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Bank of England

Monetary Policy Summary, December 2024

The Monetary Policy Committee (MPC) sets monetary policy to meet the 2% inflation target,
and in a way that helps to sustain growth and employment. The MPC adopts a medium-term
and forward-looking approach to determine the monetary stance required to achieve the
inflation target sustainably.

At its meeting ending on 18 December 2024, the MPC voted by a majority of 6-3 to maintain
Bank Rate at 4.75%. Three members preferred to reduce Bank Rate by 0.25 percentage
points, to 4.5%.

Since the MPC’s previous meeting, twelve-month CPI inflation has increased to 2.6% in
November from 1.7% in September. This was slightly higher than previous expectations,
owing in large part to stronger inflation in core goods and food. Services consumer price
inflation has remained elevated. Headline CPI inflation is expected to continue to rise slightly
in the near term. Although household inflation expectations have largely normalised, some
indicators have increased recently.

Most indicators of UK near-term activity have declined. Bank staff expect GDP growth to
have been weaker at the end of the year than projected in the November Monetary Policy
Report. The Committee now judges that the labour market is broadly in balance. Annual
private sector regular average weekly earnings growth picked up quite sharply in the three
months to October, but has tended to be more volatile than other wage indicators. The latest
Agents’ intelligence suggests that average pay settlements in 2025 will be within a range of 3
to 4%. There remains significant uncertainty around developments in the labour market.

Monetary policy has been guided by the need to squeeze remaining inflationary pressures
out of the economy to achieve the 2% target both in a timely manner and on a lasting basis.
Over recent quarters there has been progress in disinflation, particularly as previous external
shocks have abated, although remaining domestic inflationary pressures are resolving more
slowly.

The Committee continues to consider a range of cases for how the past global shocks that
drove up inflation may unwind, and therefore how persistent domestic inflationary pressures
may be. The MPC is also monitoring the impact on growth and inflationary pressures from
the measures announced in the Autumn Budget, and from geopolitical tensions and trade
policy uncertainty. These developments have generated additional uncertainties around the
economic outlook.

At this meeting, the Committee voted to maintain Bank Rate at 4.75%.
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The Committee continues to monitor closely the risks of inflation persistence and will assess
the extent to which the evolving evidence is consistent with more constrained supply, which
could sustain inflationary pressures, or with weaker demand, which could lead to the
emergence of spare capacity in the economy and push down inflation. A gradual approach to
removing monetary policy restraint remains appropriate. Monetary policy will need to
continue to remain restrictive for sufficiently long until the risks to inflation returning
sustainably to the 2% target in the medium term have dissipated further. The Committee will
decide the appropriate degree of monetary policy restrictiveness at each meeting.
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Minutes of the Monetary Policy Committee
meeting ending on 18 December 2024

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 was estimated to have grown by 0.5% in 2024 Q3, marginally
higher than the projection in the November Monetary Policy Report. On balance, the risks
around the near-term outlook for activity in a number of advanced economies remained to the
downside. Euro-area GDP had grown by 0.4% in the third quarter, higher than the November
Report projections and supported by household consumption. Growth was expected to slow
in Q4, however, in line with weakness in the output PMIs, particularly in France and
Germany. US GDP had increased by 0.7% in Q3, in line with the November Report
projections, and was expected to cool slightly in Q4. In China, GDP had grown by 0.9% in
Q3, a rebound from Q2, owing to stronger exports. Growth was expected to recover further,
partly supported by additional policy stimulus.

3. The euro-area labour market had remained tight but had continued to normalise, while
the labour market in the United States had remained close to balance. Unemployment in
these regions remained at or near historical lows. Indicators of pay growth had generally
cooled in the euro area, albeit with an increase in negotiated wage growth in 2024 Q3 that
was attributable largely to one-off payments in Germany. Recent indicators of wage growth in
the United States had been mixed.

4. Headline consumer price inflation in advanced economies had increased slightly, close
to market expectations. In the euro area, twelve-month HICP inflation had increased to 2.2%
in November, accounted for largely by an energy-related base effect, while core inflation had
remained unchanged at 2.7%. In the United States, PCE inflation had risen slightly to 2.3% in
October, while core PCE inflation had also increased slightly to 2.8%. These increases had
been accounted for partly by core services excluding housing.

