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BoE Preview: August 2021 
Statement/Minutes release: 12:00BST, Thursday 5 August  

Expected link: https://www.bankofengland.co.uk/monetary-policy-

summary-and-minutes/2021/august-2021 

Press conference: Live streamed from 13:00BST 

MNI View: Sequencing guidance 

could move the market 

Tim Davis, 4 August 

The August MPC meeting has the potential to be a key event for the market, despite no changes 

expected to immediate policy. 

This will be the first MPC meeting without former-Chief Economist Andy Haldane, and as such there 

are only 8 members of the Committee (in the unlikely event of a 4-4 tie, the Governor would have 

the casting vote). Haldane had been an outlier on the MPC, voting to curtain QE ahead of its 

scheduled year-end date. 

MNI and the wider consensus expect Saunders to take up Haldane’s mantle and vote for an early 

end to QE, and there is a chance that he is joined by Ramsden. Both MPC members discussed the 

possibility of a curtailment of the current QE programme, Saunders more explicitly. See more on 

their comments from page 12 as part of our round-up of key MPC comments. 

From a market perspective, however, whether there is a 7-1 vote or a 6-2 vote probably makes little 

difference. Neither Saunders nor Ramsden seem in a rush to take the next step and vote for a rate 

hike. And without wider support in August, it is unlikely any other member would change their view 

and join them voting for a curtailment of QE in September and by November there will only be a few 

weeks left for the programme to run, so there would be little incentive to end the programme early 

that close to its end and the economic impact of doing so or not would only be marginal. 

Having said all of that, if the vote was 5-3, there would be another member of the MPC who had 

unexpectedly moved into the hawkish camp and we would expect there to be a market reaction. 

Indeed, in the last 3 weeks we have heard from every member of the MPC apart from Tenreyro (who 

is considered one of the most dovish members) and Governor Bailey (whose Mansion House speech 

on 1 July gave little away). If either of these members voted to curtain QE early, it would be a key 

market event. 

The other big announcement expected at this meeting is the update to the policy toolkit and update 

on the sequencing review. In terms of the policy toolkit, we would expect confirmation that negative 

rates are now operationally feasible, although with tightening rather than loosening policy on the 

market’s mind, this is unlikely to be a big event. 
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The sequencing review will potentially be much more significant. The Bank is looking to replace the 

previous guidance that the size of the balance sheet will not be reduced until Bank Rate reaches 

1.50%. The main reasons for the change in guidance are that the effective lower bound is now 

considered lower than previously while with the extra QE enacted through the Covid-19 period the 

balance sheet is much larger than when the last guidance was issued. 

The MNI Markets team thinks the most likely change to the sequencing guidance will be to remove 

the Bank Rate threshold altogether, and leave maximum flexibility to the MPC. This could be 

accompanied by verbal guidance that either the balance sheet will not begin to be unwound until 

after the Bank Rate is first raised or guidance that it unwinding could begin simultaneously. We think 

it is unlikely that the Bank would prefer to begin unwinding the balance sheet before raising the 

Bank Rate (although there are some sell side analysts who believe this will happen). 

In terms of market reaction for these scenarios, we think that if the Bank was to confirm Bank Rate 

would be raised first there would be little reaction. If the Bank was to say that QT could happen 

ahead of a hike we would expect a rally across White/Green/Red short sterling futures with a 

steepening of the 2s10s gilt curve. The market would view this as implicitly pushing back the first 

hike. If the Bank was to say QT could happen simultaneously with the first hike, we would expect a 

similar move albeit much more muted (and potentially overridden by external factors). 

Alternatively the Bank could set out a new threshold for when QT could begin. We think a 0.50% 

threshold is probably largely in line with market pricing. Anything higher than this would likely see 

gilts rally and the curve flatten as the prospect of QT is pushed out at least to 2023. A 0.25% could 

see some steepening of 2s10s as outlined above in the case of a simultaneous first hike with QT. 

Elsewhere, there is little expectation of large changes to medium-term BOE forecasts, although near-

term CPI forecasts will be revised higher and there may be some switching around of short-term 

growth forecasts. We think that markets will generally be expecting the 3-year CPI forecast to be a 

little below 2.0%. If this is marginally higher, we think that the short sterling Whites/Reds will come 

under pressure. 

 

Central Bank Watch - Bank of England
August 04, 2021

MNI Bank of England Data Watch List
Inflation Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

CPI % y/y 2.5 0.7 0.6 2.04

Core CPI % y/y 2.3 1.1 1.4 1.80

PPI Output % y/y -1.3 -0.9 -0.7 -1.00

Inflation Swap 5y/5y % 3.78 3.76 3.58 0.85

Economic Activity Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

PMI Manufacturing Index 60.4 60.9 54.1 1.08

PMI Services Index 59.6 61.0 39.5 0.55

Manufacturing Production % y/y 27.7 -4.5 -1.4 1.24

Index of Services % 3m/3m 3.9 -2.2 4.8 0.43

Monetary Analysis Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Consumer Credit GBP Bn 0.30 0.00 -0.70 0.38

Mortgage Approvals K 81.34 82.63 100.67 -1.10

Lending Sec on Dwellings GBP Bn 17.90 11.50 5.80 2.16

Nationwide House Prices % y/y 10.5 7.1 6.4 0.72

Consumer / Labour Market Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Retail Sales Inc Petrol % y/y 9.7 7.0 3.1 0.59

Consumer Confidence Index -7.0 -15.0 -28.0 1.17

Employment Chge 3m/3m K 25.0 -73.0 -88.0 0.66

Ave Weekly Earnings 3m % y/y 7.3 4.5 3.7 1.93

Markets Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Equity Market (All Share) Index 4091 3984 3642 0.98

10-Year Gilt Yield % 0.52 0.84 0.33 -0.29

Gilt Curve (2s-10s) bps 45.3 76.2 43.3 -0.67

GBP TWI Index 81.94 80.89 79.39 0.86
Note: For quarterly data the 3m ago column will display the previous data point and the 6m ago column will display the data point prior to that. 
Source: MNI, Bloomberg
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Summary of Analyst Views 

• A split vote is expected by 16/17 of the analysts who explicitly stated their voting 

expectations. 4 analysts see 6-2 as their base case, 2 analysts are on the fence between 6-2 

and 7-1 while 9 analysts look for 7-1 and one analyst is on the fence between 7-1 and 8-0. 

• There is also not a clear conviction that the sequencing review will be published as part of 

the August meeting. 5 analysts explicitly look for August, 2 look for November but most note 

that it could be August or November. 

• Five analysts in our survey have moved from looking for a first hike in 2023 to 2022 since the 

June meeting. HSBC changed its view immediately after the June meeting while Deutsche 

Bank, NatWest Markets, RBC and UBS have all changed their view on the first hike in the 

past week and a half.  

• Growth forecasts are largely expected to be left largely unchanged in the medium-term with 

the peak unemployment forecast revised down a little while inflation forecasts at the 2/3-

year horizon are expected to come in around the 2.0% mark (with NatWest Markets 

explicitly looking for above 2.0% in 3-years time). 

 

  

Institution Post-June meeting Pre-August meeting

Berenberg
Don't rule out early end to QE. First hike of 15bp in Aug 22 followed by a further 25bp in 

Nov 22 and two more 25bp hikes in 2023 to bring Bank Rate to 1.00% by end of 2023.

HSBC
15bp hike to 0.25% in May22, 25bp hike to 0.50% in Nov22 and at least one more 25bp 

hike in 2023. Probably start reducing balance sheet in 2023 (but possibly H2-22).

Expect 6-2 vote with Saunders and Ramsden dissent. Look for increase in inf forecasts in 

"near and medium term". Hike in May22, Nov22 and begin tapering reinvestments H2-22.

