
 

 

Swap Rates Explained  

Why mortgage rates can rise even when Bank Rate stays the same 

Rob Thomas, principal researcher, IMLA 

One of the most common questions in the mortgage market is why fixed-rate mortgage 

pricing can change dramatically even when the Bank of England leaves Bank Rate 

untouched. The answer lies in swap rates. 

While tracker mortgages are linked directly to Bank Rate, fixed-rate mortgages are priced 

using interest rate swaps. These financial contracts help lenders manage the risk of offering 

fixed mortgage rates for two, five or more years while their own funding costs continue to 

fluctuate. 

As a result, fixed-rate mortgage pricing is influenced not only by today's interest rates, but 

also by financial markets' expectations of where rates may go in future. 

What is a swap rate? 

A swap rate is the cost to a lender of protecting itself against future interest rate 

movements. 

Most UK lenders fund themselves using deposits (savings and current accounts) and other 

sources of funding that are linked, directly or indirectly, to short-term interest rates. When a 

lender offers a fixed-rate mortgage, it takes on the risk that its funding costs could rise while 

the mortgage rate remains unchanged. 

Interest rate swaps help lenders manage that risk. The higher the cost of swaps, the more 

expensive it becomes for lenders to offer fixed-rate mortgages. 

In simple terms: 

• Tracker mortgages tend to follow Bank Rate. 

• Fixed-rate mortgages tend to follow swap rates. 

Why have swap rates risen recently? 

Swap rates are heavily influenced by investors' expectations of future interest rates. 

Events such as wars, inflation shocks, government borrowing plans and political uncertainty 

can all affect those expectations. 



In early 2026, conflict involving the US, Israel and Iran led financial markets to expect 

inflation could remain higher for longer because of higher energy prices. As a result, swap 

rates rose sharply. 

Two-year swap rates increased from around 3.6% in early March to more than 4.5% by early 

May, while five-year swap rates rose from around 3.8% to 4.5%. These increases were 

quickly reflected in mortgage pricing. Average two-year fixed mortgage rates rose from 

3.97% to 5.14%, while average five-year fixes increased from 4.01% to 5.00%. 

Why do lenders withdraw mortgage products? 

When lenders launch a fixed-rate mortgage, they typically secure a limited amount of 

funding based on prevailing swap rates. 

If swap rates rise significantly, the lender may no longer be able to offer that mortgage 

profitably. Continuing to lend at the original rate could mean making little profit or even a 

loss. 

The lender therefore has to withdraw the product and replace it with one reflecting current 

funding costs. 

This is why mortgage products can disappear at short notice during periods of market 

volatility. 

Ironically, announcing a withdrawal often creates a rush of last-minute applications, which 

can exhaust available funding even faster. 

Why can mortgage rates move differently from Bank Rate? 

Bank Rate remains the most important interest rate in the UK economy, but it is not the only 

influence on mortgage pricing. 

Tracker mortgages generally move in line with Bank Rate because their pricing is directly 

linked to it. 

Fixed-rate mortgages, however, are based on where financial markets believe interest rates 

will be in future. That is why fixed mortgage rates can rise or fall even when the Bank of 

England takes no action. 

This was particularly evident during the 2022 mini-Budget, when swap rates surged despite 

relatively modest changes in Bank Rate. It has happened again during the recent Middle East 

conflict. 

What does this mean for borrowers? 

Borrowers approaching the end of a fixed-rate deal face a trade-off. 

Fixing a new mortgage provides certainty but may mean accepting higher rates if swap 

markets are elevated. 



Tracker and variable-rate mortgages may be cheaper in the short term if markets expect 

rates to fall, but borrowers take on the risk that future interest rates may move against 

them. 

The right choice depends on a borrower's attitude to risk, their financial circumstances and 

their expectations about future interest rates. 

Key takeaways 

• Fixed-rate mortgages are primarily influenced by swap rates, not Bank Rate. 

• Swap rates reflect financial markets' expectations of future interest rates. 

• Geopolitical events, inflation and government borrowing can all affect swap pricing. 

• Rising swap rates usually lead to higher fixed-rate mortgage pricing. 

• Product withdrawals are often a consequence of changing funding costs rather than 

lender preference. 

• Understanding swap rates is essential to understanding modern mortgage pricing. 

 


