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FX Daily Snapshot 
BoE preview: Divided they cut 

01 August 2025 

• The BoE is set to extend its well-established quarterly easing cycle 

with another 25bp cut next week, taking rates to 4.0%. 

•  UK data has been mixed since the last meeting. Inflation surprised 

to the upside in June and employment data has been less alarming 

than initially feared. But labour market slack continues to open up and 

wage growth is undershooting the BoE’s previous projections. In short, 

there’s ammunition for both hawks and doves and so a sudden 

outbreak of unity on the MPC looks unlikely. We have pencilled in 

another fragmented vote split and see four dissenters (two for a pause 

and two for a larger cut).  

• We expect little change in either the BoE’s core guidance or medium-

term projections (although near-term inflation numbers are set to be 

lifted). The focus will be on the vote split and discussion around it, as 

well as the framing of other risks e.g. food prices/household inflation 

expectations and trade diversion/supply chain disruption. 

• Looking ahead, the path for interest rates is likely to remain 

downwards and we see little reason to expect a deviation from the 

current pace of easing which, we suspect, will remain the path of least 

resistance in a divided MPC. By the autumn, further signs of labour 

market slack and sluggish growth (with sentiment possibly weakening 

around the Budget) will likely help to counter concerns about above-

target inflation.  

Less alarming employment data and sticky inflation – but labour market slack is 

still increasing 

The Bank of England is set to extend its quarterly easing cycle with another 25bp cut 

at next week’s meeting, taking rates down to 4.0%. A cut is almost fully priced in by 

market participants.  

Data since the last meeting in June (which was mildly dovish – see our take on that 

here) has been mixed from a monetary policy perspective. On balance, the case for 

an ‘extra’ (i.e. back-to-back) cut this year has weakened following an upside inflation 

surprise and less alarming employment data.  

The headline CPI rate increased from 3.4% to 3.6% in June, with the services gauge 

remaining stuck at 4.7%. Food inflation – which can have a big influence on household 
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inflation expectations – also moved higher, and the latest BRC survey pointed to further 

upward pressure in July.  

The sharp plunge in the first estimate of payrolls employment for May was largely 

revised away in the next release (from -109k to -26k). Based on the recent trend for 

revisions we’d assume that the -41k move in June payrolls will also be revised 

favourably. Looking at other numbers, e.g. redundancy notifications, there is little 

evidence of an ‘abrupt loosening’ scenario emerging.  

But the general picture of increased UK labour market slack remains in place. The 

single-month unemployment rate rose to 4.7% in April, from 4.4% at the start of the 

year. The vacancies-to-unemployment ratio is below the BoE's estimate of equilibrium, 

and continues to decline. Against that backdrop, wage growth momentum is fading – 

private sector regular pay growth was 3.7% in May on a three-month annualised basis. 

Forward-looking survey estimates suggest pay pressures could continue to ease.   

The alarming first estimate of May employment was 
largely revised away… 

…but UK labour market slack is clearly increasing 

  

Things also look soft on the activity side. There was an unexpected contraction in the 

monthly GDP figure for May and retail sales data for June was disappointing. The 

BoE’s latest estimate for Q2 GDP growth (0.25%) now looks optimistic, and business 

survey data suggests that growth momentum at the start of H2 is limited. The latest 

consumer confidence figures also indicate that households are wary of painful autumn 

Budget measures and may try to increase savings over coming months.  

Another quarterly cut (and another split vote) 

In short, there’s ammunition here for both hawks and doves. That means an extension 

of the current cut-pause cycle remains the default path, we suspect, but a sudden 

outbreak of unity on the MPC looks unlikely. For next week’s meeting we have 

pencilled in a three-way vote split with two dissenters on each side. We see Mann and 

Pill voting for another pause, while arch-dove Dhingra and Taylor (who we think will 

continue to make the case for an ‘extra’ cut this year) could vote for a larger 50bp cut. 

This would replicate the May vote split.  

We don’t expect huge shifts in the updated projections. While the BoE is set to revise 

its near-term expectations for inflation upwards (it had previously estimated headline 

rates would remain at 3.4% over coming months), we suspect this will be presented as 

a temporary deviation with the profile remaining broadly similar further ahead. The 

effect of weaker sterling and higher energy pricing since May is likely to be 

counterbalanced by a slight hawkish shift in market rate expectations and the 

undershoot on wage growth. Likewise, near-term GDP numbers look softer, as noted 

above, but the Q1 figure was revised up (0.6 to 0.7% Q/Q) and so, in levels, things are 

likely to look fairly similar further ahead in the projection horizon. 
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Sticky underlying inflation pressures over the last year 
have bolstered the case for caution…  

…but the pay growth is now easing more quickly 

  

The core guidance (“a gradual and careful approach to the further withdrawal of 

monetary policy restraint remains appropriate”) is also likely to remain broadly 

unchanged with labour market slack essentially opening up as expected, but high 

uncertainty still warranting a flexible approach.  