RBC No Bank Rate hike before the end of 2022.
6-2 vote but don't expect sequencing review until Nov. Look for 15bp hike in May 22 and 

further 25bp hike in Nov 22 due to a "relatively rapid improvement" in the labour market.

Bank of America
The minutes of [the June] BoE policy meeting shifted more hawkish. Remaining weak 

guidance was undermined further.” Continue to look for 15bp hike in May 2022.

Look for 6-2 vote but "wouldn't be surprised" by 7-1. Sequencing review to conclude in 

Nov: 0.25-0.50% Bank Rate before QT. 2/3-year inf fcasts revised to 2.0% from 1.9%.

UBS
Baseline stil l  sees first hike in 2023 with QE completed as planned but risks of late 2022 

hike given better growth outlook and faster reabsorbsion of furloughed workers.

Possible dissent from Saunders. Given better growth outlook and "expectations of less 

scarring" look for 15bp hike in May 22 with further 25bp in Feb 23.

Deutsche
MPC's "upbeat message will  l ikely be amplified in the August MPR...But don't expect any 

large pivot until  at least much later in the year". First hike in Feb 23.

Expect at least one dissenter to curtail QE. Now look for first hike of 15bp in Aug 22, with 

25bp hike in Feb 23 and May 24 with "some modest unwind" of the balance sheet in 

2022.

Morgan Stanley
"Bailey's Mansion House speech in early July may offer more clues on the bank's 

thinking." Expect a "February signal paving the way for an August 2022 15bp hike."

Expect a 7-1 vote with Saunders the sole dissenter. Look for "Bank Rate threshold for QT to 

be reduced to 1%." Feb 22 signal for Aug 22 hike of 15bp.

BNP
Announced QE to be completed, first hike in Aug-22 and balance sheet to "shrink from 

2023 onwards." Aug could be opportunity to update thinking on balance sheet.

Expect 7-1 vote with first hike in Aug-22 with "risks skewed towards earlier tightening". 

Expect confirmation of rate hikes before QT but rates threshold for QT to be removed.

NatWest Markets
"Do not expect a rise in Bank Rate before 2023." with no changes to announced QE (other 

than reinvestments) through 21/22.

Inf fcast 2.15% in 2 years/2.05% in 3 years. First 15bp hike Nov 22 with 25bp in Q1-23. Do 

not expect QT "before Bank Rate has reached at least 0.5% (and probably closer to 1.0%)."

JP Morgan
Rates on hold until  Q4 22 with UnE rising as furlough scheme ends (risk: lower UnE could 

see BOE contemplate earlier hike). 

Base case for 7-1 vote. Inflation back to 2% at 2/3 year horizons. Stil l  look for first hike in 

Q4-22 with UnE rate remaining below 5% a potential trigger for H1-22 hike.

Société Générale
“The key policy guidance passages were repeated verbatim from [May]... They send a 

strong signal that the MPC is in no hurry to commence policy tightening.”

Expect 6-2 vote with Saunders and Ramsden voting to end QE early. Minutes should 

confirm that negative Bank Rate is feasible.

Lloyds
"Tone of the minutes may not be as ‘hawkish’ as some... anticipate… because of the delay 

to the… lockdown easing and uncertainties surrounding the Delta variant.”

At least one and possibly both Saunders and Ramsden to vote to end QE early. Medium-

term inflation forecasts l ittle changed. Could be a shift to "more flexible" framework re 

QT.

ING
Continue to expect a 1Q23 first rate hike "on the assumption inflationary pressures ease 

through the middle of 2022." Balance sheet normalisation a 2023 story "at the earliest".

No wholesale changes to GDP forecasts. "Penciling in" first hike in early 2023 "but could 

envisage... the latter part of 2022 if the recovery begins to prove more vigorous."

TD Securities
BoE will  continue to be fairly cautious through autumn. While not TDS' base case, if the 

data supports, the BoE could turn considerably more hawkish pretty quickly in early-22.

Expect 7-1 vote with 6-2 outcome "plausible". Continue to look for first hike in May 23 but 

"risks are ti lted sooner" and Aug 22 can't be ruled out if inflation ends up more persistent.

Nomura Look for simultaneous tightening via QT and Bank Rate from H1-23.
Expect 7-1 vote. Negative rates incorporated into toolkit and rate threshold dropped. Look 

for 10bp hike in H1-23 with simultaneous QT and further 25bp hike in H2-23.

UniCredit
"Continue to expect the MPC to leave the bank rate and the target stock of [QE] unchanged 

through 2022, but risks are skewed towards action sometime in 2022"

Expect unanimous vote. Do not expect "tighter policy until  2023 with risks skewed towards 

earlier action". Greater emphasis on balance sheet reduction than previously.

Barclays
The "balanced rhetoric is well aligned with our expectation of unchanged interest rates 

through 2022."

Expect Saunders to dissent in 7-1 vote for unch policy. Expect upgrades to short-term 

growth / inflation but medium-term forecasts largely unch.

Rabobank
Expect a "moderation in growth before we’re back at trend" with inflation fall ing from 

early-2022 onwards. Don't expect first hike "this year or next".

Expect 7-1 vote with the MPC not offering "any clues on under what conditions a first hike 

would come." "Remain reluctant to forecast" a hike "this year or next."

Pantheon
Renewed increase in spare capacity in Q4 suggests MPC do "not envisage hiking Bake Rate 

next year." Continue to expect H2-23 first hike.

"It remains l ikely that CPI inflation will  fall  back to the 2% target over the course of 2022, 

enabling the MPC to hold back from raising Bank Rate until  2023."

Citi
1-2 dissenting votes to end QE early. Feb 22 the first l ive meeting but BOE to hold off for 

first 15bp hike in May 23 followed by annual 25bp hikes after with QT starting in 2024.

Goldman Sachs
Continue to expect "the BoE to announce in August that they intend to switch up the 

sequencing of exit" with unwind beginning Q3-23 and first hike Q1-24.

Expect sequencing review in August (but close call  and coule be Nov). Expect balance sheet 

runoff to begin in Q3-23 and first hike in Q1-24. Changes to forecasts small.

Source: Analyst previews and MNI

Summary of Analyst Views (Sorted by Hawkish to Dovish); View changes in bold
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Analysts’ Key Comments (A-Z) (View Changes in 

Headings) 

Bank of America 

• Expect 6-2 vote but note that “the bar for a hawkish BoE surprise seems high.” And BofA 

“wouldn't be surprised to see a 7-1 vote.” 

• BofA “expect the sequencing review to conclude in November, cutting the Bank rate 

threshold for beginning QT to 0.25%-0.5%”… “ or potentially remove the threshold entirely.” 

• Growth forecasts only revised marginally. On inflation forecasts, raise the peak “well above 

3.0%... raise the 2-year and 3-year inflation forecasts much less, to 2% from 1.9% 

previously… the BoE would, we think, implicitly argue the modest rate hikes priced by the 

market… would return inflation to the 2% target sustainably.” 

Barclays 

• “Despite recent hawkish speeches from external member Saunders and DG Ramsden, we 

expect the majority of the committee to vote to keep policy unchanged at the August 

meeting, with only Saunders voting for an earlier end to the current QE programme.” 