5. Since the MPC’s November meeting, European wholesale gas prices had initially
increased sharply, owing to colder weather, strong demand from Asia and disruption in the
provision of Russian-owned gas supplies. These price increases had largely reversed by the
time of the MPC’s December decision.
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6. The Committee discussed risks to global growth and inflation stemming from geopolitical
tensions and trade policy uncertainty, with indicators of the latter having increased materially.
The incoming US administration had proposed to increase tariffs in a manner that could
influence future global trade if applied and, as a result, have some direct and indirect impacts
on the UK economy. The magnitude and direction of any such impacts would depend on a
range of factors that were at present unknown, including the total package of economic
policies to be delivered in the United States, their timing and any subsequent policy
responses from other countries.

Monetary and financial conditions

7. Market-implied paths for policy rates in the United States and euro area had ended the
period since the MPC'’s previous meeting a little lower. That reflected, in particular, weaker-
than-expected global activity data. Corporate bond spreads were little changed across these
economies, while equity prices had increased slightly. At its meeting on 12 December, the
ECB Governing Council had reduced its key policy rate by 25 basis points, in line with market
expectations. At its meeting ending on 18 December, the FOMC was expected to reduce the
federal funds rate by 25 basis points.

8. In the United Kingdom, near-term market expectations for Bank Rate had increased
since the MPC'’s previous meeting, predominantly reflecting stronger-than-expected wage
data. The sterling effective exchange rate was little changed. Within that, sterling had
depreciated by 2% against the dollar, offsetting an appreciation against the euro of around
1%.

9. More generally, market expectations for policy rates in the United Kingdom and United
States had increasingly diverged from the euro area since September. The euro-area path
had shifted down and had become more steeply downward sloping, while the UK and US
paths had shifted up and had become shallower. In the United Kingdom and United States,
rates were expected to be around 3.75 to 4% in three years’ time, compared with 2% in the
euro area.

10. The August and November Bank Rate reductions, and associated changes in other risk-
free reference rates, had continued to pass through to the relevant saving and borrowing
rates facing households and corporates, broadly in line with historical experience. The main
exception had been household sight deposit rates, which had fallen by less and more slowly
than Bank Rate since August. Historically, such reductions in Bank Rate had been
associated with full and fairly rapid pass-through to sight deposit rates, although these rates
had not risen by as much as Bank Rate during the most recent tightening cycle.
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11. Housing market activity had continued to pick up, with mortgage approvals for house
purchase having risen back to their pre-pandemic average in October. That reflected, in part,
declines in the average rate paid on new mortgages since quoted rates had peaked in mid-
2023. Over the same period, however, the average rate paid on all outstanding mortgages
had continued to increase as the majority of fixed-term mortgages were refinanced on to
higher rates. As noted in the November Financial Stability Report, 37% of fixed rate mortgage
accounts had not yet re-fixed since rates had started to rise in 2021 H2, so the full impact of
higher interest rates had not yet passed through to all mortgagors.

12. Household broad money balances had grown unusually strongly in October. There had
been evidence of deposits flowing to households from Non-Intermediary Other Financial
Companies, which included asset managers, insurance companies and pension funds.
Recent overall trends in broad money had been little changed, however, with annual growth
in M4ex increasing only slightly to 3.4%. The ratio of household money to gross domestic
income remained close to its pre-pandemic trend.

Demand and output

13. UK GDP had risen by 0.1% in 2024 Q3, slightly weaker than the 0.2% that had been
expected in the November Monetary Policy Report. Within the expenditure components,
household consumption had been estimated to have grown by 2%, and government
spending and business investment had each risen by around 1%.

14. GDP had declined by 0.1% in October after a similar-sized fall in September.
Manufacturing output had contracted by 0.6% in October, while services output had been flat
on the month. Market sector output had now fallen back to around a level that had last been
observed in April.