So in some ways this could prove to be a relatively low-key summer meeting as 

policymakers stick to the default path. Given that, the focus will be on the vote split (as 

noted above, we have pencilled in 5-2-2, but a number of permutations are possible) 

and the framing of the discussion. We’ll also look for comments on global trade policy 

after the flurry of US trade deals in recent days – e.g. what it means for external 

demand, trade diversion and supply chain disruption. On the latter it was interesting to 

hear Lagarde say last week that the euro area will “probably” face some bottleneck 

issues (see our ECB review here). So far we’ve seen little sign of that from a UK 

perspective. Another topic to watch is the recent increase in food inflation, and how 

much weight might be placed on any subsequent rise in household inflation 

expectations. 

The path remains downwards 

In terms of the outlook, Bailey recently said “I really do believe the path is downward” 

on interest rates. We agree, and looking through all the noise we still see little reason 

to expect any deviation from the quarterly rate cut path. In a divided MPC, we suspect 

that will remain the path of least resistance. By the autumn, further signs of labour 

market slack and sluggish growth (with sentiment possibly weakening around the 

Budget) will likely offset concerns around what is set to be an extended period of 

above-target inflation. That would clear the path for the cut-hold easing cycle to be 

extended through the rest of the year (i.e. the next cut in November), and into 2026.  

  

https://www.mufgresearch.com/fx/fx-focus-ecb-review-rendez-vous-in-september-24-july-2025/
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MUS(EMEA) do not, and have no obligation to update any such information contained in is Sales and Trading Commentaries. Any prices or quotations contained herein are 
indicative only, do not represent firm quotes as to either price or size and should not be used for valuation purposes. 
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 This material has been prepared in accordance with MUBK's and MUS(EMEA)'s organisational and administrative arrangements for managing conflicts of interest. Such 
arrangements include policies which set out guidelines relating to (but not limited to) restrictions on access to information, personal dealing and inducements. 

 Any instruments referred to in this material may not be eligible for sale in all jurisdictions or to all categories of investors. This material is not directed to, or intended for 
distribution to or use by, any person or entity who is a citizen or resident of or is located in any locality, state, country or other jurisdiction where such distribution, publication, 
availability or use would be contrary to any law, regulation or rule. Certain products which may be mentioned in this material, including derivative products, give rise to 
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Disclosures for the website concerning Investment Recommendations: 

MUSE and MUFG Bank may own a net long or short position exceeding the threshold of 0,5 % of the total issued share capital of the issuer. 

Entities mentioned in our Sales and Trading Commentaries may have interest in excess of 5% of the total issued share capital of Mitsubishi UFJ Financial Group. Information 
relating to Major Shareholders is available on MUFG; Stock Information | Mitsubishi UFJ Financial Group 

MUSE and MUFG Bank may be market maker or liquidity provider in the financial instruments of the issuer and may have been lead manager or co-lead manager over the 
previous 12 months of any publicly disclosed offer of financial instruments of the issuer. 

MUSE and MUFG Bank are not party to an agreement with the issuer relating to the production of the recommendation, nor disclose their recommendations to issuers, so that 
the investment recommendation cannot be influenced by the issuer. 

A description of the effective internal organisational and administrative arrangements and of any information barrier it has set up for the prevention and avoidance of conflicts of 
interest with respect to the recommendations is available on  MUFG; Policy for Conflicts of Interest Management | Mitsubishi UFJ Financial Group 

MUSE and MUFG Bank are part of the MUFG Group however owing to the organisation of the Group, employees involved in the production of Sales and Trading 
Commentaries do not know and are not expected to know what is done by other entities of the Group. 

Our Credit Strategy recommendations incorporate valuations (relative value) and the author's fundamental view on the security. The fundamental credit view of an issuer may 
be based on the company's underlying credit trends, overall creditworthiness and our opinion on whether the issuer will be able to service its debt obligations when they 
become due and payable. We may review, among other things, the company's cash flow capacity and trends and standard credit ratios, such as gross and net leverage, 
interest coverage and liquidity ratios. We may also review profitability, capitalization and asset quality, among other variables, when assessing financials. We also take into 
account management strategy, financial policy and the overall competitive landscape in relevant industries insofar as these may impact credit quality. We may also assess 
market technical aspects such as the likely future supply of bonds or fund flows into the broader asset class. Unless we specify a different recommendation for the company's 
individual securities, an issuer recommendation applies to all of the bonds at the same level of the issuer's capital structure. The investment recommendations remain valid only 
at the point of publication, as they are not updated to take account of changes in the financial markets or new news about the issuer or instruments. 

Definitions  

Positive:  

Credit: We expect the credit spread to tighten, on an interest rate hedged basis 

Neutral:  

Credit: We expect the credit spread to remain stable, on an interest rate hedged basis 

 




