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The Bank of England and the Return of Restrictive
Monetary Policy

Executive Summary

The Bank of England’s recent policy cycle highlights how modern monetary policy has evolved beyond reacting to
headline inflation alone. After raising Bank Rate from 0.10% in December 2021 to 5.25% by August 2023, the
Bank has moved into a cautious balancing phase, where the key concern is whether inflation becomes embedded
through wage growth, services inflation and second-round effects. The report highlights how labour-market
conditions, inflation persistence and evolving MPC voting patterns increasingly shaped policy decisions alongside
inflation itself. This makes the UK a useful case study for understanding broader global monetary-policy dynamics,
including the challenges increasingly faced by local central banks such as the Bank of Namibia and South African
Reserve Bank.

History

Founded in 1694, the Bank of England began as a private bank created to act as banker to the Government and to
help finance the war effort against France. Its original Royal Charter stated that the Bank was established to “promote
the public Good and Benefit” of the people, a principle that remains reflected in its modern mission of maintaining
monetary and financial stability.

Over time, the Bank evolved from a government banker into the United Kingdom’s central bank. Key milestones
shaped this transition, including the move to Threadneedle Street in 1734, the Bank Charter Act of 1844 which
formalised its role in banknote issuance, and nationalisation in 1946, which brought the Bank under government
ownership.

Its modern policy role strengthened further during the inflation-targeting era. The first Inflation Report was published
in 1993, later becoming the Monetary Policy Report, while reforms following the 2007—-08 Global Financial Crisis
expanded the Bank’s financial-stability mandate through the Financial Policy Committee and Prudential Regulation
Authority.

One of the most important institutional developments occurred in 1997, when the Bank of England was granted
operational independence in setting interest rates. This marked a major shift in modern UK monetary policy,
strengthening the Bank’s credibility in managing inflation expectations while reducing direct political influence over
monetary-policy decisions.

Overall, the Bank of England’s history is significant because it mirrors the development of modern central banking
itself: evolving from public finance and banknote issuance toward inflation management, financial stability, market
communication and monetary-policy credibility.
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Monetary Policy Context

The United Kingdom’s recent monetary policy cycle has largely been shaped by the post-pandemic inflation shock,
energy-market volatility, labour shortages and broader global supply-chain disruptions. Similar to many advanced
economies, inflation accelerated sharply between 2021 and 2023, forcing the Bank of England (BoE) to move away
from the near-zero-rate environment that began after the Global Financial Crisis and was extended through the
COVID-19 period.

Following COVID-19, Bank Rate remained at a historic low of 0.10% between March 2020 and December 2021 as
policymakers attempted to support economic activity during the pandemic. However, as inflationary pressures

intensified, the Bank began an aggressive tightening cycle in December 2021, raising Bank Rate from 0.10% to
5.25% by August 2023.

This tightening phase reflected concerns surrounding elevated services inflation, strong wage growth and energy-
price pass-through effects following the Russia-Ukraine conflict. During this period, UK CPI inflation peaked above
11% in October 2022, reinforcing the Bank’s shift toward restrictive monetary policy.

Figure 1: UK CPI Inflation vs Bank Rate 2000 - 2025
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Following the peak in rates, the Bank entered a prolonged holding phase, maintaining Bank Rate at elevated levels
while monitoring the pace of disinflation and broader economic conditions. Although inflation has moderated from
previous highs, price pressures within the UK economy remain relatively sticky compared to some advanced peers.
Services inflation and wage growth continue to present upside risks, while elevated borrowing costs have weakened
household demand, investment activity and housing-market conditions.

At the same time, policymakers remain aware that monetary policy operates with long and uneven lags. The full
economic effects of higher interest rates often take several quarters to fully filter through household consumption,
investment activity, labour markets and credit conditions. This complicates policy decisions because central banks
are frequently required to act before the full effects of previous tightening are fully visible within the economy.

More recently, policy discussions have increasingly shifted toward the timing and pace of potential rate cuts.
However, the Bank has remained cautious, emphasising that premature easing could risk reigniting inflationary
pressures and undermining monetary-policy credibility.

As aresult, the UK monetary-policy environment has transitioned from aggressive tightening toward a more cautious
and data-dependent balancing phase.