15. Most indicators of near-term activity had weakened since the previous MPC meeting. For
example, the S&P Global/CIPS UK composite output PMI had fallen back to just over 50 in
November and had remained at that level in the December flash release, and there had also
been declines in the future output and new orders indices. Both the services and
manufacturing PMIs had fallen in recent months, suggesting that a mixture of domestic and
global factors was at play. The Bank’s Agents had reported that there had been some further
deterioration in business sentiment since the previous MPC meeting and that activity was
subdued currently, although it was still expected to pick up across the economy next year. In
this context, it was notable that sales outcomes reported in the DMP Survey had consistently
come in lower than companies’ expectations of their sales one-year ahead. In contrast to
most other indicators, consumer confidence had increased slightly over recent months,
though remained below its historical average, and most housing market indicators had been
fairly robust.
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16. Bank staff now expected zero GDP growth in 2024 Q4, weaker than the 0.3% that had
been incorporated in the November Report. That was broadly consistent with the latest
combined steer from business surveys and the available official data.

17. The Committee discussed the extent to which recent developments in output could
reflect the weakness of both demand and supply, such that there might be fewer implications
for the margin of spare capacity in the economy and thus domestic inflationary pressures.
There was also uncertainty around how the measures that had been announced in the
Autumn Budget were affecting growth. This included the extent to which companies would,
over time, take account of the indirect spillovers to private demand from higher public
spending, as well as the direct consequences of the increase in employer National Insurance
contributions (NICs) that would take effect from April.

Supply, costs and prices

18. Low response rates had continued to impart considerable uncertainty to Labour Force
Survey (LFS)-based estimates of labour market quantities. In its latest reweighting of key
LFS variables, the ONS had incorporated upward revisions to the estimated population of
around half a million people. Separately, the ONS had revised up its estimates of net inward
migration by over 400,000 people, although that would not be reflected in the LFS for some
time. Taken together, these revisions could close around half of the gap between the level of
employment implied by pre-revision LFS data and that implied by alternative measures such
as workforce jobs. The corollary of these upward revisions to employment would be more
pronounced weakness in labour productivity. However, the LFS revisions had had only
minimal implications for the historical profile of the underlying rate of unemployment.

19. At a higher frequency, other indicators of unemployment had exhibited some dispersion,
but there had been little evidence of a significant increase during the period since the
November Monetary Policy Report. Household surveys of job security and advanced
notifications of potential redundancies had remained consistent with little net change in the
underlying unemployment rate.

20. Vacancies had continued to fall, albeit at a slower pace than in 2023. Bank staff analysis
of the difference between the observed ratio of vacancies to unemployment and the ratio of
vacancies to unemployment that might be consistent with equilibrium in the labour market,
after taking account of, for example, changes in the cost of posting vacancies over time,
suggested that the labour market was now broadly in balance. This analysis, which was
corroborated by other indicators from the Agents and in the REC survey, signalled less
tightness in the current labour market than a simple historical view of the vacancies-to-
unemployment ratio would imply.



Bank of England Page 5

21. The uncertainty surrounding developments in key labour market quantities and
measured labour productivity would limit the extent to which the Committee would be able to
draw firm conclusions in its next regular stocktake of the short to medium-term supply
capacity of the economy. This was being undertaken ahead of the February Monetary Policy
Report.

22. Annual growth in private sector regular average weekly earnings (AWE) had risen from
4.8% in the three months to August to 5.4% in the three months to October. This upside
surprise had reflected a combination of greater-than-expected strength on the month and
revisions to prior months. Base effects from the previous year would push annual rates of
private sector regular AWE growth closer to 6% in 2024 Q4, but this measure of pay growth
had often exhibited more volatility than comparable survey-based measures.

23. The signal from most indicators following the announced increases in the National Living
Wage (NLW) and employer National Insurance contributions tended to corroborate the view
that, supported by diminishing churn, easing recruitment difficulties and an ongoing loosening
of the labour market, annual private sector wage growth would slow over the policy-relevant
horizon. The Agents’ intelligence available since the Autumn Budget, for example, suggested
that firms in aggregate expected pay settlements in 2025 to sit within a range of 3 to 4%. This
was slightly higher than the 2 to 4% range reported before the Budget, but lower than the
5%2% average reported in 2024. The latest evidence from the DMP Survey was also
consistent with a softening in wage growth across all sectors, albeit to a plateau of around
4% in aggregate over the year ahead. Expected wage growth in consumer services
companies, in particular, had remained elevated at around 5%.

