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BoE Preview: August 2020 
Statement/Minutes/Monetary Policy Report/Financial Stability 

Report release: 7:00BST, Thursday 6 August 2020 

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

policy-summary-and-minutes/2020/august-2020 

Expected link MPR: https://www.bankofengland.co.uk/-

/media/boe/files/monetary-policy-report/2020/may/monetary-policy-

report-may-2020.pdf 

Expected link FSR: https://www.bankofengland.co.uk/-

/media/boe/files/financial-stability-report/2020/may-2020.pdf 

Embargoed press conference comments to be released at 10:00BST. 

MNI View: Setting Scenarios for the Months Ahead 

After extending QE by GBP100bln in June, immediate changes to policy are unlikely at this meeting but the tone for 

the next three months at least is likely to be set at this meeting. There will be three main areas of discussion as the 

decision and MPR is initially released. First, how have the banks views on the economic outlook changed and has 

the MPC been able to come to enough agreement to publish a full projection with fan charts? We think multiple 

scenarios are more likely. Second, is there any update on the review of the effective lower bound (ELB) and 

negative rates? We think the review will be released later in the year and think that the Bank will not rule out the 

use of negative rates but could say that negative rates are not an active policy instrument until the completion of 

the review. Third, what will happen to the pace of QE? We expect the pace to fall to around GBP800mln per 

operation (GBP4.8bln per week, down from GBP6.9bln). The final consideration will not come until the embargoed 

press Q&As which are due for release at 10:00BST. This concerns the sequencing of how the Bank will eventually 

remove stimulus – does the MPC plan to raise interest rates first or reduce the size of its balance sheet? 

Recent data has been mixed with May GDP only 1.8% M/M but retail sales ex-fuel in June picking up 13.5% M/M. 

This made retail sales positive on a year-on-year basis, rising 1.7%. Some of this may be a rebound due to pent up 

demand through the lockdown period as shops reopen and the details are more mixed when looking at the detail. 

However, it does seem that there has been a decent rebound in activity in June and July and there is a unanimous 

view that the initial fall in GDP was shallower than the BOE’s May scenario. 

The question is whether this recovery continues or becomes derailed. At first glance there appear to be divergent 

views between Chief Economist Haldane and external MPC members Tenreyro and Haskel. Chief Economist 

Haldane’s speech of 30 June sounded very hawkish at the time. However, when asked further questions from the 

Treasury Select Committee he stated “the “V” is a description of the past and not a prediction for the future.“ 

Indeed, we think that there is a risk that some analysts and market participants may be overestimating how positive 

Haldane’s view is (although his dissent in June showed that he clearly has a higher bar to further QE than other 

members of the MPC). 

Tenreyro has spoken of an interrupted V recovery or swoosh shape (Nike tick) recovery. Both Tenreyro and Haskel 

have spoken of the problems that both enforced and voluntary actions from concerns about the virus have on 

slowing the recovery. And they have also highlighted concerns about the outlook for the labour market. The MNI 

Markets team agrees that the labour market is the key going forward. In our analysis piece, published yesterday, 

we argued that the unemployment rate is no longer useful and that aggregate hours worked will be the least 
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distorted single series to watch in the coming months as the furlough scheme winds down (for more on these see 

the speech summary section beginning page 9). Indeed, we note that incentives of the Job Retention Bonus 

scheme are for employers to keep on more workers on reduced hours rather than fewer workers on full hours. The 

BOE’s view on the labour market outlook will be very telling about their view for the wider economic recovery. See 

our full analysis article here for more. 

 

In May, there was so much uncertainty that the Bank did not run a full forecast with its usual fan charts. Instead it 

laid out what it called a “plausible illustrative economic scenario”. As discussed above, this scenario saw a deeper 

initial fall in output than the outturn data has suggested before a fairly smooth rebound in what could largely be 

described as a V-shaped recovery (albeit with the fall in output faster than the recovery). 

