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Bank of England

Monetary Policy Summary, June 2023

The Bank of England’s Monetary Policy Committee (MPC) sets monetary policy to meet the
2% inflation target, and in a way that helps to sustain growth and employment. At its meeting
ending on 21 June 2023, the MPC voted by a majority of 7-2 to increase Bank Rate by 0.5
percentage points, to 5%. Two members preferred to maintain Bank Rate at 4.5%.

At the time of the previous MPC meeting and May Monetary Policy Report, the market-
implied path for Bank Rate averaged just over 4% over the next three years. Since then, gilt
yields have risen materially, particularly at shorter maturities, now suggesting a path for Bank
Rate that averages around 5%2%. Mortgage rates have also risen notably. The sterling
effective exchange rate has appreciated further.

The Committee is continuing to monitor closely the impact of the significant increases in Bank
Rate so far. As set out in the May Report, the greater share of fixed-rate mortgages means
that the full impact of the increase in Bank Rate to date will not be felt for some time.

Business surveys continue to suggest underlying quarterly GDP growth of around 2% during
the middle of this year. Indicators of household spending have tended to strengthen a little.
LFS employment increased by 0.8% in the three months to April, higher than expected at the
time of the May Report. The counterpart to this strong employment growth has been a further
fall in the inactivity rate. The unemployment rate has been flat at 3.8%, in line with the May
Report. The vacancies-to-unemployment ratio has fallen further but remains significantly
elevated.

Annual growth in private sector regular Average Weekly Earnings (AWE) increased to 7.6%
in the three months to April, 0.5 percentage points above the expectation at the time of the
May Report. Three-month on three-month growth in this measure of pay has also picked up.
Indications of future pay growth from the KPMG/REC survey and the Bank’s Agents suggest
that AWE growth will ease over the rest of this year, however.

Twelve-month CPI inflation fell from 10.1% in March to 8.7% in April and remained at that
rate in May. This is 0.3 percentage points higher than expected in the May Report. Services
CPl inflation rose to 7.4% in May, 0.5 percentage points stronger than expected at the time of
the May Report, while core goods price inflation has also been much stronger than projected.
In general, news in the latter component is less likely to imply persistent inflationary
pressures.

CPl inflation is expected to fall significantly further during the course of the year, in the main
reflecting developments in energy prices. Services CPI inflation is projected to remain
broadly unchanged in the near term. Core goods CPI inflation is expected to decline later this
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year, supported by developments in cost and price indicators earlier in the supply chain. In
particular, annual producer output price inflation has fallen very sharply in recent months.
Food price inflation is projected to fall further in coming months.

The MPC'’s remit is clear that the inflation target applies at all times, reflecting the primacy of
price stability in the UK monetary policy framework. The framework recognises that there will
be occasions when inflation will depart from the target as a result of shocks and
disturbances. Monetary policy will ensure that CPI inflation returns to the 2% target
sustainably in the medium term.

The MPC recognises that the second-round effects in domestic price and wage
developments generated by external cost shocks are likely to take longer to unwind than they
did to emerge. There has been significant upside news in recent data that indicates more
persistence in the inflation process, against the background of a tight labour market and
continued resilience in demand. At this meeting, the Committee voted to increase Bank Rate
by 0.5 percentage points, to 5%.

The MPC will continue to monitor closely indications of persistent inflationary pressures in the
economy as a whole, including the tightness of labour market conditions and the behaviour of
wage growth and services price inflation. If there were to be evidence of more persistent
pressures, then further tightening in monetary policy would be required.

The MPC will adjust Bank Rate as necessary to return inflation to the 2% target sustainably
in the medium term, in line with its remit.
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Minutes of the Monetary Policy Committee
meeting ending on 21 June 2023

1. Before turning to its immediate policy decision, the Committee discussed: the
international economy; monetary and financial conditions; demand and output; and supply,
costs and prices.