• “Expect the Bank to boost its short-term forecasts for growth and inflation relative to the 

May projections, but will likely keep the medium-term outlook little changed…while 

muscling up the inflation narrative by highlighting that the Bank stands ready to address any 

sustained inflation overshoot, aiming at containing inflation expectations” 

• “The Bank will likely present its latest thoughts on the sequencing of monetary tightening, 

aiming at broad principles rather than delivering a set of thresholds and rules that would 

effectively put monetary policy on autopilot” 

• “April and May GDP data should lead to an improvement in the forecast for Q2 relative to 

the May MPR [4.25% projection], disappointing May GDP will likely force the Bank to lower 

its Q2 estimate from the June minutes from 5.5% q/q to 4.5-5.0%” 

• “Expect that the Bank will keep its medium-term forecast little changed, aiming at c.2% 

economic scarring by the end of next year” 

• Expect inflation forecasts “peaking above 3% towards the end of 2021” but “we expect the 

projection for inflation ultimately to moderate towards target in the medium term” 

• “We believe the Bank continues to have a preference for tightening rates first. This likely 

sends the purest policy signal with the most understandable ramifications regarding the 

desired consequences in the face of an economic recovery. As such, even a small hike in 

rates, well explained and backed by evidence of mounting inflationary pressures, is likely to 

have the most desirable effect in guiding expectations and adjusting incentives.” 

• “Once the need and benefits of the tightening are established, the MPC can chose to reduce 

its holding of assets, arguing that this is part of a necessary normalisation of the size of its 

balance sheet… When running down QE… the BoE would certainly favour a predictable path 

of run down, mixing redemption, active selling, and reinvestment to allow for constant flow 

as opposed to relying exclusively on a passive approach… that does not mean the 

redemption calendar is not relevant: the QE rundown could well be initiated passively at 

first.” 
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Berenberg 

• “Although the most likely outcome remains that the BoE will keep its main policies 

unchanged at this week’s monetary policy meeting… we think there is an outside chance 

that policymakers could surprise markets by announcing an early end to net asset 

purchases.” 

• Growth forecasts to be broadly unchanged, inflation forecast revised up near-term but at or 

below 2% target by 2024. 

• “Even if policymakers surprise markets and decide to end asset purchases sooner than 

expected, the bank’s core assessment of future growth prospects and inflation risks is likely 

to remain unchanged.” 

• “We expect the first BoE rate hike to come in August 2022 (15bp), followed by a 25bp hike in 

November 2022 and two more such moves in 2023 to take the bank rate to 0.5% by the end 

of 2022 and 1% by the end of 2023.” 

BNP 

• “With insufficient evidence to conclude that the pick-up in inflation will be persistent, and 

rising Covid-19 cases likely to instil some caution, we think only one MPC member will vote 

for tighter policy now – via scaled-back QE purchases.” 

• “Upside risks to the inflation outlook have risen, making some Committee members more 

nervous about the ‘transitory’ central scenario, we think the majority of the Committee has 

a higher threshold for assessing whether inflation is sustainably on track for 2%” 

• “Continue to expect a hike in August 2022, with risks skewed towards earlier tightening.” 

• “We continue to expect more flexibility, with the sequencing (i.e. rate hikes before QT) left 

unchanged, but the arbitrary threshold for balance sheet reduction removed. We think 

reinvestments will stop at end-2022. While such an announcement is not guaranteed at next 

week’s meeting, we highlight that the previous guidance was linked to where the MPC 

thought the lower bound for rates was.” 

Citi 

• “We expect 1-2 dissenting votes to end QE early as well as hawkish minority arguments 

about rates lift-off timing in the minutes.” 

• “Very likely as well another paragraph in the minutes – as in June – outlining hawkish dissent 

on how long and what data to wait for before making a policy tightening decision. Michael 

Saunders and Dave Ramsden clearly think a shorter wait is necessary.” 

• There is “a good chance the MPC announce a new exit strategy which would bring forward 

balance sheet reduction. However, we see only an outside chance of guidance changes 

towards an earlier lift-off.” 

• "Expect no change in the sequencing... However, we expect the unwinding of asset 

purchases (quantitative tightening, QT) to start after 2-3 rate hikes and thus much earlier 

than under the current guidance with Bank Rate at 1.5%.” 

• “What we do not expect at this meeting are dissenting votes on the interest rates – even the 

now biggest hawk Michael Saunders seemed to want to get QE out of the way first – nor a 

concerted push-back against the curve flattening in the market.” 
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• “Following this meeting, we still think that February will be the first “live” meeting for a first 

rate hike… Given the ever more hawkish reaction function we detect at the MPC (at least 

relative to our expectations), the likelihood of a 2022 rate hike has clearly risen further, but 

we think that is only likely if unemployment does not peak much higher than 5% (at the 

margin we could see a very hawkish MPC hike at 5.5%).” 

• “Our BoE call remains that the first 15bp rate hike will occur in May 2023, followed by 

annual 25bp hikes thereafter. That would mean QT could start in 2024.” 

• “The Bank’s May forecast of 3.8% QQ growth in Q3 is now likely too optimistic and should be 

revised down to 2.6% QQ (Citi 1.9%)… We think the Bank will redistribute growth from Q3 to 

Q4-21 and Q1-22, with few wider ramifications. However, we expect the MPC to conclude 

the near term risks to the central projection remain ‘skewed to the downside’.” 

• “We expect the Bank to now forecast monthly inflation peaking in the 3.5-4.0% YY range in 

Q4, with inflation for Q4 likely around 3.6% year on year. This is 1.0pp higher than forecast 

in May… expect the Bank to still forecast inflation broadly back to target levels by the end of 

2022, within the 18-24 month lag time between monetary policy and realised inflation.” 

Deutsche Bank: First hike in August 2022 

• At this week’s meeting, Deutsche “expect at least one dissenter voting to curtail the current 

QE program” 

• Deutsche Bank changed its BoE view last week. It now expects “the MPC to initiate lift-off 

from the current Policy Rate of 0.1% in August 2022 with a 15bps rate hike (previously: Feb-

23), followed by a 25bps rate hike in Feb-23 and May-24. This would take the Bank Rate to 

0.75% by H1-2024 – likely the peak of the hiking cycle and closer to the UK's lower neutral 

rate. Risks to our view are finely balanced given the current uncertainty around the 

economic outlook.” 

• Deutsche Bank expects the sequencing view to be published alongside or within the August 

MPR and sees three options for sequencing: 1) “A wider QT range, 0.5% to 1.0%” 2) “A 

0.25%+ QT threshold” 3) “Removing any QT threshold altogether”. It sees Options 2 and 3 as 

“slightly more palatable for the MPC coming out of the pandemic” and notes that “when it 

comes time to lift pandemic policy support, we see the MPC looking more at the balance 

sheet rather than rate hikes”. 

• Deutsche Bank says that “depending on the QT strategy subscribed to, we see some modest 

unwind of the Bank's balance sheet starting next year” 

• On growth forecasts: “push up the Bank's 2021 projection to 7.5%... resulting in a slight 

downward revision to their 2022 GDP forecast (5.5% vs 5.75%), while leaving their 2023 

projection unchanged (1.25%)... This would see GDP crossing its pre-pandemic level (i.e. Q4-

2019) a littler earlier than previously expected… relative to the Bank's May projections.” 

• “We see the MPC turning down its unemployment rate projections, with the peak jobless 

rate now expected to inch up to a more marginal 5.25%.” 

• “See the MPC concluding that peak CPI could reach around 3.5% y-o-y, with risks tilted to 

the upside. Further ahead, we don't see much change to the Bank's medium-term 

projections.” 
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Goldman Sachs 

• “Following the initiation of the review back in February, we thought that the August MPC 

meeting would be a likely decision point. However, we have heard relatively little from MPC 

members on this topic in recent weeks. As such, while we maintain our expectation for an 

announcement on Thursday, we now see this as a close call, with November a potential 

alternative announcement date.” 

• On GDP forecasts: “we expect a ¼pp upward revision to growth in 2021 and a small 

downward revision in 2022, leaving the level of GDP unrevised at the end of the forecast 

horizon” 

• “Continue to expect balance sheet runoff to begin in 2023Q3, and the first Bank Rate hike in 

2024Q1. Our projection for liftoff is significantly later than current market pricing, as we 

think the market puts insufficient weight on the scale of slack in the UK economy, and the 

implication of balance sheet runoff for the timing of the first hike.” 