There is therefore a decision to be made as to whether the MPR will switch to its usual central forecast with fan 

charts, a single scenario like in May or multiple scenarios. Note that although the Bank staff prepare the drafts of 

the forecasts, the whole of the MPC need to sign off on them and so if there is a big divergence in views between 

for example Haldane and Tenreyro/Haskel, it may be impossible to find a compromise that all would be happy with. 

It seems inconceivable that the Chief Economist would openly distance himself from the forecasts as soon as they 

are published and therefore the probability of one or more scenarios rather than a central forecast is fairly high. 

Indeed, our policy team have been highlighting that multiple scenarios are possible since July 24 see page 17 or 

see the full article here. 

Multiple scenarios certainly seems more likely than one scenario for two reasons. First, it allows different MPC 

members to draw attention and assign different importance to different scenarios thus getting over the potential 

problems of members disagreeing over a central forecast with fan charts (this can all be done without assigning 

explicit probabilities to each scenario). Second, what is seen as the central scenario now could conceivably change 

over the coming months if there was a second wave, increased localised lockdowns or further slowing of the 

reversal of lockdown. If the MPC had given more guidance as to how it would act in different scenarios it would 

help to guide expectations as we get more certainty over the course of the recovery in the coming months. 

However there are some communication issues with different scenarios. Without a media embargo it will be harder 

for the Bank to escape headlines such as “MPC sees unemployment rising to X% if there was a second wave”. 

How bad would the downside scenario be? And would the Bank want to be seen to be giving any guidance outside 

of its base case? It’s not something that has been done in detail in the past. One way of getting around there as our 

policy team have pointed out is to put the “dark scenario” into the Financial Stability Report see page 16 or see the 

full article here. 
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The Effective Lower Bound 

Some sell side analysts have commented that the Bank may use August as a time to release its review of the 

effective lower bound (ELB). We think that this is very unlikely given that Chief Economist Haldane stated on June 

30 that the review would not be complete until “well into the second half of the year”. The Bank may state that 

negative rates are still under review but they are unlikely to become an active policy tool until the review is 

complete, so there is unlikely to be too much for markets to get excited about. In our view it makes little sense to 

rule out negative rates in the future as this may cause yields to rise which would make the Bank’s policy less 

accommodative. 

What will happen to the pace of QE? 

We expect the MPC to reiterate that it expects QE purchases to be completed “around the turn of the year”. This 

leaves the decision in the hands of the markets team as to how quickly the pace of QE will fall. We expect the Bank 

to drop the pace of QE to around GBP800 per operation, down from the current GBP1,151mln. This would equate 

to GBP4.8bln per week of purchases, down from the current GBP6.9bln. By leaving the wording “around the turn of 

the year” unchanged, the Bank Markets team have the flexibility to change the pace of purchases if markets 

become stressed. 

What is the Tightening Sequence? 

Note that in an op ed piece for Bloomberg, Governor Bailey stated that he thought that the size of the Bank’s 

balance sheet should be reduced before rates are increased. Haldane said on 30 June that the MPC had yet to 

discuss this view. Under former Governor Carney, the MPC line had been that it would not start to unwind QE until 

rates reached 1.50%. There are certain to be questions on this in the press conference. 
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Summary of Analyst Views 

• Most analysts are focused on the forecasts at this meeting and for those that have stated a view on full 

forecasts/scenarios there is a slim majority who think full forecasts will be back. 

• In terms of the central forecast, most analysts were quick vague over what the Bank would do other than 

the trough will be revised higher and most expect the pace of the rebound to be slowed further. 

• Most do not expect the review of the effective lower bound (ELB) to be announced at this meeting, 

although Deutsche Bank note that they expect this to come either this month or in September. Most other 

analysts expect the review alongside the November MPR and for the Bank to leave the door open to 

negative rates without being too explicit. 

• No analysts are expecting shocks to the QE pace with a slowing to the pace of purchases to around GBP4-

5bln weekly purchases expected to be confirmed (from GBP6.9bln per week currently). 