The international economy

2. UK-weighted global GDP growth in 2023 Q2 was expected to be marginally stronger
than anticipated at the time of the May Monetary Policy Report, following a slightly weaker-
than-expected outturn for Q1. The most acute risks from recent global banking sector
stresses appeared to have faded. Following the end of its zero-Covid policy in December
2022, growth momentum in China appeared to have slowed in Q2, in line with expectations
at the time of the May Report. Recent weakness in Chinese tradable goods prices could start
to put downward pressure on world export price inflation.

3. Labour markets had remained tight in both the euro area and the United States, with
unemployment rates remaining close to their historically low levels alongside flat or rising
labour participation rates, elevated but declining vacancies-to-unemployment ratios and
strong wage pressure. This continued labour market tightness could have contributed to
elevated services price inflation in both regions.

4. European wholesale spot and futures gas prices had been relatively volatile given
changes in long-range weather forecasts and disruptions in supplies from Norway, but had
ended the period since the MPC'’s previous meeting little changed. The Brent crude oil spot
price had declined by around 3% since the MPC’s previous meeting to around $75 per barrel.
Agricultural commodity prices had been broadly unchanged.

5. Headline consumer price inflation had continued to decline in the euro area and the
United States. Annual euro-area HICP inflation had decreased to 6.1% in May from 7.0% in
April, accounted for mainly by continued falls in energy price inflation. The decline in annual
core HICP inflation had been less pronounced as services price inflation had remained high
while core goods price inflation had continued to decline gradually. In the United States,
headline CPI inflation had fallen by 0.9 percentage points in May, to 4.0%, which was
consistent with annual PCE inflation having declined to 3.8%. Within CPI inflation, while both
core goods and services inflation had remained broadly at their April levels, core goods
inflation was significantly below its 2022 peak.
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Monetary and financial conditions

6. Atits meeting ending on 14 June, the Federal Open Market Committee had left the
federal funds rate unchanged and, at its meeting ending on 15 June, the ECB Governing
Council had raised its key policy rates by 25 basis points, both in line with market
expectations. In the United Kingdom, the market path implied that Bank Rate would be
around 4.8% following this meeting, and would now average around 5%2% over the next three
years, compared to just over 4% in the conditioning assumption underpinning the May
Monetary Policy Report.

7. There had been a material increase in both shorter and longer-term government bond
yields globally, which had been particularly pronounced in the United Kingdom. Since the
MPC’s previous meeting, the one-year overnight index swap (OIS) rate, one year forward
had increased by around 40, 80 and 140 basis points respectively in the euro area, United
States and United Kingdom, and the 10-year government bond yield had increased by
around 5, 25 and 55 basis points respectively in Germany, the United States and United
Kingdom.

8. The Committee discussed the possible drivers of the increases in interest rates. There
had been some positive news from data in the United States, and from the resolution of US
debt ceiling negotiations, while downside risks related to the banking sector stress seen in

March 2023 were perceived to have receded somewhat. These factors had had an impact

globally.

9. The movements in UK rates had been much larger than in other major advanced
economies, leaving the UK OIS curve both higher and flatter than its US and euro-area
counterparts. In part, this had reflected some news about the continued resilience of UK
demand. To a greater degree, it had appeared to reflect an increase in market participants’
expectations of UK inflation persistence. The median respondent to the Bank’s latest Market
Participants Survey (MaPS), which had been conducted before the latest UK labour market
and CPI releases, now expected CPI inflation one and three years ahead to be 3.1% and
2.2% respectively, compared with 2.7% and 2.0% in the previous survey in May.

10. There was some evidence that market pricing had been more sensitive to economic data
outturns than had been usual over the past decade. Recent data releases had been
accompanied by larger movements in the OIS curve than surprises of a similar magnitude
had generated previously, notably in response to the material upside surprises in recent UK
data releases on CPI inflation and the labour market. MaPS respondents had cited the
evolution of wage growth, labour market tightness and services price inflation as the most
important indicators when forming their expectations for the evolution of UK monetary policy,
in line with the MPC’s recent communications.
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11. Medium-term inflation compensation measures in the United Kingdom, United States and
euro area had increased a little further since the MPC’s previous meeting. Although
interpreting the movements in UK medium-term inflation compensation measures continued
to be challenging, these measures were materially lower than their peak in March 2022, while
remaining above their average levels of the previous decade. MaPS respondents’
expectations of CPI inflation five years ahead had remained unchanged since the May
survey, at 2.0%.