HSBC 

• Expect 6-2 vote with Saunders and Ramsden voting for early end to QE. 

• Look for hikes in May 2022 and November 2022. 

• HSBC expects the BoE “to raise its inflation forecasts both in the near and medium term, and 

essentially endorse a market curve which sees two rate rises in two years” 

• Expect BoE inflation forecast to have CPI peak “at 3.5% towards the end of this year… 

suspect that it might nudge up the whole profile by c0.1ppts, such that CPI inflation ends the 

forecast at 2.0%, not 1.9%” 

• On sequencing, HSBC’s base case sees the BoE “continue to reinvest in full until at least the 

first rise in Bank Rate from 0.10%, at which point a gradual run-off may begin, provided 

market conditions allow. Balance sheet reduction need not mean a sudden cliff edge and the 

bank might announce a tapering in reinvestment, rather than going from all to nothing. We 

see scope for reinvestment to be tapered as soon as H2 2022 (on our forecast), but that 

does not compel the bank to do so in any hurry.” 

ING 

• “We expect the Bank of England to strike a cautiously optimistic note… though crucially 

we’re unlikely to get any fresh hints on the possible timing of future hikes” 

• ING “don’t expect any wholesale changes to the medium-term outlook for growth” 

• “For now, we’re penciling in the first rate hike in early 2023, but could envisage that coming 

forward to the latter part of 2022 if the recovery begins to prove more vigorous” 

• On QT “we’re unlikely to get much more than a signal that the previous 1.5% Bank rate 

threshold will be lowered.” 
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JP Morgan 

• “Our best guess is that the vote on asset purchases will be 7-1, with Saunders dissenting. The 

vote could be closer if Ramsden or others were to join.” 

• On growth forecasts “small net downward revision to FY growth for 2021 from 7.3% to 7.1%, 

but with 2022 growth taken up a little from 5.8% to 5.9%. We expect the BoE will keep 

roughly the same scarring assumption, equivalent to 1.25%.” 

• “We look for the BoE to project inflation falling back to 2% at the 2-3 year horizon, based on 

where market rates were in the three weeks running up to the week prior to the August 

meeting. This would likely see the BoE endorsing a hike during 2H22, broadly consistent with 

our forecast for a 4Q22 rate rise.” 

• “We think an unemployment rate that remains below 5% would be one trigger for a 1H22 

rate hike, but until data for September and October roll in… it will be too early for the BoE to 

judge what is happening and hence too early to pivot much more hawkishly. We expect the 

BoE to revise down its forecast for the peak in the unemployment rate (in 3Q21) from 5.4% 

to 5.2% at the August meeting.” 

• Sequencing review: “When the time for new guidance does come, we think it is more likely 

the BoE announces the start of QT at or shortly after the first hike. This could be a 

particularly useful strategy for the BoE in the context it currently faces, i.e. with a two sided 

set of risks.” 

Lloyds 

• “At least one, and possibly both [Saunders and Ramsden], may vote to curtail the current 

£150bn tranche of asset purchases.” 

• On inflation forecasts: “medium-term projections are likely to be little changed with inflation 

seen easing back down to be at, or close to, the 2% target in 2 and 3 years’ time.” 

• “The MPC may now take the opportunity provided by [the] press conference to give some 

new guidance on the ‘sequencing’ of future changes in policy. If they do so just how much 

detail will be provided remains highly uncertain. However, as Governor Bailey has criticised 

the existing guidance for being too prescriptive, it is feasible that there could be a shift to a 

more flexible framework.” 

Morgan Stanley 

• Expect a 7-1 vote with Saunders the sole dissenter. 

• On growth forecasts: “expect a modest downgrade to 3Q21 projections, but a stronger year-

end, which should leave the MPC's estimate of the point at which the economy returns to 

pre-pandemic levels of activity unchanged, in 4Q21.” 

• “We assume a stronger near-term overshoot forecast, and headline inflation at 2%Y (on 

market interest rate expectations) at the end of the forecast horizon.” 

• “Expect a hawkish signal in February 2022 for a 15bp hike in August.” 

• “Expect the results of the review into sequencing… expect the Bank Rate threshold for QT to 

be reduced to 1%, while surprise scenarios include i) a lower threshold, and ii) a less likely, 

we think, scenario of pursuing QT before hiking rates.” 
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NatWest Markets: Push forward first hike to Nov 22 due to surge in PAYE employment 

• “Forecast a 7-1 vote (Saunders dissenting to curtail QE purchases) with risks of 8-0.” 

• Look for inflation overshoots in year 1 and 2 of the forecast “but the key data development 

has been indications that labour market slack is being eroded much more rapidly than 

previously thought – the 500k+ surge in PAYE employee numbers in May and June, which 

could conceivably push the CPI central projection above the 2% target during Year 3.” 

• On inflation forecasts: “We expect some modest upward revisions to inflation at the policy-

relevant 2- year (+20bp to 2.15%) and 3-year horizons (+10bp to 2.05%), with slightly higher 

market pricing of policy rates vs the May MPR projections ... The inference from the CPI 

projections in Table 2 and current market pricing would be that +15bp to +25bp of Bank 

Rate rises would be signalled in Q2/Q3 2022.” 

• NatWest Markets is revising its “BoE Bank Rate forecast in the light of the dramatic gains in 

the PAYE employee data. We bring forward our forecast for the first hike, +15bp to 0.25%, to 

November 2022 from February 2023. We expect a cautious pace of policy tightening and 

look for a 25bp rise to 0.5% in Q1 2023. We do not expect any reduction in the QE stock 

before Bank Rate has reached at least 0.5% (and probably closer to 1.0%).” 

Nomura 

• Expect 7-1 vote. 

• “The Bank will explicitly incorporate negative rates into its toolkit and say something (vague) 

about low they could go, if needed” 

• “The Bank Rate threshold at which the MPC would be willing to embark on a quantitative 

tightening programme will be dropped, allowing the Bank to tighten policy, when the time 

comes and should it wish, by simultaneously raising rates and reducing its asset holdings” 

• Inflation forecasts to peak around 4% “then a sharper fall in the Bank’s inflation forecast in 

2022 seems likely following which we expect the Bank’s view to be broadly pegged at the 2% 

target” 

• “Do not see much need for the Bank to adjust its forecast profile for GDP from the point at 

which it sees GDP returning to pre-pandemic levels (i.e. the end of this year onwards).” 

• Policy unchanged through 2022 “In early 2023 we see the Bank tightening policy by 

simultaneously raising rates (tentatively at first, by 10bp in H1 and a further 25bp in H2 

2023) and announcing a quantitative tightening programme that will be ongoing in the 

background.” 

Pantheon 

• “It remains likely that CPI inflation will fall back to the 2% target over the course of 2022, 

enabling the MPC to hold back from raising Bank Rate until 2023” 
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Rabobank 

• “We look for an 8-1 majority vote to maintain its year-end target for gilt purchases at £875 

billion” 

• Rabobank “don’t expect the MPC to offer any clues on under what conditions a first hike 

would come” 

• “We remain reluctant to forecast an increase in the Bank of England’s policy rate this year or 

next and why we don’t see any urgency for the MPC to spell out the conditions under which 

it would contemplate a rate hike” 

• “The threshold for quantitative tightening could therefore be lowered to the tune of 0.75%. 

This is a realistic target rate, yet not in immediate sight. The easiest way and most 

predictable way to implement this is to cease the reinvestment of maturing bonds.” 

RBC: Now look for two 2022 hikes due to the relatively rapid improvement in the labour market 

• Expect 6-2 vote. 

