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UK CPI inflation data this week could sway market view on rates 
Currently market expectations are split on whether the Bank of England will cut rates from
5.25% at the June 20th policy meeting. However, this week's UK CPI release should show
inflation in April falling close to, or even slightly below, the Monetary Policy Committee's (MPC)
2% target. Of course, this will reflect negative contributions from energy and food, but with core
CPI inflation expected to come in at 3.6%. Nonetheless, the evidence in recent weeks that UK
jobs growth is faltering, following the technical recession in H2 2023, may convince the MPC to
cut rates in June. The number of pay-rolled employees was 30.15 million in April, up just 0.5%
on the year, the softest pace of growth since the pandemic. Also, the ratio of numbers
unemployed (1,468,000) to vacancies (898,000) at 1.6x is now back at pre-pandemic levels,
demonstrating the loosening of labour market conditions over the past year.

Market expectations still split on prospect of Bank of England rate cut in June : The forward
Overnight Index Swap (OIS) curve currently implies the Bank of England's Monetary Policy Committee
(MPC) will cut rates from 5.25% currently to 4.65% by end-2024, 3.95% by end-2025 and to 3.7% by
end-2026. Options prices currently place a 58% probability the MPC will cut at its next policy meeting
on June 20th. However, this week's UK CPI inflation release for April could well sway market
expectations the Bank of England's monetary policy will remain at such restrictive levels for such an
extended period.   

UK CPI inflation may have fallen below 2% in April: UK CPI inflation fell to 3.2% in March, albeit
with the core rate (excluding food and energy) higher at 4.2%. However, the market consensus forecast
is that headline CPI inflation in April (published this Wednesday May 22nd) fell to 2.1%, only just above
the MPC's 2% target. This is because past energy prices hikes are falling out of the annual comparison
and now making negative contributions to the UK CPI inflation rate. However, there are also signs of
disinflation in food and manufactured goods prices. So it is quite possible UK CPI inflation fell slightly
below 2% in April, although with core inflation closer to the market expectations for 3.6% last month.  

Despite sharp pay growth and high services inflation: Falling energy prices, the unwinding of
supply-chain bottlenecks built up during Covid19 and spare capacity in global manufacturing now
clearly point to disinflation in goods prices. However, it is the 6% UK CPI Services inflation in March
has concerned more hawkish MPC members, concerned that pay growth could sustain persistent
inflationary pressures over the medium-term. On that point, last week's UK labour market data showed
average weekly earnings up 5.7% on the year, and regular earnings (excluding bonus payments) up
6.0%. So survey evidence suggesting pay growth is waning is not yet evident in the official wage data. 

Jobs figures suggest UK labour market is loosening: Whatever this Wednesday's CPI inflation
figures show, it is the recent evidence UK jobs growth has stalled that may sway the MPC towards a
rate cut. UK employment fell by 178,000, or by -0.5%, to 33 million in Q1 2024 according to the Labour
Force Survey (LFS). Hence, the unemployment rate in Q1 2024 rose to 4.3%, up from 3.8% in Q4
2023. Timelier HMRC data, based off income tax receipts, shows employees in April were 30.15
million, up just 0.5% on the year, the softest pace of growth since the pandemic. The figures also show
the ratio of numbers unemployed (1,468,000) to vacancies (898,000) at 1.6x is now back at pre-
pandemic levels.   

Bank of Ireland Group Chief Economist Conall MacCoille will be hosting an Interest Rate
Outlook Webinar on Tuesday 21st May at 9am. If you would like to attend, please register at the
link below. 

https://events.bizzabo.com/603583
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This document has been prepared by the Economic Research Unit at The Governor and Company of the Bank of Ireland (“BOI”) for
information purposes only and BOI is not soliciting any action based upon it. BOI believes the information contained herein to be accurate
but does not warrant its accuracy nor accepts or assumes any responsibility or liability for such information other than any responsibility it
may owe to any party under the European Union (Markets in Financial Instruments) Regulations 2017 as may be amended from time to
time, and under the Financial Conduct Authority rules (where the client is resident in the UK), for any loss or damage caused by any act or
omission taken as a result of the information contained in this document. Any decision made by a party after reading this document shall be
on the basis of its own research and not be influenced or based on any view or opinion expressed by BOI either in this document or
otherwise. This document does not address all risks and cannot be relied on for any investment contract or decision. A party should obtain
independent professional advice before making any investment decision. Expressions of opinion contained in this document reflect current
opinion as at 20th May 2024 and is based on information available to BOI before that date. This document is the property of BOI and its
contents may not be reproduced, either in whole or in part, without the express written consent of a suitably authorised member of BOI.
Bank of Ireland is regulated by the Central Bank of Ireland. In the UK, Bank of Ireland is regulated by the Central Bank of Ireland and
authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on
request. The Governor and Company of the Bank of Ireland is incorporated in Ireland with limited liability. Registered Office 2 College
Green, Dublin, D02 VR66. Registered Number C1. 
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