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Source: Bloomberg Finance L.P., as at 6 February 2025.

What this chart shows

The chart above shows the latest 25bps rate cut by the Bank of England (BoE) to 4.5%. This
is the lowest the policy rate has been in 19 months with two of the nine policymakers in the
Monetary Policy Committee (MPC) supporting a 50bps rate cut on February 6, 2025. The bank
signalled a ‘gradual and careful approach’ to future rate cuts, forecasting two more quarter
point reductions by the end of this year, in an effort to reign inflation back to the BoE's 2%
target. This is now the third reduction in policy rate since August 2024, with the BoE halving
growth expectations and raising its inflation forecast.

Whilst the US Federal Reserve has moderated its monetary policy easing in the face of sticky
inflation and uncertainty surrounding President Trump’s trade tariffs, the UK (and Europe) are
on different paths due to lacklustre economic growth. Both the UK and European central banks
are now expected to cut rates more than previously forecast in an effort to support growth.

In the UK, the Bank of England views Chancellor Rachel Reeves’ decision to raise employer
national insurance contributions as having a greater-than-expected impact on jobs and prices.
As a result, it has revised its economic growth forecast for this year to just 0.75%—half of its
November projection. Meanwhile, inflation is expected to rise further and peak at 3.7% by the
third quarter of 2025.

Why this is important

UK government bonds have had a volatile start to the year, with the market’s views on the
BoE’s interest rate path seesawing since November due to uncertainty around the potential for
tariffs on the UK and the impact of chancellor Reeves’ October Budget. Markets had until today
been reticent to price in a more aggressive rate cutting path, fixated on a terminal rate of 4%,
mainly on the back of expectations that increased government spending would be inflationary.
However, markets seem to be coming round to the idea that there is another component in the
fiscal equation and that is the likelihood of increased taxes, which on a net basis should keep
fiscal policy tight.

There is little reason to doubt that the UK will maintain its fiscal discipline, particularly in light of
the furmoil in bond markets caused by Liz Truss’ budget and the lasting damage to the country’s
fiscal credibility. With ongoing uncertainty in global trade, the prospect of a tight fiscal policy,
and a significant downward revision in growth forecasts, the likelihood of additional rate cuts
appears higher than what is currently priced in.
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9th Floor, Centre Mark I

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have inferests, in any financial
product referred to in this email. Belvest
has policies designed to negate conflicts
of interest. Unless otherwise stated, this
e-mail is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.
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No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or fimeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
atfachments are not encrypted and cannot
be guaranteed fo be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