• Now see two hikes in 2022: 15bp in May and a further 25bp in November. Previously 

forecast no hikes in 2022. 

• “Most indicators now point to a relatively rapid improvement in the labour market outlook 

which, we think, has made the MPC more confident that the impact of the pandemic on 

employment and unemployment will ultimately be relatively muted… That better-than-

expected outturn would in turn likely prompt the MPC into early action to quell any ‘second 

round’ inflationary effects that would result from rising wage pressures.” 

• “We are not expecting an announcement on the results of the review of the sequencing of 

policy withdrawal announced in February at this meeting. Comments from MPC members 

suggest November is more likely.” 

• Expect “that Bank Rate would remain the marginal tool for policy tightening, rather than 

reverse how stimulus would be withdrawn” 

• “The path of least resistance is possibly that the review could still conclude that Bank Rate 

remains the marginal tool for tightening but is less prescriptive on what level it should reach 

before the stock of asset purchases begins to be reduced.” 

Societe Generale 

• Look for 6-2 vote with Saunders and Ramsden voting to end QE early. 

TD Securities 

• “Expect a 7-1 vote in favour of maintaining the status quo (with Saunders voting to reduce 

the QE package), with a plausible 6-2 outcome should Saunders convince Dave Ramsden to 

join in for a dissent.” 

• “We continue to look for the first rate hike in May 2023, but arguably the risks are tilted 

sooner rather than later: a hike as soon as August 2022 can't be completely ruled out if 

inflation ends up being somewhat more persistent than we expect.” 
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UBS: Look for May 2022 hike due to strong growth and less scarring expectations 

• Possible dissent from Saunders. 

• Expect sequencing review outcome in August or November: “Expect the MPC to confirm that 

Bank Rate remains its preferred marginal tool, although it will likely lower the rate (from 

1.5%) at which the reinvestment of maturing QE Gilts will be reconsidered.” 

• “Given a better growth outlook and expectations of less scarring by even more dovish MPC 

members, we bring forward our rate hike forecast to May 2022. Despite an earlier start, we 

expect the MPC to go slowly with the first hike of 15bps. The second hike (25bps) is likely to 

follow in February 2023” 

UniCredit 

• Expect unanimous vote for no policy changes. 

• “We expect little or no change to the inflation forecast at the policy-relevant two-year 

horizon.” 

• “Expect the conclusions of the report [into sequencing] to put a greater emphasis on balance 

sheet reduction than previously, either by reducing the threshold that rates would have to 

reach before commencing a reduction in its stock of asset purchases, say to 1%, or via a 

change in the sequencing, i.e. reducing the stock of asset purchases before raising the bank 

rate” 

• “We do not expect the central bank to tighten policy until 2023, with the risks skewed 

towards earlier action” 
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Key BoE Comments / Speeches 

Bailey: Mansion House speech 

1 July 

• "But it is also important that we watch the outlook for inflation very carefully, which of 

course we do at all times, particularly for signs of more persistent pressure and for a move 

of medium term inflation expectations to a higher level. And if we see those signs, we are 

prepared to respond with the tools of monetary policy."” 

Cunliffe on CNBC 

14 July 

• Cunliffe has said that we are seeing a surge in demand but how persistent that will be is the 

question. 

• He says we would expect some of these pressures and we expect transitory pressures. You 

have to see today's print in the context of what's happening in the UK and around the world. 

• Asked how long this is transitory, he says its a question of judgment, that's why you need 

central bankers rather than algorithms to set monetary policy. You need to look at 

underlying question: how long will this surge in demand carry on for? Commodity prices 

leads to a one-off increase in prices, but does that lead to a more sustained increase in 

prices? That's what the forecast round is for. Need to think about how you weight the risks 

and how you manage them. In August, will reach judgmenet, forward looking, on whether 

this is temporary or more persistent. 

• Asked about growth forecasts and the reopening, he says that the delayed reopening is 

broadly in line with assumptions. The 7.25% growth forecast is strong, but remember the 

economy shrank 20% in Q2-20. Will be fast growth, but that only brings us back to where we 

were before the crisis. 

• Cunliffe asked on housing: When you have a high level of household debt, the economy is 

more vulnerable to stress. Have seen that in companies with highly indebted companies 

more stressed during Covid. Some of the house price rises are being driven by stamp duty 

policy, some due to accumulated savings, some due to people's changes of preferences for 

different houses. Some evidence of this change in preferences being structural and possibly 

being persistent, but not clear how much yet. FPC does have measures in place to constrain 

fast moving house price markets since 2014. If we are in the position of a housing boom, 

those measures are there to constain this. "It's something we keep a very close eye on." 
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Ramsden: Could end GBP150bln QE round early 

14 July 

• Bank of England Deputy Governor Dave Ramsden said that the conditions "for considering 

tightening could be met somewhat sooner than I had previously expected," with activity 

accelerating and Covid restrictions being removed somewhat earlier than previously 

assumed. 

• Speaking at a Strand Group event at King's College London, Ramsden said that he now put 

more weight on his inflationary than disinflationary scenario but he warned that it should 

not be taken for granted that "the recent strength in demand and inflation will be 

sustained." Ramsden's remarks show a centrist voter on the MPC edging towards earlier 

tightening, with the balance of risks shifting. 

• Ramsden left the door open to ending the current GBP150 billion asset purchase 

programme. The current round of bond buying is set to be completed by around the end of 

the year but Ramsden said that "it is conceivable we would not complete the current 

programme." 

Saunders: Possible to end QE purchases in next 

month or two 

15 July 

• "In my view, if activity and inflation indicators remain in line with recent trends and 

downside risks to growth and inflation do not rise significantly (and these conditions are 

important), then it may become appropriate fairly soon to withdraw some of the current 

monetary stimulus in order to return inflation to the 2% target on a sustained basis. In this 

case, options might include curtailing the current asset purchase program - ending it in the 

next month or two and before the full 150bn has been purchased - and/or further monetary 

policy action next year." 

• “for me, the question of whether to curtail our current asset purchase program early will be 

under consideration at our forthcoming meetings. I am not going to announce now how I 

might vote at that stage. We do not as a matter of course announce monetary policy votes 

in advance. Those decisions will be made at the appropriate time, and there is a lot of data 

and analysis to come before then." 

• Saunders arguments on whether inflation will be transitory: 

o "The effects on YoY CPI inflation from recent and announced swings in energy prices 

are likely to be transitory. Unless energy prices go on rising, these effects will fade 

after a year or so." 

o "In the labour market, some frictions that seem to be hindering the reallocation of 

resources may prove fairly temporary." He points to changes to self-isolation rules 

and the end of the furlough scheme as temporary but notes that there may be a 

more persistent reluctance to change jobs which will stop wage growth picking up. 

o He talks a lot about the demand rotation from services to goods and how 

permanent that is. He points to things like transport (commuting) might not fully 
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recover as people work from home. And spending on ICT equipment may remain 

strong as remote working remains enabled. While health worries, restrictions may 

limit demand for consumer-facing services etc. 

o Goods are more imported while services domestically production, so goods affected 

by global cost pressures. 

o "In addition, domestic cost pressures are likely to build, given the faster closing of 

the output gap and prospective move into excess demand late this year. These 

pressures could be reinforced if the upcoming period of above-target inflation lifts 

inflation expectations. In my view, with the current policy stance (which includes the 

150bn increase in the target stock of purchased assets announced late last year), 

risks are tilted more to persistent above-target inflation over the next 2-3 years." 

• Saunders asked should the Bank or MPC publish estimates of likely impact of specified 

amounts of QT and why has it not published so far? 

o A: Says Bank has in the past published estimates of impact of QE. Starting point 

would be to assume effects of QT are symmetric to effects of QE. 

• Saunders asked on timing of sequencing review. Says thinks it will be before end of year but 

not confirming anything more than that. 