24. Across surveys, firms had reported that their response to higher employer NICs would
involve multiple types of adjustment, of which pay growth was but one. In the DMP Survey,
for example, higher prices and lower employment were both cited more frequently than lower
wages. Moreover, a more granular disaggregation of the results of the DMP Survey
suggested that firms with greater exposure to the NLW would be less likely to respond to
higher NICs by paying lower wages. These firms would be more likely to respond to higher
NICs by raising prices, accepting lower profit margins and/or laying off existing workers.

25. Twelve-month CPI inflation had increased to 2.6% in November from 1.7% in
September. This was slightly higher than previous expectations, owing in large part to
stronger inflation in core goods and food. Core CPI inflation had increased to 3.5%.

26. Annual services price inflation had been 5.0% in November, little changed from its rate in
October and September. The three-month moving averages of annualised monthly increases
in a range of underlying services prices had edged higher in November, but had remained
lower than their corresponding annual rates. The extent of domestically generated disinflation
to date, however, had remained relatively modest.
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27. In the near term, headline CPI inflation was expected to continue to rise slightly.

28. Although indicators of households’ inflation expectations had largely normalised through
the first half of this year, short-term expectations had begun to increase again in the latest
data. The Bank of England/lpsos Inflation Attitudes Survey’s measure of median one-year
ahead inflation expectations had risen to 3.0% in November. The measure of medium-term
expectations in the same survey had now edged above its historical average. The
Citi’YouGov indicator of households’ short-term inflation expectations had risen over several
months to 3.5%, even while realised CPI inflation had eased. Businesses’ own price
expectations, as reported in the DMP Survey, had remained consistent with only a modest
decline in inflation over the coming year, particularly in consumer-facing services sectors.

29. The latest increases in inflation expectations might reflect greater attentiveness among
households to cost-of-living increases, such as the reduction in winter fuel payments, higher
bus fares and vehicle excise duty, successive increases in the Ofgem price cap in October
and January, and higher food prices. These increases might interact with already-elevated
inflation perceptions, and thus could add to the persistence of domestic inflationary
pressures.

The immediate policy decision

30. The Monetary Policy Committee (MPC) sets monetary policy to meet the 2% inflation
target, and in a way that helps to sustain growth and employment. The MPC adopts a
medium-term and forward-looking approach to determine the monetary stance required to
achieve the inflation target sustainably.

31. Monetary policy had been guided by the need to squeeze remaining inflationary
pressures out of the economy to achieve the 2% target both in a timely manner and on a
lasting basis. Over recent quarters there had been progress in disinflation, particularly as
previous external shocks had abated, although remaining domestic inflationary pressures
were resolving more slowly.

32. As set out in the November Monetary Policy Report, the Committee’s deliberations had
been supported by the consideration of a range of cases that could impact the evolution of
inflation persistence. In the first case, most of the remaining persistence in inflation might
dissipate quickly as pay and price-setting dynamics continued to normalise following the
unwinding of the global shocks that had driven up inflation. In the second case, a period of
economic slack might be required to normalise these dynamics fully. In the third case, some
inflationary persistence might also reflect structural shifts in wage and price-setting
behaviour. Each case would have different implications for how quickly the restrictiveness of
monetary policy could be withdrawn.
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33. The MPC was also considering the impact on growth and inflationary pressures from the
measures announced in the Autumn Budget, and from geopolitical tensions and trade policy

uncertainty. These domestic and global developments had generated additional uncertainties
around the economic outlook.

34. As set out in the November Report, the combined effects of the measures announced in
the Budget were provisionally expected to boost the level of GDP by around %%, and CPI
inflation by just under % of a percentage point, at their peaks relative to the August
projections. However, there remained significant uncertainty around how the economy might
respond to higher overall costs of employment, including from the increase in employer
National Insurance contributions and the National Living Wage.

35. The Committee noted that indicators of trade policy uncertainty had increased materially,
but that the magnitude and the direction of the impact of any such policies on UK inflation
was at present unclear. These effects might not be apparent for some time.

36. Since the MPC'’s previous meeting, most indicators of UK near-term activity had
declined. Bank staff were expecting zero GDP growth in 2024 Q4, weaker than had been
projected in the November Monetary Policy Report. Several components of the December
S&P Global/CIPS UK flash PMI had fallen, including the new orders and employment indices.
Other indicators of employment growth had been more mixed.