12. The sterling effective exchange rate had appreciated further, and had ended the period
around 2% higher than at the time of the MPC’s previous meeting and around 6% higher than
at the beginning of 2023. UK-focused equity prices had fallen by around 3% since the MPC’s
previous meeting, in contrast to an increase in major equity indices in the United States and
euro area.

13. UK owner-occupied fixed-term mortgage rates had picked up materially since the MPC'’s
previous meeting, following a period of decline in recent months. This had largely reflected
the pass-through of increases in risk-free reference rates. The market-share weighted
average quoted rate on a two-year fixed-rate 75% loan-to-value mortgage had increased by
around 90 basis points since the May MPC meeting, to 5.6%, and the five-year equivalent
had increased by around 80 basis points, to 5.1%. There had been a net decline in the
number of owner-occupied mortgage products available to borrowers since the MPC'’s
previous meeting.

14. Net secured lending to households had decreased somewhat further in April, with,
unusually, net outflows of £1.4 billion, compared to roughly zero in March. Mortgage
approvals for house purchase had also fallen in April, to 48,700, but had remained above the
average level of the previous six months.

15. Deposit rates had increased broadly in line with previous trends seen in this cycle. Time
deposit rates had moved up materially since the MPC’s previous meeting, in response to
higher reference rates, while sight deposit rates had risen by much less. Reflecting these
relative movements in remuneration, there had been a shift in deposit volumes from instant
access accounts towards time deposits over the previous six months. Such substitution was
internalised within the flow of overall sterling broad money, which had grown at an annual
rate of 1.6% in April, up slightly from 1.4% in March.

Demand and output

16. According to the ONS’s first quarterly estimate, real GDP had increased by 0.1% in 2023
Q1, marginally stronger than had been expected in the May Monetary Policy Report.
Household consumption had also risen by 0.1%, while business investment had been
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estimated to have increased by 0.7%. Housing investment had fallen by 2.5% in Q1, leaving
the level 5.5% lower than in 2022 Q3.

17. Monthly GDP had increased by 0.2% in April, following a 0.3% fall in March, and leaving
it close to its pre-pandemic level. Market sector output had also risen by 0.2% in April and
had been on a rising trend over recent months, in contrast to the flatter profile of overall GDP.
That divergence was in part likely to reflect the impact of strike activity on the volume of
public sector output.

18. Business surveys continued to suggest an underlying pace of quarterly GDP growth of
around %% in 2023 Q2. After taking account of the impact of idiosyncratic factors, including
the additional bank holiday in May, Bank staff expected headline GDP to be flat in the second
quarter, in line with the projection in the May Report.

19. The outlook for 2023 Q3 was more uncertain, but Bank staff continued to judge that an
underlying quarterly growth rate of around 4% was a reasonable central projection. This
would be consistent with stronger headline GDP growth than in Q2 as the impact of
idiosyncratic factors unwound. The Bank’s Agents had noted a slight pickup in the outlook for
underlying activity in 2023 H2, while the S&P Global/CIPS UK composite PMI output
expectations index also pointed to some further increase in underlying growth momentum.

20. Most indicators of household spending had tended to strengthen a little over recent
months, albeit from very weak levels in some cases. Quarterly retail sales volumes had
grown for the first time in 18 months, while consumer confidence had continued to pick up.
Contacts of the Bank’s Agents had reported that consumer demand had been more resilient
than they had expected across both goods and services. The increase in mortgage rates so
far during this cycle had, however, already led to higher aggregate interest payments by
households, and this metric was likely to rise further.

