
Why Did the Bank of England
Cut Interest Rates—and What’s
Next?
The Bank of England (BoE) has just lowered its interest rate
by 0.25 percentage points, bringing it down to 4.5%. But why
did the central bank take this step, and what impact will it
have  on  inflation,  economic  growth,  and  your  financial
decisions?

Understanding  these  shifts  requires  familiarity  with
investment  terms  you  need  to  know,  as  key  concepts  like
interest rates, inflation, and monetary policy play a crucial
role in shaping financial markets and personal investments.
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Why Did the BoE Cut Interest Rates?
The BoE’s decision to cut rates comes at a time when inflation
remains  high,  economic  growth  is  slowing,  and  business
confidence is weak. Interestingly, while most members of the
Monetary Policy Committee (MPC) agreed on the 4.5% rate, two
officials—Catherine Mann and Swati Dhingra—pushed for a more
aggressive cut to 4.25%.

Mann, who had previously opposed rate cuts, appears to have
shifted her stance, recognizing the need for a more proactive
policy  to  support  the  economy.  Governor  Andrew  Bailey,
however, reassured markets that any future rate cuts will be
gradual and carefully monitored, signaling caution in response
to ongoing economic uncertainties.

What Are the Key Concerns for the
UK Economy?
The BoE has highlighted several risks that could weigh on the
economy:

Higher Inflation: The UK’s inflation rate is currently
at 2.5%, above the 2% target. The central bank expects
inflation to rise to 3.7% by the third quarter of this
year, driven by increasing energy costs, higher water
bills, and rising transport fares.
Slow Economic Growth: The British economy has barely
grown since mid-2024, and the BoE estimates that GDP
contracted by 0.1% in the last quarter. This slowdown is
linked  to  tax  hikes  on  businesses,  global  trade
uncertainties,  and  rising  costs  for  companies.
Global Trade Risks: With the possibility of a U.S.-led
trade war, tariffs could disrupt global markets, further
straining Britain’s already fragile economy.



How  Do  These  Interest  Rate  Cuts
Compare to Other Countries?
Despite the rate cut, the UK’s borrowing costs remain among
the highest in the developed world. The new 4.5% rate is still
slightly above the U.S. Federal Reserve’s range of 4.25%-4.5%.

Economists initially expected the BoE to make four quarter-
point cuts this year, bringing the rate down to 3.75% by year-
end. However, market sentiment has shifted, with traders now
predicting rates will settle closer to 4% instead.

What Are Policymakers Saying About
Future Rate Cuts?
The BoE’s latest policy meeting minutes reveal a divide among
officials on how quickly rates should be reduced:

Some policymakers favor a slow, cautious approach to
prevent inflation from rising further, particularly as
weak productivity could keep prices elevated.
Others believe inflation will ease on its own, arguing
that cutting rates sooner could support economic growth
without pushing prices higher.

When  Will  Inflation  Return  to
Normal?
The BoE now expects inflation to fall back to its 2% target by
late  2027,  which  is  six  months  later  than  its  previous
estimate. This means higher living costs could persist longer
than initially thought, putting further pressure on household
budgets.
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Looking ahead, the BoE has adjusted its growth projections;

The outlook for 2026 and 2027 has slightly improved,
with the central bank expecting growth of 1.5% instead
of 1.25%.

A key uncertainty remains how U.S. trade policies will impact
Britain.  While  the  BoE  does  not  anticipate  the  UK  being
directly affected, a broader increase in global tariffs could
slow down growth further.

Final Thoughts
The BoE’s cautious tone suggests that while further rate cuts
are possible, they won’t happen too quickly. With inflation
still above target and economic risks mounting, policymakers
are balancing the need for lower borrowing costs with the risk
of letting inflation spiral out of control. 

What do you think? Will lower interest rates help the UK
economy recover, or is more aggressive action needed?
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