
11

Bank of England Interest Rate 
Decision
Today the Bank of England’s Monetary Policy Committee (MPC) voted 
unanimously in favour of raising the economy’s base rate from 0.5% 
to 0.75%. This move is a reaction to the moderate bounce back in UK 
economic data over recent months, following a very weak weather-
affected first quarter, and the Committee’s aspiration to move the 
base rate away from the exceptionally low interest rates which were 
introduced at the onset of the financial crisis. Importantly, from the 
perspective of markets, the Committee maintained their wording that 
any future increases in the Bank Rate were likely to be at a gradual 
pace and to a limited extent and we still expect this rate hiking cycle to 
continue to be very slow in comparison to previous cycles. 

The interest rate decision had been well sign-posted in recent 
comments by the MPC members, including the Bank’s Governor, Mark 
Carney. However, heading into the vote the market had expected a 
split-decision, with two members expected to vote to keep rates on hold, 
and thus the unanimous nature of the decision does indicate a greater 
than expected confidence in the economy. To this end, the Committee 
indicated confidence in the labour market, which they see continuing 
to tighten, whilst they expect inflation – which currently stands at 2.4% 
based on the Consumer Price Index metric - to remain above their 2% 
target through the remainder of the year, albeit driven largely by the 
renewed strength of the oil price. However, the Committee did cite 
concerns over the negative impact the ongoing EU exit negotiations 
is having on business investment and the moderate weakening of 
the global economy over recent months. The market’s reaction to the 
decision has been fairly muted, with the Pound strengthening slightly 
against the US Dollar and Euro immediately following the release of the 
decision at midday, before weakening somewhat during Mark Carney’s 
press conference in the aftermath of the vote. 
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Despite today’s decision, we expect to remain in a low interest rate environment for the foreseeable future, 
with the UK economy continuing to grapple with the uncertainty emanating from the ongoing withdrawal 
from the European Union, in addition to dealing with the long-term headwinds faced by most developed 
economies, most notably high household debt levels (as shown below) and aging demographics. Although the 
UK is our home market, it is important to note that the portfolios we manage remain geographically diversified 
both through holdings in overseas assets and exposure to UK companies that generate much of their revenue 
overseas. This positioning will help insulate portfolios as we approach the March deadline for the EU exit 
negotiations. 

Debt levels remain high across UK households
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