37. Although there remained significant uncertainty around developments in labour market
quantities derived from the Labour Force Survey, the Committee now judged that the labour
market was broadly in balance based on a wider range of evidence. The number of job
vacancies had continued to fall, albeit at a slower pace than in 2023. There had also been a
decline in indicators of labour market tightness from the Agents and in the REC survey.

38. Annual private sector regular AWE growth had picked up quite sharply in the three
months to October, to 5.4%, which was 7 of a percentage point stronger than had been
expected in the November Report. AWE growth had tended to be more volatile than other
wage indicators, however. The latest Agents’ intelligence suggested that average pay
settlements in 2025 would be within a range of 3 to 4%.

39. Twelve-month CPI inflation had increased to 2.6% in November from 1.7% in
September, slightly higher than previous expectations. Services consumer price inflation had
remained elevated, at 5.0%, while core goods price inflation had risen to 1.1%. Food
consumer price inflation had picked up slightly over recent months, to 2%. Some other
indicators of goods price inflation had increased, including in the December S&P Global/CIPS
UK flash PMI. Headline CPI inflation was expected to continue to rise slightly in the near
term.
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40. Although household inflation expectations had largely normalised, some indicators had
increased recently, in part reflecting developments in energy and food prices as well as other
more idiosyncratic factors. Businesses’ own price expectations had remained consistent with
only a modest decline in inflation over the coming year, particularly in consumer-facing
services sectors. Monetary policy was acting to ensure that longer-term inflation expectations
were anchored at the 2% target.

41. At this meeting, six members preferred to maintain Bank Rate at 4.75%. Most indicators
of UK near-term activity had weakened, but CPI inflation, wage growth and some indicators
of inflation expectations had risen, adding to the risk of inflation persistence. The
macroeconomic implications of the higher costs of employment facing companies remained
particularly uncertain. Against a backdrop over recent years of a repeated sequence of
negative supply shocks, incoming data would help to clarify the potential trade-off between
more persistent inflationary pressures and greater weakness in output and employment. For
five of these members, recent developments added to the argument for a gradual approach
to the withdrawal of policy restrictiveness, while eschewing any commitment to changing
policy at a specific meeting. For the other member, the evolution of and prospects for
disaggregated measures of activity and inflation could warrant an activist strategy.

42. Three members preferred a 0.25 percentage point reduction in Bank Rate at this
meeting. The most recent data developments pointed to sluggish demand and a weakening
labour market, now and in the year ahead, both of which would see further downward
pressure on demand, wages, and prices. In the short run, these factors, alongside higher
uncertainty and weak global conditions, paired with the temporary uptick in headline inflation
entailed a policy trade-off. In the medium term, a continued stance that was very restrictive
risked deviating unsustainably from the 2% inflation target and opening an unduly large
output gap. Given the evolving balance of risks, a less restrictive policy rate was warranted.

43. The Committee continued to monitor closely the risks of inflation persistence and would
assess the extent to which the evolving evidence was consistent with more constrained
supply, which could sustain inflationary pressures, or with weaker demand, which could lead
to the emergence of spare capacity in the economy and push down inflation. A gradual
approach to removing monetary policy restraint remained appropriate. Monetary policy would
need to continue to remain restrictive for sufficiently long until the risks to inflation returning
sustainably to the 2% target in the medium term had dissipated further. The Committee
would decide the appropriate degree of monetary policy restrictiveness at each meeting.
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44. The Chair invited the Committee to vote on the proposition that:
Bank Rate should be maintained at 4.75%.

45. Six members (Andrew Bailey, Sarah Breeden, Megan Greene, Clare Lombardelli,
Catherine L Mann and Huw Pill) voted in favour of the proposition. Three members (Swati
Dhingra, Dave Ramsden and Alan Taylor) voted against the proposition, preferring to reduce
Bank Rate by 0.25 percentage points, to 4.5%.

Operational considerations

46. On 18 December 2024, the stock of UK government bonds held for monetary policy
purposes was £655 billion.

47. The following members of the Committee were present:

Andrew Bailey, Chair
Sarah Breeden
Swati Dhingra
Megan Greene
Clare Lombardelli
Catherine L Mann
Huw Pill

Dave Ramsden

Alan Taylor

Sam Beckett was present as the Treasury representative.
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