
Snapshot

›› The official bank rate is 
an interest rate set by the 
Bank of England for secured 
overnight lending to major 
banks.

›› The Bank of England’s 
strategy around setting the 
official bank rate requires a 
delicate balancing act.

›› Changes made to the official 
bank rate have implications 
for the broader UK economy.

It’s no mystery that UK markets are sensitive to the official bank rate, an interest 

rate set by the Bank of England (BoE) for secured overnight lending to major 

banks. An adjustment to the rate only needs to be anticipated—not actually 

made—for the markets to react. And sometimes it’s a lack of change that drives 

market volatility. 

But what remains a mystery to many is what exactly the official bank rate is, 

how it’s set and why its movements (or lack thereof) can have such a profound 

effect on market activity.

Putting the “Official” in Official Bank Rate 
The BoE is the UK central bank where the country’s money supply and interest 

rates are managed. Among other functions, the central bank is intended to act as 

the government’s bank, issue currency and oversee monetary policy. 

The official bank rate (Exhibit 1) used for overnight lending is set by the Monetary 

Policy Committee (MPC), a committee within the BoE, which typically meets eight 

times a year to review economic and financial conditions. 

Exhibit 1: Official Bank Rate

Source: Bank of England, SEI.  
Data as of 28/4/18.

The MPC’s strategy around setting the official bank rate requires a delicate balancing  
act—typically based on the conditions of two factors: achieving maximum employment 
and price stability. If employment is weak, for example, the rate might be lowered to 
spur economic growth, as inexpensive borrowing costs would make job-creating 
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activities more feasible for established companies and entrepreneurs. However, in weighing whether or not to  
lower the rate, the BoE must consider that doing so might fuel inflation (or rising prices), since the supply of  
borrowed money available for spending would expand.

On the other hand, if the primary concern of the BoE is inflation, it might increase the official bank rate in order to 

slow price increases (by reducing demand for borrowed money). But a consequence of this is that job creation 

may suffer.  

BoE: Setting the Tone 
The BoE’s need to execute such a delicate balancing act shows that the official bank rate affects more than 

overnight borrowing at the BoE—it also has implications for the broader UK economy. In fact, the official bank rate 

serves as a reference point for most other short-term financing activity in the UK. 

Changes in the official bank rate set off a series of events that affect a range of economic variables, including 

short-term interest rates, foreign exchange rates and credit. It also impacts the labour market and the prices of 

goods and services. Essentially, the official bank rate has downstream consequences that influence the entire UK 

economy. 

What it Means for You
What should you do in the face of potential market volatility around interest-rate activity? First, know that volatility 

is an expected, if unpredictable, part of investing and is as dynamic as the market itself. Second, as always, stay 

focused on your long-term investment objectives. While stocks frequently feel pressure when the BoE raises 

interest rates, historically they have made up for this in the long term. Overreacting by selling investments could 

result in missing out on gains when the market bounces back.

Important Information
Data refers to past performance. Past performance is not a reliable indicator of future results.

Investments in SEI Funds are generally medium- to long-term investments. The value of an investment and any income from it can go 
down as well as up. Investors may get back less than the original amount invested. Returns may increase or decrease as a result of 
currency fluctuations. Additionally, this investment may not be suitable for everyone. If you should have any doubt whether it is suitable 
for you, you should obtain expert advice.

No offer of any security is made hereby. Recipients of this information who intend to apply for shares in any SEI Fund are reminded 
that any such application may be made solely on the basis of the information contained in the Prospectus. This material represents an 
assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee 
of future results. This information should not be relied upon by the reader as research or investment advice regarding the funds or any 
stock in particular, nor should it be construed as a recommendation to purchase or sell a security, including futures contracts.

In addition to the normal risks associated with equity investing, international investments may involve risk of capital loss from 
unfavourable fluctuation in currency values, from differences in generally accepted accounting principles or from economic or political 
instability in other nations. Bonds and bond funds are subject to interest rate risk and will decline in value as interest rates rise. 
High yield bonds involve greater risks of default or downgrade and are more volatile than investment grade securities, due to the 
speculative nature of their investments. Narrowly focused investments and smaller companies typically exhibit higher volatility. SEI 
Funds may use derivative instruments such as futures, forwards, options, swaps, contracts for differences, credit derivatives, caps, 
floors and currency forward contracts. These instruments may be used for hedging purposes and/or investment purposes.

While considerable care has been taken to ensure the information contained within this document is accurate and up-to-date, no 
warranty is given as to the accuracy or completeness of any information and no liability is accepted for any errors or omissions in such 
information or any action taken on the basis of this information.

This information is issued by SEI Investments (Europe) Limited, 1st Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR which is 
authorised and regulated by the Financial Conduct Authority. Please refer to our latest Full Prospectus (which includes information in 
relation to the use of derivatives and the risks associated with the use of derivative instruments), Key Investor Information Documents 
and latest Annual or Semi-Annual Reports for more information on our funds. This information can be obtained by contacting your 
Financial Adviser or using the contact details shown above.

SEI sources data directly from FactSet, Lipper, and BlackRock, unless otherwise stated.
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