• Saunders asked on impact if BOE tightens before the Fed and any impact on currency. 

o Says that there is no target for the exchange rate. Notes that the BOE isn't doing 

average inflation targeting. And then simply says each country should make a 

decision themselves. 

o Saunders asked if the full QE programme is not completed will that affect the 

credibility of the programme? 

o Says that the Bank has always said the programme is constantly under review and 

the Bank meets 8 times a year to make a decision on whether the target stock is still 

appropriate. He's not saying he would vote to curtail the programme but that it 

would have to be taken into consideration. And that he worries a little bit about the 

effect of on inflation expectations of continuing with the APF if inflation is above 3% 

and the output gap is closed and thinks that is the situation we will find ourselves in 

later this year. 

Haskel: Less Hawkish than the prior week 

19 July 

• Haskel was less hawkish than the three members last week. The key part of the speech was: 

"The anticipation of an improved future might well feed into demand today and so add to 

inflationary pressure. But much of inflation will be high temporarily due to the low base 

from which prices are rising. In addition the economy is fully not recovered yet and faces 

two headwinds over the coming months: the highly transmissible Delta variant and a 

tightening of the fiscal stance. Against this backdrop, risk-management considerations lean 

against a pre-emptive tightening of monetary policy until we can be more sure the economy 

is recovering in a manner consistent with the sustained achievement of the inflation target. 

For now, tight policy is not the right policy" 

• Haskel asked on the interaction between Brexit and Covid-19 
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o A: Found over the Brexit period a lot of firms were waiting for more certainty before 

investing. He says investment probably would have come back as there was more 

certainty, but that was interrupted by the pandemic. Thinks that with the pandemic, 

investment has shifted towards more digital investments. 

• In reference to a question from the MNI policy team if he believed changes to quantitative 

easing, such as natural run-off of maturing gilts, amounted to tightening, Haskel said "Yes, I 

do. We are involved in completing our quantitative easing programme that we announced in 

the height of the pandemic last year. So were we to stop that, in my view, would be a 

tightening." 

Broadbent: Higher inflation unlikely to be persistent 

22 July 

• Broadbent pushed back against the view that higher inflation is likely to be persistent, with 

his remarks tilting the scales away from early tightening by the central bank in August. 

• He noted that much of the rise in imported inflation has been "concentrated 

overwhelmingly in goods prices" and that as the economy reopens and rebalances, with 

services demand increasing, the mismatches that have driven prices higher should fade 

away. He said that he was "not convinced that the current inflation in retail goods prices 

should in and of itself mean higher inflation 18-24 months ahead." 

Vlieghe: Keep Stimulus In Place 

26 July 

• "It will remain appropriate to keep the current monetary stimulus in place for several 

quarters at least, and probably longer," he said, adding that when tightening comes not 

much will need to be done. 

Mann: Doesn’t see inflationary spiral 

19 July (note that Mann does not join the MPC until 1 September so will not vote at the August 

meeting). 

• Incoming Bank of England Monetary Policy Committee member Catherine Mann said 

Monday that what was emerging now was "a major surge" in inflation but that she does not 

expect it to persist." I don't see it becoming a spiral," she said, noting a lack of inflation from 

the global recovery and that labour market tightness was not commensurate with the 

headline growth data. 

• Mann told the Treasury Select Committee that policymakers should be wary of premature 

tightening, resulting in permanent GDP losses. 

• Catherine Mann believes the current economic recovery is more fragile than headline 

activity data suggests but she has doubts about the benefits of negative interest and dislikes 

the idea of tying policy tightening to closing the output gap. Mann's written answers to the 

Treasury Select Committee were mainly theoretical, stressing that she needed to look more 

closely at the economic situation from within the Bank but some themes did emerge. 
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• Mann said "It is difficult to measure potential GDP in the best of times, and in the current 

environment of both COVID and Brexit the situation is particularly challenging ... (and) 

research shows that using the output gap as a guide tends to make policy tighten too soon." 

On negative rates she said that they seem to "raise risk taking, and to reduce the profitability 

and stability of banks, pension funds, and insurers," entailing that they are not worth the 

effort put into implementing them.  
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MNI POLICY TEAM INSIGHTS 

MNI STATE OF PLAY: BOE MPC Aiming At Policy 

Flexibility 

By David Robinson, 4 August 

The Bank of England looks set to publish its policy tightening strategy review Thursday, with the 

Monetary Policy Committee likely to endorse removing the current 1.5% Bank Rate threshold for 

starting quantitative tightening, with policymakers also likely to split in a vote on whether to complete 

the current round of asset purchases. 

The August Monetary Policy Report will highlight the economic recovery since the latest GBP150 

billion of asset purchases -- only scheduled to be completed by the end of this year -- were approved 

last November. The Bank has already sharply lowered its unemployment projections and will raise its 

near-term inflation forecast to show a marked overshoot of the two percent target, raising questions 

over why it is pressing ahead with the additional asset purchases. 

MPC member Michael Saunders has flagged up his support for ending the current QE round and 

Deputy Governor Dave Ramsden also did some kite flying for the idea, but those opposed to 

terminating it early could well have the upper hand. 

Jonathan Haskel explicitly opposed early termination and the Bank's in-house view that it is the target 

stock, not the flow, of asset purchases that matters gives members grounds to argue that an early 

end would amount to tightening rather than just avoiding further expansion. 

If the MPC does decide in favour of completing its asset purchase programme, and with Bank Rate 

inevitably going to be left on hold, the focus will fall on its tightening review. 

UNWIND SCHEDULING 

The Bank has made no formal announcement on the timing of the review's publication but has offered 

plenty of signs that it will not be long delayed. Deputy Governor Ben Broadbent said last month that it 

would come soon and former Chief Economist Andy Haldane said at his end-June appearance at the 

Institute for Government that the MPC was working on it "as we speak." 

The key questions that the review will address are should the MPC stick to the guidance agreed 

under former Governor Mark Carney that quantitative tightening should only start once Bank Rate has 

been hiked to around 1.5% -- already lowered from 2% -- and what assessments have the Bank 

economists made in their work on the likely impact of QT and the technical issues surrounding it? 

The 1.5% threshold for starting QT looks to be outdated. When it was agreed the Bank had not added 

negative rates to its toolkit and these become live in August, allowing more room for easing. Yield 

curves strongly suggest that 1.5% is out of reach, thus blocking the MPC from starting QT. 

COMPROMISE 

From a policymaker's perspective lowering the threshold sharply to say, just 0.25%, would, in practical 

terms, give it similar policy flexibility to doing away with it altogether, as one small hike would be 

enough to allow members to then back QT if they wanted. Lowering it to 1.0% on the other hand 

would risk recreating the problem that on current market pricing Bank Rate will struggle to get there, 

effectively taking QT off the table. 



 

Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB 

Page 18 

A compromise position would be for the MPC to emphasize the need for policy flexibility, as a former 

MPC member said to MNI (MNI INTERVIEW: End QE Early, Drop Guidance - Ex-BOE MPC Miles 

Aug 4). 

It is likely to stress that Bank Rate is the preferred policy tool in terms of precision and potency in 

dealing with inflation, while wanting to leaving policymakers, current and future, with the option to 

launch a QT programme which could be run on what BOE Governor Bailey has described auto-pilot. 

MNI INTERVIEW: End QE Early, Drop Guidance - Ex-

BOE MPC Miles 

By David Robinson, 4 August 

MNI speaks to former BOE MPC member David Miles ahead of August 5 MPC meeting in a 2-part 

interview. 

Exclusive to MNI Policy subscribers here. Contact sales@marketnews.com if you do not have access. 