Supply, costs and prices

21. Labour Force Survey (LFS) employment had increased by 0.8% in the three months to
April, 0.2 percentage points higher than had been expected at the time of the May Monetary
Policy Report. Rather than a decline in unemployment, the counterpart to this strong
employment growth had been a further fall in the 16+ population’s inactivity rate, particularly
amongst students, which had reached its lowest level since spring 2020. HMRC PAYE
employee payrolls and the S&P Global/CIPS UK PMI composite employment index had
continued to point to employment growth being somewhat softer than LFS-based estimates.

22. Some measures of labour market tightness had continued to ease, but overall the labour
market had remained tight by historical standards. The LFS unemployment rate had been
broadly flat, at 3.8%, in the three months to April, consistent with the expectation at the time
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of the May Report. The vacancies-to-unemployment ratio had fallen further in the three
months to April, to its lowest level since October 2021, but was still significantly elevated
compared to pre-Covid levels. The number of job-to-job flows had declined again in 2023 Q1,
to just above the level observed pre-Covid. Recruitment and employment consultancies
responding to the KPMG/REC survey had indicated that overall staff availability had
continued to improve in May. The Bank’s Agents’ contacts had reported that recruitment
difficulties had continued to ease, but overall recruitment had still been more difficult than
normal.

23. Annual private sector regular Average Weekly Earnings (AWE) growth had increased by
0.5 percentage points to 7.6% in the three months to April, 0.5 percentage points above the
expectation at the time of the May Report. The pick-up in annual pay growth since the time of
the May Report had been concentrated in higher-paying sectors such as financial and
business services. Pay growth in lower-paid sectors like wholesaling, retailing, hotels and
restaurants had been broadly flat. Three-month on three-month growth in private sector
regular pay had been strong, rising to an annualised rate of around 8% in April, from 6.3% in
March, contrasting notably with the falling growth rates between July 2022 and February
2023.

24. There had nevertheless been some countervailing signs of softening pay growth. The
KPMG/REC survey measure of pay for new permanent hires, which had historically led AWE
pay growth by around a year, had declined in May, having been broadly stable at a lower
level since October 2022. This indicator pointed to a risk of private sector regular pay growth
easing by more than had been expected in the May Report over the rest of this year. Some of
the Bank’s Agents’ contacts had reported that pay settlements in the second half of this year
could be somewhat lower than in the first half, largely due to lower near-term inflation
expectations, with a looser labour market also expected to play a role.

25. At 8.7%, twelve-month CPI inflation in May had been unchanged from April. This release
had triggered the exchange of open letters between the Governor and the Chancellor of the
Exchequer that was being published alongside these minutes. The May figure was 0.3
percentage points higher than the expectation at the time of the May Report.

26. The upside CPI news since the May Report had been concentrated in core components,
with core goods accounting for the majority of this news. Within core goods, for which the
inflation rate had risen to 6.8% in May, the purchase of vehicles and recreational goods had
accounted for the majority of this news. The surprise strength in vehicle prices had appeared
to be related to a temporary supply shortage of 2-3 year old used cars, reflecting the lack of
car production owing to the earlier semi-conductor shortage and coinciding with the age
range of used cars for which the ONS collected prices. Non-energy goods import prices had
risen further, suggesting that core goods manufacturers and retailers still faced high



Bank of England Page 6

costs. Bank staff analysis suggested that world export prices could account for a significant
share of elevated core goods CPI inflation.

27. Services CPI inflation had risen from 6.9% in April to 7.4% in May, 0.5 percentage points
stronger than had been expected in the May Report, and partly reflecting a sharp rise in
measured Vehicle Excise Duty rates. Airfares and package holidays had also accounted for
some of the upside news. Airfares were a volatile component of the basket and the news in
May had appeared to reflect the timing of Easter in April.

28. Food CPI inflation had edged down to 18.3% in May. The softening of annual food price
inflation in the United Kingdom appeared to have followed developments in euro-area
countries, albeit with somewhat of a lag, consistent with the global nature of recent shocks to
food prices.

29. CPl inflation was expected to fall significantly further during the course of the year, in the
main reflecting developments in energy prices. Energy prices were expected to drag on CPI
inflation even further in October, due largely to the resetting of the Ofgem price cap faced by
households at that time. There was still considerable uncertainty around the outlook for
household energy prices, however, as only around a third of the relevant observation window
for the October price cap had passed so far.