• Of those who comment on the vote breakdown, all expect a unanimous decision with the exception of 

Barclays who state “a split in votes is very likely” but sees “November as a more relevant time for decision-

taking. 

• In terms of view changes in the weeks since the post-June meeting review round, analyst views have 

largely remained unchanged about future policy. A number have tweaked their expectations including 

specifying November for more action rather than merely “by year end”. 
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Analysts’ Key Comments (A-Z) 

Bank of America 

• “Aside from an already implied cut to the QE purchase pace, we expect no policy changes at next week's 

BoE policy meeting.” 

• On the ELB review: “It could be a significant event if the BoE updates on its review of negative interest 

rates. But we do not expect that review to conclude this month” 

• On QE pace: “To stretch the remaining purchases out to year end the BoE will need to cut the purchase 

pace to £4.2bn a week from this point. We expect the BoE to go ahead with that cut rather than authorise 

more QE or bring forward the completion of the current QE tranche. There is little evidence from the gilt 

market, in our view, that would dissuade the BoE from cutting the purchase pace further.” 

• “In November, we expect the BoE to cut the lower bound negative, cut Bank Rate to 0, cut the TFS rate 

below Bank Rate and authorize another £100bn QE.” 

Barclays 

• Barclays notes that “a split in votes is very likely” but sees “November as a more relevant time for decision-

taking as data by then will likely support one camp or the other.” At this meeting Barclays sees Haskel and 

Tenreyro “advocating the case for caution” with Haldane more optimistic. 

• Barclays expects the MPC to “generally underwhelm”. However, it sees “some scope for a discussion 

regarding the feasibility of negative rates, the impact of Brexit negotiations (evidently no longer in line with 

an ambitious and deep relationship), an assessment of measures deployed so far (both monetary and 

fiscal) and the future sequencing of possible easing measures (rather than a discussion on balance sheet 

unwind).” 

• On effective lower bound: Note that August is the month where the BOE reviews its equilibrium interest 

rate estimate and hence there is scope for the ELB review to be published alongside. However, Barclays 

thinks that “chances are for the August MPR to disappoint in providing clarity regarding the Effective Lower 

Bound (ELB) and the possibility of sub-zero rates”. 

• On QE: “August was flagged as a natural milestone in the reassessment of that view (currently £1.15bn per 

operation). That could come either explicitly in the MPC discussion, in a box in the MPR or subsequently in 

a market notice.” 

Berenberg 

• Berenberg look for the near-term forecasts to be revised higher. However, “against the rising risk of a 

second virus wave and the potential for disruptions in the autumn and winter linked to local measures to 

control the pandemic, the BoE will probably err on the cautious side and bring down its medium-term 

outlook significantly. It would indeed be a bold call for the BoE to stick to its V-shaped forecast.” 

• Berenberg sees “a better-than-even chance” of a further GBP100bln QE “by the November meeting” with 

the purchases taking place during 2021” 
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Citi 

• Expect a unanimous vote to maintain current policy. 

• “At this meeting, the MPC needs to perform a dovish tilt which at least confirms market expectations…but 

it’s far too early to go all in… Instead we think there is also enough two-way risk for the MPC convey a 

message of confidence and having done enough, while also expressing caution and readiness to go 

further.” 

• On negative rates: “A signal that rates could fall further is possible, in our view. A weak signal would be 

saying nothing… A dovish step up would be an explicit warning that Bank Rate could be cut – potentially 

“temporarily … we still think it is possible that the MPC will cut the rate on the TFSME first, even into 

negative territory” 

• On QE pace: “We do not expect any changes or additional information other than the technical 

announcement about the distribution of purchases for the rest of the year, most likely a uniform 

distribution.” 

• Expect the “MPC could shift to a more dovish tone in September”. In November expects GBP50bln QE and 

rates cut to zero. “If a large output gap persists next year and keeps inflation forecasts below target, as we 

think is likely, and if financial turmoil is avoided”, then Citi expects Bank Rate cut to -0.10% by June 2021 

alongside further QE. 