MNI INTERVIEW: UK House Prices Vulnerable - Ex-

BOE MPC Miles  

By David Robinson, 4 August 

Exclusive to MNI Policy subscribers here. Contact sales@marketnews.com if you do not have access. 

MNI INTERVIEW: BOE Seen Choosing Flexible 

Tightening Strategy 

By David Robinson, 26 July 

The upcoming results of the Bank of England's review of its tightening strategy could see it decide to 

adjust the mix and sequence of rate hikes and reductions in bond purchases depending on whether 

higher inflation threatens to become sustained, a senior researcher at the National Institute of 

Economic and Social Research told MNI. 

While there has been speculation that the Bank could announce it was lowering the threshold for 

Bank Rate, currently at 1.5%, at which it would start unwinding quantitative easing, thus allowing rates 

to be used as the primary tightening tool, NIESR Research Manager Corrado Macchiarelli said there 

was a strong case for policymakers to agree a formulation that emphasises flexibility. 

"If they believe inflationary pressure to be temporary … I guess they would go for an interest rate hike 

with balance sheet reduction to follow," Macchiarelli said, speaking ahead of the publication of the 

review, which could come in the August Monetary Policy Report. "If they suspect inflationary 

pressures will be sustained there will be no question that they will do QT. There is state contingency 

in the interplay between those two measures." 

The question of whether the current inflation overshoot will prove to be fleeting or not was central to 

recent speeches by BOE Monetary Policy Committee members Ben Broadbent, Jonathan Haskel and 

Michael Saunders, with the differences in emphasis and stresses on the uncertainties showing the 

fluidity in the committee's thinking is on the subject at present. 

https://marketnews.com/mni-interview-case-to-end-qe-early-ex-boe-mpc-miles
mailto:sales@marketnews.com
https://marketnews.com/mni-interview2-uk-house-prices-vulnerable-ex-boe-mpc-miles
mailto:sales@marketnews.com
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BANK RATE A SHORT-TERM SIGNAL 
An important component of how quantitative easing has worked, according to academic literature, has 

been through the signalling channel, so QT should have the opposite effect by demonstrating a 

commitment to keep policy tight for a prolonged period. 

"QE is normally a very long-term commitment, a strong commitment, to keep monetary policy loose. 

So if they start QT that means they really are committed to starting tightening in a very decisive 

manner," Macchiarelli said. "This does not exclude the possibility of re-adjusting the size of the 

balance sheet later on, however." 

Raising Bank Rate, which can be re-adjusted rapidly, might only signal an aim to tackle short-term 

pressure, he added. 

The Bank faces pressure toprovide more details of its view of the likely effects of QT, following 

criticism by the House of Lords Economic Affairs Committeeover its failure to publish detailed 

estimates of the effects of later rounds of QE, but Macchiarelli expected it to continue to keep some 

information to itself. In particular, the BOE is unlikely to publish estimated changes in the excess yield 

that investors require to commit to hold a long-term bond, a calculation crucial to estimating the 

effectiveness of central bank bond transactions. 

While the New York and St. Louis Feds produce their own, separate estimates of term premia, the 

BOE does not have the U.S. central bank's decentralised structure, so any similar publication would 

feed market speculation, Macchiarelli said. 

"I understand why the Bank of England may not want to publish those estimates because they convey 

some signalling and some information," he said, adding that they "don't want to put a number on 

something that is by nature very uncertain and model specific." 

MNI INTERVIEW: BOE Using Implausible Fiscal 

Assumptions - IFS 

By David Robinson, 21 July 

The Bank of England is factoring implausibly low government spending plans into its economic 

projections, an economist at leading think-tank the Institute for Fiscal Studies told MNI. 

By convention, to avoid being seen to be passing judgement on fiscal policy, the BOE plugs in the 

latest fiscal projections as given, and it will use numbers from the government's March budget in its 

August forecast round. Some economists have argued that this skews its forecasts, by continually 

underestimating government spending and deficits, and work by IFS suggests the problem is 

occurring again, Ben Zaranko said in an interview. 

The five-year forecast included in Chancellor of the Exchequer Rishi Sunak's budget, which showed 

him coming within a billion pounds of balancing the budget at the end of the period, ignores upwards 

pressures on public spending and assume no extra Covid-related spending from the start of the next 

fiscal year in April, Zaranko said. 

"The fact that the current plans allow for precisely zero pounds of any coronavirus related public 

service spending after next April, given what we know about NHS (National Health Service) waiting 

list backlogs and the need for an ongoing vaccination programme and the need for test-and-trace and 

we know that there is huge clamour for more funding for schools to help catch-up … given all those 

things it seems completely implausible to me that the Treasury can maintain those plans in the form 

that they are," Zaranko said. 
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RECENT DEFICIT IMPROVEMENT MAKES LITTLE DIFFERENCE 
The IFS re-ran the fiscal projections in conjunction with economists at Citigroup. It estimates that that 

the recent improvement in the public finances, with the deficit coming in around 1% less than the most 

recent official forecast, does little if anything to change the bigger picture. 

The recent bounce back in economic activity is "just bringing forward growth rather than any 

additional growth … The quicker short-term recovery is nice to have but the really important thing is to 

what extent can we get back up towards that pre-pandemic growth path, which in itself wasn't 

particularly awe-inspiring," Zaranko said. 

The Citi forecast for the IFS has growth of 10.5% in the 2021-22 fiscal year, but this slides back to 

3.1% in 2022-23 and just 1.9% in 2023-24. BOE Monetary Policy Committee nominee Catherine 

Mann, a former OECD and Citi economist, made the point Monday at her MPC confirmation hearing 

that this profile of a slump back to soft growth in 2023 and 2024 was shared by most major 

forecasters, with the attendant downside risks. 

Zaranko pointed out that it seems to be nearly inevitable thatactual spending will have to be higher 

than currently assumed and that the Autumn Budget and spending review could repeat some of these 

implausible assumptions. 

"Despite all the huge cost pressures that have emerged from the damage from the pandemic, on top 

of the upward pressures on public service spending because of a decade of austerity and an ageing 

population, the fact is that in that context the Chancellor is planning to spend GBP16 or 17 billion less 

per year than he was back in March 2020," he said. 

"Spending plans are often topped up, particularly in areas like the NHS. But this time it feels almost 

like a near certainty (that they will be), the only question is how much?" he said. 

MNI INSIGHT: BOE To Reveal More About QE After 

Critical Report 

By David Robinson, 16 July 

The Bank of England is likely to provide more detail of its assessment of the impact of quantitative 

easing following criticism in a report by the House of Lords Economic Affairs Committee, with its 

upcoming review of its tightening strategy giving it the chance for a full explanation, MNI understands. 

The LEAC report released early on Friday raised concerns about secrecy and political pressures 

surrounding QE and highlighted the BOE's failure to publish more estimates of the effects of the later 

rounds of bond purchases.  

But the Bank has found the impact of QE hard to disentangle and inconsistent through time, with 

Monetary Policy Committee members unable to reach a collective position on the matter, MNI 

understands. The uncertainty surrounding QE is also mirrored in the problem of trying to estimate the 

likely effects of upcoming quantitative tightening, as BOE economists review its strategy for 

withdrawing stimulus, and as MPC members including Michael Saunders and Dave Ramsden begin 

to suggest that the time to act against inflation may be drawing near. 

The results of this review are expected later this year, and the BOE has not announced any firm 

release date. While some more facets of its thinking on QE may appear beforehand, they are not 

likely to provide clues to the review's conclusions, despite the knuckle-rapping received from LEAC. 
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BOE economists have been trying to determine how best to sequence QT with hikes in Bank Rate, 

which some MPC members see as a more potent and precise tool, arguing that bond purchases' 

impact on monetary conditions fluctuates depending on changes in market conditions. 