30. Core goods inflation was expected to remain elevated in the near term. Indicators of
manufacturing cost pressures had nevertheless continued to ease. Producer price index
(PPI) input and output price inflation had moderated to 0.5% and 2.9% respectively in May,
broadly consistent with developments in the United States and euro area. Core goods CPI
inflation had diverged from manufacturing PPI inflation recently, whereas historically these
series had shown strong co-movement. The possibility of a reassertion of this historical
association in the near term posed a downside risk to the outlook for core goods CPI
inflation.

31. The continued pass-through of service providers’ costs, including labour costs, was
expected to keep services price inflation elevated in the near term. The Bank’s Agents’
consumer services contacts had reported that, while they had absorbed some, a fair
proportion of cost increases had been passed on to consumer prices.

32. Food CPI inflation was expected to ease in the near term, reflecting the waning of pass-
through from previous shocks and the recent fall-back in cost inflation further up the food
supply chain.

33. Households and businesses’ short-term inflation expectations had eased further but had
remained somewhat above their historical averages. Households’ median one-year inflation
expectations, as measured by both the Bank/Ipsos and Citi/YouGov surveys, had fallen. The
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Decision Maker Panel survey suggested that businesses’ expectations for their own prices a
year ahead had also declined, to around 5% in May.

34. Households’ median medium-term inflation expectations had been close to their
historical averages in the latest releases of the major surveys. The Bank/Ipsos 5-year ahead
measure had been below its pre-Covid average for a second successive quarter. The
Citi/'YouGov 5-10 year ahead measure had fallen to 3.5%, less than one standard deviation
above its pre-Covid average.

The immediate policy decision

35. The MPC sets monetary policy to meet the 2% inflation target, and in a way that helps to
sustain growth and employment.

36. The Committee’s latest projections for activity and inflation had been set out in the May
Monetary Policy Report and had been conditioned on a market-implied path for Bank Rate
that had averaged just over 4% over the next three years. In the modal case, CPI inflation
had been expected to decline to a little above 1% at the two and three-year horizons,
materially below the 2% target. This had reflected the projected emergence of an increasing
degree of economic slack and declining external pressures that had been expected to reduce
CPI inflation. However, the Committee had continued to judge that the risks around this
inflation projection were skewed significantly to the upside, reflecting the potential for more
persistent strength in domestic price and wage setting.

37. Since the previous MPC meeting, there had been material news in a number of UK
economic data outturns, including those that the Committee had noted it would be monitoring
closely as indicators of persistent inflationary pressures.

38. LFS employment had increased by 0.8% in the three months to April, higher than had
been expected at the time of the May Report. The counterpart to this strong employment
growth had been a further fall in the inactivity rate. The unemployment rate had been flat at
3.8%, in line with the May Report. The vacancies-to-unemployment ratio had fallen further
but remained significantly elevated.

39. Annual growth in private sector regular Average Weekly Earnings (AWE) had increased
to 7.6% in the three months to April, 0.5 percentage points above the expectation at the time
of the May Report. Indications of future pay growth from the KPMG/REC survey and the
Bank’s Agents suggested that AWE growth would ease over the rest of this year, however.

40. Twelve-month CPI inflation had fallen from 10.1% in March to 8.7% in April and had
remained at that rate in May. This was 0.3 percentage points higher than had been expected
in the May Report. Services CPI inflation had risen to 7.4% in May, 0.5 percentage points
stronger than had been expected at the time of the May Report.
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41. CPI inflation was expected to fall significantly further during the course of the year, in the
main reflecting developments in energy prices. Services CPI inflation was projected to remain
broadly unchanged in the near term. Core goods CPI inflation was expected to decline later
this year, supported by developments in cost and price indicators earlier in the supply chain.
In particular, annual producer output price inflation had fallen very sharply in recent months.
Food price inflation was projected to fall further in coming months.