Deutsche Bank 

• Deutsche Bank thinks “a decision on the ELB is near, and we should likely hear the outcome either at the 

August or September MPC meetings. When the decision comes, our view is the MPC will buy itself more 

policy space and lower the ELB marginally into negative territory.” 

• “The better near-term outlook will be offset by a weaker medium-term picture, however. We think it's likely 

that the MPC relays a more concerned view on the economic outlook as fiscal support unwinds and Brexit 

headwinds pick up later this year.” 

• “Official Bank forecasts aren't guaranteed, however…we think it's also possible that the MPC produces a 

number of scenarios, highlighting different paths the economy can take over the coming months and 

years…it gives the MPC significantly more flexibility when it comes to policy.” 

• Deutsche Bank now sees “additional QE as our central case in December (GBP 60bn).” 

• But “risks to the economic outlook [are] tilted firmly to the downside”. “A stronger rise in unemployment 

(>10%) and persistent deflation in Q4. This we think would give the MPC enough ammunition to act more 

aggressively.” “In such a scenario we see the MPC cutting the policy rate to zero and reducing the TFSME 

fee into negative territory by year end.” 

Goldman Sachs 

• GS expects the ELB review to be published alongside the MPR but “acknowledge the distinct possibility 

that the Committee holds off until later this year.” GS expects the ELB will now be lower but think that the 

“shift will be couched in qualitative terms (“now moderately negative,” for example) rather than with more 

quantitative precision (“now -0.50%”).” 

• In spite of this GS states that it does “not expect any urgency in the MPC’s intention to actually cut into 

negative territory.” 

• On QE pace, GS “expect the MPC to announce a £5bn per-week gilt purchase pace for the six-week 

period from 6 August to 17 September (Exhibit 3). Maintaining that £5bn pace through Q4 would take the 

BoE’s stock of purchased assets to £745bn just before the December meeting.” However, GS also notes 

that it “would not interpret a more aggressive taper as incompatible with more QE later this year.” 

• “Over the next six months, the MPC is likely to place more weight on incoming news from the labour 

market than incoming news on the level of output…Our base case remains that the MPC will announce an 

extra £100bn of QE in November.” 
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Heteronomics 

• Expects “the BoE to provide a new forecast, with an increased inflation outlook relative to the illustrative 

projection and enough excess capacity to make it tolerable.” 

• Sees a second wave more likely than an imminent vaccine so sees “dovish risks” to “monetary policy 

forecasts, despite expecting another extension to be announced in November (to £800bn). Some of that risk 

could crystallise through a policy rate cut” although notes rate cuts are less effective with rates already so low. 

Investec 

• Investec expects a unanimous decision to leave policy unchanged. 

• Expect gilt purchase pace to fall to around GBP4bln per week. 

• Investec think that “the MPC’s assessment of the current indicators will probably be one of guarded 

optimism, but tempered strongly by the risks facing the economy further ahead. We think there is a strong 

chance that the committee sanctions a further £75bn-£100bn of QE in November.” 

• On ELB: Investec says that its “guess is that the internal review at the BoE has yet to be concluded and 

there will be few firm steers. But it is possible that some hints emerge about its feasibility or otherwise.” 

JP Morgan 

• JP Morgan does “not see additional easing until the contours of the recovery become clearer or a renewed 

shock hits." 

• On forecasts: JP Morgan notes that “it is unclear whether the Bank will produce a full economic forecast as 

opposed to a simpler “scenario” analysis as in May. Either way we would expect the BoE to indicate 

changes to the growth outlook.” 

• “It is likely to project a later peak in the unemployment rate which leaves inflation undershooting the target 

into 2021. That would highlight an easing bias.” 

• On the ELB: “We may get some hints on the BoE’s thinking over negative rates” However, JP Morgan 

states “Our best guess is that the BoE will this year eventually conclude it has more space to lower rates. 

But we think the Bank will want to tread carefully, and will be reluctant to start experimenting with negative 

rates at a time of significant volatility or uncertainty. We would expect it to signal that it sees scope to cut 

rates to zero as a potential next step if the circumstances arise. But we would expect it to supplement that 

more limited move with a broader package of measures that includes further use of credit easing.” 