POLITICAL RISK 
The agreed view at the Bank is that quantitative tightening will be state contingent like QE, and 

influenced by market conditions, but there is a dearth of examples for how it has worked in the past, 

with the BOE itself having no experience. Nonetheless, the Bank may be keen to get on with running 

down holdings running at about 40% of the national debt stock, given the danger, highlighted by both 

the LEAC report and recently-departed former Chief Economist Andy Haldane, of being subjected to 

political pressure once interest rates start rising. 

In its first wave of QE, following the global financial crisis, the Bank provided a ready reckoner that 

GBP1 billion of QE was equivalent to 1 basis point off Bank Rate. But by the second round, in 

response to the sovereign debt crisis, the ready reckoners had gone and they have still to return. 

Bank Governor Andrew Bailey says QE appears to be most effective in illiquid markets, as following 

the Covid shock in March 2020, when it helped hammer yield curves flat. 

But, according to ex-MPC member Kristin Forbes, the Bank was surprised at the effectiveness of its 

third QE package, in response to the EU referendum in 2016, when markets remained liquid 

throughout. Other officials have noted however that separating the effects of QE from other tools also 

deployed in 2016, such as forward guidance, is not straightforward. Markets had also priced in QE by 

then, they note, making its effect even harder to discern. 

The most recent asset purchases, once the Covid shock faded, may be having minimal effect, 

according to independent MPC members including Gertjan Vlieghe, who will leave his post at the end 

of August, although neither Bank economists nor the MPC collectively have signed up to detailed 

public estimates. 

MNI INTERVIEW: Tightening To Test BOE 

Independence - Lord Bridges 

By David Robinson, 16 July 

The withdrawal of monetary stimulus will pose a key test for the independence of the Bank of England 

and it should be as transparent as possible about its strategy and the likely impact of quantitative 

tightening, a member of the Lords Economic Affairs Committee told MNI after it released a report on 

the BOE's bond-buying operations. 

The Bank could find itself in the political firing line if it drives up government debt servicing costs at a 

time of increased public spending, Lord Bridges said in an interview. The BOE could come under 

pressure to reduce remuneration on central bank reserves, said Bridges, also noting the Treasury's 

refusal to release a key legal document setting out the indemnity it is supposed to pay if the BOE runs 

up losses from its asset purchases as rates rise. 

"We have public finances far more susceptible and vulnerable to a rise in rates. We have, secondly, a 

public that has become accustomed to very low rates, very low inflation and all that that entails. We 

have a government that has a political agenda … which will require further expenditure. We have 

other enormous challenges coming down the tracks," Bridges said. 
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"What I am concerned about is how this is going to play out. I think it a key test of Bank of England 

independence, and therefore Bank of England credibility, that if and when it sees the need to tighten 

QE and/or raise rates it can do so in pursuit of its inflation target." 

REFUSAL TO PUBLISH DEED OF INDEMNITY 
While the Bank published estimates of the impact of the early rounds of quantitative easing, starting in 

March 2009, it has not followed up with estimates of the effects of later rounds and LEAC's new report 

argues that it should clearly state its past and present objectives for QE and QT. 

"I think within the exit strategy that would help only if it is just drawing attention to some of the risks of 

action and inaction," Bridges said. "I don't think anyone would expect complete accuracy in any 

forecast or prediction. Pointing to the pitfalls of action and inaction would be, in my view, a welcome 

step." 

LEAC said it had asked Chancellor of the Exchequer Rishi Sunak to publish the Deed of Indemnity 

that sets out the details of the Treasury's underwriting of the Bank if it runs up losses on its asset 

purchase programme, but Sunak refused. 

"The more they persist in saying we are not going to publish it they may be unnecessarily contributing 

to a suspicion that there is something odd within this document. The Chancellor simply said I have 

carefully considered the case for publishing and I do not intend to publish the document. Well, why?" 

Bridges said. 

Similarly, he expressed concerns over the Bank's reserve remuneration regime, with all reserves 

remunerated at Bank Rate, which effectively sets the cost to the public sector of that portion of 

government debt acquired under QE. 

"The pressure could well be on the Bank to stop paying interest to the commercial banks," Bridges 

said. 

"It will be very interesting to see how that one pans out, because you can quite easily see the 

populism around saying 'it is a new tax on banks'. But at the same time what that does for bank 

lending and the ability of banks to power growth at a time when we need it?"MNI 

INTERVIEW: Sustained Wage Gains Threat To UK 

Price Outlook – ONS Chief Economist 

By Laurie Laird, 12 July 

UK prices pressures could mount in coming months, but the economy has yet to flash any 'red lights' 

warning of a prolonged period of above-target inflation, although any sustained increase in wages 

could become problematic, the chief economist at the Office for National Statistics told MNI in an 

interview. 

Inflation could become problematic "if some of these higher prices persist, but we're probably not at 

that point," said Grant Fitzner, who also serves as ONS director of macroeconomic statistics and 

analysis. 

"We're seeing a period of pent-up demand and a shortage of supply, and we don't know how long that 

will last," he said. "On goods, there's a limit to how many sofas and TV's we can buy. We don't know 

as much about services, but there are natural limits to these things. I would expect [consumption] 

patterns to return to normal."  
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"We're not saying that it's all transitory," Fitzner said, "there is some evidence that supply constraints 

could last," making special mention of the global semi-conductor shortage. But public expectations of 

inflation remain subdued. "We're not seeing any significant pick-up in expectations," Fitzner added. 

"We're not seeing any red lights flashing yet." 

WAGE GROWTH 
However, the bigger risk to inflation forecasts comes from the prospect of "a sustained increase in 

wage settlements," said Fitzner. Earnings have skyrocketed in recent months, although largely a 

reflection of compositional effects that saw lower-paid workers more likely to lose employment during 

the pandemic.  

Total regular earnings surged by an annual rate of 5.6% in the three months to April, the biggest 

increase on record and the BOE expects 12-month regular pay growth to rise to nearly 8% in Q2. 

But "the underlying pace of wage growth is" approximately 3%, according to Fitzner, a level he 

considers to be "not inflationary." Wage growth could become problematic "if you start to see high 

settlements, but we're not seeing that at the moment," he added.  

Driven largely by energy costs recovering from pandemic-era lows, consumer prices rose 2.1% y/y in 

May, topping the Bank of England's 2.0% target for the first time in 21 months., while core inflation hit 

2.0% in May, the highest level since August 2018. "But history suggests that" rapid acceleration of 

price pressures "in most cases tends to wash out," said Fitzner. 

The BOE sees the CPI rise above target as temporary, returning to around 2% over the medium term. 

However former Bank Chief Economist Andy Haldane, who stepped down last month, has warned 

against complacency in the face of rising inflation. Accepting the pick-up in inflation has been 

"sharper" than expected by both the BOE and private forecasters, Fitzner said the pick-up from a 

sustained period of below-target inflation "is a nice problem to have. Inflation is a natural side effect of 

a buoyant economy." 

FACTORY GATE PRICES 
The ONS remains fairly relaxed about the recent surge in pipeline pressures. Input PPI surged by 

10.7% in the year to May, while output PPI rose by 4.6%, the fastest pace since January of 2012.  

"Input prices are back to very high levels, but we haven't seen it flow through," said Fitzner, noting 

that surging intermediate prices following the 2016 Brexit vote "mostly didn't flow through. Retailers 

can be reluctant to pass through margin compression." 

In early 2017, input prices rose at a rate of nearly 20% y/y, while output PPI rose to 3.7% y/y. CPI hit 

or topped 3% over the four months ending in January 2018, before falling below 2% by early 2019. 

Economists are detecting some signs of supply bottlenecks that could persist after the base effects 

from last year's plunge in crude oil prices drop out of annual comparisons. Fitzner is less concerned, 

saying "most supply shocks tend to be short-lived." 
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