42. The Committee was continuing to monitor closely the impact of the significant increases
in Bank Rate so far. As set out in the May Report, the greater share of fixed-rate mortgages
meant that the full impact of the increase in Bank Rate to date would not be felt for some
time. The Committee also recognised that it had become more important to consider
developments in the rental market.

43. The MPC’s remit was clear that the inflation target applied at all times, reflecting the
primacy of price stability in the UK monetary policy framework. The framework recognised
that there would be occasions when inflation departed from the target as a result of shocks
and disturbances. Monetary policy would ensure that CPI inflation returned to the 2% target
sustainably in the medium term.

44. Monetary policy was also acting to ensure that longer-term inflation expectations were
anchored at the 2% target. Households and businesses’ short-term inflation expectations had
eased further but had remained somewhat above their historical averages. Households’
median medium-term inflation expectations had been close to their historical averages in the
latest releases of the major surveys. UK medium-term inflation compensation measures in
financial markets had increased a little further since the MPC’s previous meeting and were
above their average levels of the previous decade.

45. Seven members judged that a 0.5 percentage point increase in Bank Rate, to 5%, was
warranted at this meeting. The second-round effects in domestic price and wage
developments generated by external cost shocks were likely to take longer to unwind than
they had done to emerge. There had been significant upside news in recent data that
indicated more persistence in the inflation process, against the background of a tight labour
market and continued resilience in demand. Some indicators of future pay growth and goods
inflation had weakened, but their properties as leading indicators had not been tested in a
similar period of high inflation. The scale of the recent upside surprises in official estimates of
wage growth and services CPI inflation suggested a 0.5 percentage point increase in interest
rates was required at this particular meeting.

46. Two members preferred to leave Bank Rate unchanged at 4.5% at this meeting. There
were two main factors underlying their votes. First, as the energy price shock and other

global cost-push shocks continued to reverse over the course of 2023, goods price inflation
should fall sharply, which, with some lag, would reduce associated persistence in domestic
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wage and price setting. In contrast with the strength in recent outturns, forward-looking
indicators were pointing to material falls in future wage and price inflation. Second, the lags in
the effects of monetary policy meant that sizable impacts from past rate increases were still
to come through. This included additional rate increases carried out in recent months, which
would more than offset any additional persistence implied by the latest data. The current
setting of Bank Rate would therefore be likely to reduce inflation below target in the medium
term. Recent substantial increases in market yields would accentuate this, as they would
mainly affect inflation in late 2024 and beyond, by which point energy price falls from their
peaks and past rate rises would have lowered inflation significantly.

47. The MPC would continue to monitor closely indications of persistent inflationary
pressures in the economy as a whole, including the tightness of labour market conditions and
the behaviour of wage growth and services price inflation. If there were to be evidence of
more persistent pressures, then further tightening in monetary policy would be required.

48. The MPC would adjust Bank Rate as necessary to return inflation to the 2% target
sustainably in the medium term, in line with its remit.

49. The Chair invited the Committee to vote on the proposition that:
Bank Rate should be increased by 0.5 percentage points, to 5%.

50. Seven members (Andrew Bailey, Ben Broadbent, Jon Cunliffe, Jonathan Haskel,
Catherine L Mann, Huw Pill and Dave Ramsden) voted in favour of the proposition. Two
members (Swati Dhingra and Silvana Tenreyro) voted against the proposition, preferring to
maintain Bank Rate at 4.5%.

Operational considerations

51. On 21 June 2023, the total stock of assets held for monetary policy purposes was £806
billion, comprising £805 billion of UK government bond purchases and £0.8 billion of sterling
non-financial investment-grade corporate bond purchases.

52. The following members of the Committee were present:

Andrew Bailey, Chair
Ben Broadbent

Jon Cunliffe

Swati Dhingra
Jonathan Haskel
Catherine L Mann
Huw Pill

Dave Ramsden
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Silvana Tenreyro
Sam Beckett was present as the Treasury representative.

53. On behalf of the Committee, the Chair expressed his appreciation to Silvana Tenreyro for
her contributions to the work of the MPC since becoming a member in 2017.
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