Brexit and Structural Economic Pressures

Following the June 2016 Brexit referendum and the United Kingdom’s formal departure from the European Union
in January 2020, the UK economy entered a prolonged adjustment period characterised by increased trade frictions,
labour-market disruptions and heightened sterling volatility.

One of the most immediate economic effects following Brexit was the introduction of additional administrative costs,
customs procedures and supply-chain frictions between the UK and European Union. These developments
contributed to upward pressure on import costs and reduced trade efficiency in several sectors, particularly during
the post-pandemic inflation period.

Brexit also contributed to changing labour-market dynamics. Reduced labour mobility and tighter immigration
conditions contributed to shortages in sectors such as logistics, hospitality and agriculture, adding to wage pressures
and broader inflation persistence. This complicated the Bank of England’s policy response because supply-side
inflation is generally more difficult to address through interest-rate policy alone.

Financial markets also became increasingly sensitive to UK-specific political and fiscal developments following
Brexit. Sterling experienced periods of heightened volatility after the 2016 referendum, while investors increasingly
focused on the UK’s long-term productivity, trade competitiveness and fiscal sustainability outside the European
Union framework.

From a monetary-policy perspective, Brexit reinforced the importance of credibility and communication by the Bank
of England. Policymakers were required to navigate not only inflation and growth concerns, but also structural
uncertainty surrounding trade, labour markets, sovereign credibility and investor confidence.

Overall, Brexit remains a structural backdrop to the UK economy rather than a short-term event, with ongoing
implications for growth potential, inflation dynamics and monetary-policy transmission.

Policy Analysis and MPC Voting Behaviour

The Bank of England currently faces one of the most complex policy environments since the Global Financial Crisis.
While headline inflation has eased from previous highs, underlying inflationary pressures remain persistent enough
to prevent a rapid normalisation of monetary policy.

One of the most important features of the UK economy is the sensitivity of households to interest-rate movements.
Mortgage costs have risen significantly following the tightening cycle, reducing disposable income and weakening
consumer demand. This has contributed to softer retail activity and weaker housing-market momentum.

At the same time, labour-market conditions remain relatively tight. Wage growth has stayed elevated compared to
historical norms, partly reflecting labour shortages and cost-of-living adjustments. This complicates the inflation
outlook because wage-driven inflation tends to be more persistent than externally driven energy shocks.



Figure 2: UK Wages vs Inflation 2000-2025
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The relationship between wages and inflation is important because it shows why the Bank remained cautious even
as headline inflation moderated. Elevated wage growth pointed to more persistent domestic price pressures,
particularly through services inflation and second-round effects. At the same time, unemployment initially remained

relatively resilient despite higher rates, highlighting the delayed and uneven transmission of monetary policy into the
labour market.

Figure 3: UK Unemployment vs Bank Rate 2000-2025
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However, broader economic momentum increasingly weakened as elevated borrowing costs filtered through the
economy. While the UK economy initially displayed resilience following the post-pandemic recovery period, growth
conditions softened materially during 2024 and 2025 as restrictive monetary conditions increasingly weighed on
household demand, investment activity and broader business confidence. This highlights one of the key dilemmas

facing modern central banks: restrictive policy may eventually reduce inflationary pressures, but prolonged
tightening also risks weakening broader economic activity over time.



Another key consideration is financial-market credibility. UK gilt markets have become increasingly sensitive to
inflation expectations, fiscal conditions and debt sustainability concerns. Periods of elevated bond-market volatility
in recent years reinforced the importance of clear communication and policy credibility from both the Bank of
England and government authorities.

This became particularly evident during periods where markets repeatedly reassessed expectations surrounding the
timing and scale of future rate cuts. Financial markets frequently anticipated faster monetary easing than what
policymakers ultimately signalled, reflecting uncertainty surrounding inflation persistence and growth conditions.

The MPC voting data also illustrates how periods of economic uncertainty and policy transition tend to coincide with
lower levels of committee consensus. Between March 2009 and late 2021, Bank Rate remained near historically low
levels, ranging between 0.10% and 0.75% for most of the period. During this phase, MPC decisions were generally
characterised by broad unanimity as policymakers largely agreed on maintaining accommodative monetary policy to
support growth and financial stability.

