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• As we expected, the Bank of England (BoE) left monetary policy unchanged at its December meeting. It 
kept the Bank Rate at 0.25%, while it left the targets for the stock of government bond purchases (APF) 
and the stock of corporate bond purchases (CBPS) at GBP435bn and GBP10bn, respectively. It made no 
changes to the new Term Funding Scheme (TFS).

• The BoE maintained its neutral stance, as it can move ‘in either direction’, which was also as expected.
This said, the BoE noted that the effective GBP has appreciated by around 6% since the November 
meeting, implying a slightly lower inflation path compared with the November Inflation Report. This also 
means the BoE has less reason to hike.

• We expect the BoE to remain on hold for the next 12 months. While we think it is unlikely the BoE will 
tighten monetary policy in a time of elevated political uncertainty, we think we need to see slower growth 
and/or higher unemployment before easing becomes likely again.

• We think the markets price the BoE too hawkishly, as they price the first full BoE hike around October 

2018. More than two hikes are priced in by year-end 2019.

• Notice that the BoE reaction function has changed since the financial crisis, so the BoE puts more weight 

on growth/unemployment relative to inflation (see also a speech by former Monetary Policy Committee 
member Martin Weale here, 18 July). In our view, the BoE seems to be more worried about slower growth 
than too-high inflation if this is only temporary.

BoE set to remain on hold for the next 12 months

http://www.bankofengland.co.uk/publications/Documents/speeches/2016/speech917.pdf
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Source: Bank of England

Takeaways from summary

Subject Comments

Growth 'Output was expected to grow at a moderate pace in the near term , but 
slow from the beginning of next year .'

Labour market 'The unemployment rate was projected to rise to around 5.5% by the 

middle of 2018 […]' in the latest November Inflation Report.

Inflation '[…] slightly lower path for inflation than envisaged in the November 
Inflation Report' due to GBP appreciation;' inflation still likely to 

overshoot the target'

Inflation 
expectations

Monitors inflation expectations 'closely' as 'there are limits to the extent 
to which above-target inflation can be tolerated'

Global economy 'slightly greater momentum in the global economy' but 'the global outlook 
has become more fragile with risks in China, the euro area and some 
emerging markets and an increase in policy uncertainty'.

Policy bias Monetary policy can respond, in either direction , to changes to the 
economic outlook […]'
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BoE is priced way too hawkishly, in our view
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GDP growth was resilient in Q3 PMI’s suggest growth continued around 0.5% in Q4

GDP growth has been resilient to Brexit uncertainties

Source: ONS Source: ONS, Markit Economics
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CPI inflation set to increase to close to 3% Weaker GBP implies higher import prices

Inflation expected to rise supported by weak GBP

Source: ONS, Danske Bank Source: ONS, Bank of England
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Food prices set to increase sharply due to 
weaker GBP

Higher oil price in GBP => higher gasoline 
prices

Weaker GBP also pushes up food and energy prices

Source: ONS, Bloomberg Source: Bloomberg, UK Government
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Inflation expectations have risen in recent months

Inflation expectations have rebounded

Source: Bank of England, Bloomberg
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