) Monetary Policy Committee (MPC) held the UK policy rate (also 

known as “Bank Rate”) at 0.10% at its November meeting, contrary to market expectations for a 

15bps rate hike. In addition, the MPC maintained its target for holdings of government bonds at 

GBP875bn and corporate bonds at GBP20bn, as expected. 

The committee voted 7-2 to keep rates steady. Governor Bailey voted with the majority despite 

his perceived recent hawkish comments. On government bond purchases, the vote was tighter 

with three members voting to reduce the target holdings of government bonds by GBP 20bn. 

Despite keeping rates unchanged, the Committee judged that should the economy evolve as it 

expects “it will be necessary over coming months to increase Bank Rate”, potentially teeing up a 

rate hike at either their December or February meetings.  

The details… 

The Bank also released fresh economic projections (Table 1) at its meeting, in which it revised 

up its CPI inflation projections for 2021 and 2022 significantly, owing mostly to developments in 

wholesale gas markets. However, the minutes of the meeting highlighted that the way the Bank 

has incorporated gas prices into the inflation forecast could overstate the impact on CPI, 

particularly beyond the near term. Overall, the Bank continues to view current higher inflation as 

likely to be transitory.   

Indeed, by the end of the forecast period, inflation is expected to be below target with the 

economy operating with a degree of excess supply capacity. This suggests that market pricing 

for Bank rate ahead of the policy meeting, which is embedded in the Bank’s forecasts, was too 

hawkish. Following the meeting, market implied policy rates have therefore shifted towards a 

slightly shallower hiking cycle over the next year. 

On the labour market, the Bank stated that there were “significantly more [workers on furlough] 

than expected in August”, but that it expects the vast majority of those workers to be rehired in 

the coming months. However, it cautioned that this remains a key uncertainty and that rate 

hikes would be dependent on the labour market behaving broadly as expected. 

Table 1: Monetary Policy Committee projections 

 2021 Q4 2022 Q4 2023 Q4 2024 Q4 

CPI inflation (%) 4.3 3.4 2.2 1.9 

August 2021 BoE projection 4.0 2.5 2.0 - 

GDP (%) 6.7 2.9 1.1 0.9 

August 2021 BoE projection 8.5 2.3 1.3 - 

LFS* unemployment rate (%) 4.5 4.0 4.1 4.4 

August 2021 BoE projection 4.8 4.3 4.3 - 

Excess supply/demand (%) + ¼  + ¼  0 - ½  

August 2021 BoE projection + ½  + ¼  0 - 

Source: Bank of England, CPI and GDP forecasts refer to percentage change year-on-year. *Labour Force Survey. 04.11.2021 

Investment implications 

Today’s Bank of England decision follows a number of recent central bank meetings (the 

European Central Bank, the Reserve Bank of Australia, the Federal Reserve) in which 

policymakers have suggested, either implicitly or explicitly, that recent market repricing of 

interest rate normalisation has gone too far. We think this makes sense in the context of a 

global economic recovery that still faces headwinds from the pandemic and the withdrawal of 

crisis-era stimulus measures, while labour markets are yet to fully heal.  

Our baseline scenario is for monetary policy normalisation to progress as economies enter the 

expansion phase of the economic cycle, albeit at a more gradual pace than markets currently 

anticipate. This should ultimately support the economic growth outlook, which for the time being 

remains solid despite some supply-side constraints, while also limiting a sharp correction in 

bond prices that could undermine stock performance of stocks.  

This view is vulnerable, however, to a risk scenario of stickier-than-expected inflation, if for 

example supply chains re-connect slowly, or labour supply does not rebound. We are 

monitoring developments on this front very closely.   
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