However, divisions widened significantly during the post-pandemic inflation surge beginning in late 2021, as
policymakers increasingly differed on the pace and scale of rate hikes required to contain inflation. By 2024 and
2025, disagreement increasingly shifted toward the timing and pace of potential rate cuts as inflation moderated but
growth conditions weakened.

Figure 4: Bank Rate and MPC Consensus Over Time 2000 - 2026
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One of the clearest trends shown in the MPC voting data is that periods of heightened inflation uncertainty often
coincide with greater disagreement among policymakers. While ultra-low-rate periods were generally characterised
by broad unanimity, inflation-transition periods resulted in increasingly divided voting behaviour as policymakers
interpreted inflation, growth and financial-stability risks differently.

The regression analysis further supports this pattern. Periods of elevated inflation were associated with lower levels
of MPC voting consensus and a higher probability of split voting outcomes. Restrictive policy environments therefore
appear to create greater disagreement around the balance between inflation control, recession risk and financial
stability.

Another important insight emerges from real interest rates. Although nominal Bank Rate increased sharply during
the tightening cycle, real interest rates remained deeply negative during much of the inflation surge because inflation
initially rose faster than policy rates.



Figure 5: UK Real Policy Rates 2000 - 2025
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This suggests that monetary policy initially remained accommodative in real terms despite aggressive nominal
tightening. The eventual return toward positive real rates likely reflects tighter underlying financial conditions and a
broader restoration of inflation-fighting credibility.

The United Kingdom therefore presents a strong modern case study of central banking where monetary policy is no
longer only about inflation itself, but also about expectations, financial stability, sovereign debt markets, labour-
market persistence and investor confidence.

From a broader perspective, the Bank of England’s policy decisions also carry international significance. As one of
the world’s major central banks, its policy stance influences global capital flows, exchange-rate dynamics and
investor sentiment toward developed-market assets.

The outlook for United Kingdom monetary policy remains cautious and highly data dependent. While inflation has
moderated from previous highs, the Bank of England continues to face upside risks linked to energy prices, wage
pressures and services inflation.

In its April 2026 decision, the Bank maintained Bank Rate at 3.75%, while inflation had risen to 3.3%, remaining
above the 2% target. The next policy decision is due on 18 June 2026, making incoming inflation, wage and energy-
price data particularly important for the near-term policy path.

Renewed conflict in the Middle East has added pressure through higher energy prices, raising fuel costs and
increasing the risk of higher utility bills. While monetary policy cannot directly lower global energy prices,
policymakers remain concerned that these supply-side shocks could trigger broader second-round inflation effects
through wage negotiations, services inflation and business pricing behaviour.

This also provides a useful example of how major economies may respond to renewed supply-side inflation pressures.
Where policymakers believe temporary commodity shocks risk becoming embedded within broader inflation
dynamics, central banks are likely to remain cautious and delay aggressive easing until inflation expectations and
domestic pricing pressures appear sustainably contained.

Similar themes are increasingly relevant for local central banks such as the BoN and SARB. In smaller open
economies such as Namibia, imported inflation, exchange-rate pressures and global commodity-price movements



remain particularly important due to the country’s dependence on imported fuel, food and manufactured goods.
Namibia’s peg to the Rand, combined with South Africa being its largest trading partner, also means inflationary
pressures and monetary-policy conditions are often transmitted regionally into the domestic economy.

At the same time, maintaining restrictive policy for too long risks placing additional pressure on already weak growth
conditions and household finances. Policymakers therefore continue balancing inflation control against the risk of
unnecessarily weakening economic activity.

As a result, policy discussions are likely to focus less on whether rates will eventually decline, and more on the
timing, pace and sustainability of any future easing cycle. Even if nominal rates begin easing gradually, real interest
rates may remain relatively restrictive if inflation moderates faster than the pace of rate cuts.

Overall, the Bank of England appears to be navigating a prolonged balancing phase: controlling inflation without
unnecessarily weakening growth, while preserving financial stability, institutional credibility and market confidence.

More broadly, the UK experience highlights how modern monetary policy increasingly revolves around managing
inflation persistence, expectations and credibility rather than reacting mechanically to inflation data alone. The Bank
of England therefore provides a useful case study of how advanced economies are navigating the transition from
post-crisis ultra-loose policy toward a more uncertain and structurally inflation-sensitive global environment.



