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Bank of England cuts rates to 4.5% as it halves GDP forecast

The Bank of England cut its policy interest rate to 4.5% as expected today. This was despite the
Monetary Policy Committee (MPC) now expecting CPI inflation to pick-up to 3.75% during the
summer of 2025, mainly due to higher energy prices. However, the most striking feature of the
MPC's new forecast was the halving in expected GDP growth to just 0.75% in 2025. This means
the UK will only just steer clear of recession during the winter, GDP expected to fall 0.1% in Q4
2024 and see a marginal 0.1% gain in Q1 2025. The entire downward revision to the MPC's GDP
forecast was explained by the poor performance of the UK's export sector, but with consumer
spending (1.5%) and business investment (3%) still expected to see robust gains in 2025.

Bank of England cuts policy rate to 4.5% as expected: At it's policy meeting today, the Bank of
England's Monetary Policy Committee (MPC) cut interest rates as expected by 25 basis points (bps) to
4.5%. However, the vote was split 7-2, with two members, Swati Dhingra and Catherine Mann
preferring a 50bps cut. In his press conference, Governor Andrew Bailey said he expects the MPC will
be able to cut interest rates further, but will do so gradually on a meeting-by-meeting basis.

CPIl inflation still expected to fall back to 2%, but after 3.7% peak in 2025: The MPC is forecasting
that CPI inflation will pick-up to 3.7% during the summer of 2025, but mainly driven by higher energy
prices. The forecast still expects CPI inflation to fall back towards 2% in 2026 and 2027. Here, the MPC
highlighted weaker services inflation and surveys pointing to softer pay growth as reassuring. Similarly,
given weak demand, surveys also suggested firms were now less likely to pass-on higher costs.

Bank of England halves GDP growth forecast to 0.75% in 2025: The MPC's new 0.75% GDP
forecast is well below the 1.5% projection in November, the consensus average of 1.2% and Office for
Budgetary Responsibility (2%). The MPC expects the UK to only just steer clear of recession during the
winter, GDP expected to fall 0.1% in Q4 2024 and see a marginal 0.1% gain in Q1 2025. Furthermore,
Governor Bailey highlighted the prospect of global tariffs as a downside risk to the GDP forecast.

Poor export performance drives weaker outlook: The Bank of England still forecast consumer
spending will see a reasonably robust 1.5% gain in 2025, driven by employment (0.75%) and wages
(3.75%) growth. Business investment is also expected to see a 3% gain in 2025. However, the MPC
now expect UK exports to contract by 0.75% in 2025, vs the 2.25% gain forecast in November -
accounting for the entire 0.75 percentage point revision to the GDP growth forecast for 2025.

Sterling loses ground after rate decision, further Bank of England rate cuts priced in: Sterling
depreciated following the Bank of England's press conference, the exchange rate against the euro
rising to 83.7p, from 83.2p earlier. Against the dollar, sterling fell to $1.238, well down from above $1.25
yesterday. Options on overnight index swaps are now fully pricing in two further 25bp cuts to Bank rate
to 4% by August with an 80% likelihood of further cut to 3.75% by the end of 2025.
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Disclaimer

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 6th February 2025 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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