Lloyds 

• Lloyds look for a unanimous vote for unchanged policy but note that the BOE’s “framing of the outlook to 

point to likelihood of further easing ahead.” 

• “The overall message from the MPC [will be] consistent with the possibility of further policy easing being 

announced in the coming months, with a clear expression that asset purchases will be the preferred policy 

tool.” 

• On QE pace Lloyds note that “the BoE will provide some additional information on the rate of asset 

purchases following the August policy meeting, however, it is highly likely that the MPC will maintain some 

degree of flexibility to further alter the rate depending on economic and market conditions.” In addition 

Lloyds point out that a pace of GBP4.5bln would be consistent with purchases continuing through to 

December. 

• Lloyds thinks that “the MPC are likely to remain content with their previous comments that negative interest 

rates are not part of the ‘active policy discussion’. Therefore, while it is possible that the BoE may suggest 

that taking Bank Rate into negative territory is more feasible now than was previously … we expect the 

MPC to do little to suggest that such a move would form part of any near-term policy response” 
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Morgan Stanley 

• MS expects a 9-0 vote for unchanged policy and the focus to be on negative rate guidance. MS expect the 

BOE to stress “that rate cuts are part of its tool kit and that the review into negative rates will be completed 

by November, a clear sign of further action then.” 

• Overall, MS look for the doves to “prevail” over hawks who see a V shaped recovery and are concerned 

about the balance sheet. MS look for “expect a dovish message paving the way for November action” 

• MS sees “a chance of reverting to conditional guidance” and notes that “the guidance could be that should 

unemployment spike beyond a certain threshold (e.g. 7%) in the coming months the MPC will take further 

action.” 

• On forecasts: “in place of just one provisional scenario, we assume we will get the GDP and inflation fan 

charts, and quarterly profiles.” 

• MS continues to expect a further GBP100bln of QE, a 10bp rate cut to 0% and negative funding available 

on the TFSME. “Both the rate cut and more QE, we think, will come in November.” 

Nomura 

• Expect unanimous vote for unchanged policy. 

• “Words, rather than actions, are therefore likely to be the main focus of this meeting. In particular, look out 

for any thoughts on negative interest rates (we don’t think the MPC will go there, but do expect at some 

point a brief pros/cons-style analysis by Bank staff) and on the Governor’s thoughts (if prompted by a 

question at the press conference) on the debate about whether QE will be eventually scaled back before 

interest rates are raised.” 

• On ELB: Nomura notes there are a number of ways the BOE could present views “from a simple and short 

MPC discussion in the minutes (based on longer unpublished analysis by Bank staff), an “In Focus” topic in 

the Monetary Policy Report (MPR), or the publication of a more in-depth Bank staff paper. We suspect the 

MPR route may be the most palatable, and because it would be written by Bank staff we doubt it will 

contain any hard conclusions, but rather be a “pros/cons” style of discussion – leaving it, rightly, to the 

MPC to decide. If that’s the Bank’s plan, then whether it appears in the August or November MPR is 

debatable.” Nomura do not expect the Bank to cut interest rates through its forecast horizon. 

Rabobank 

• “We call for another GBP 100bn increase of the APF, setting our sights at the November meeting” 

• “We think that it is a matter of when rather than if the MPC announces new measures….[the APF ceiling] is 

an issue that needs to be addressed when the MPC meets in November and discusses its new Monetary 

Policy Report. By that time, there should be more clarity on the government’s fiscal position as well…We 

expect that asset purchases will remain the Bank’s policy instrument of choice, and think that another GBP 

100bn rise in the APF’s ceiling is likely.” 

• On negative rates: “Negative interest rates are still under “active review”…If the MPC really wants to try to 

get credit creation going again, a tweak to the TFSME, akin to what the ECB has done with its June 

TLTRO-III, would be a more ‘surgical’ approach… a bit more clarity on [negative rates] would be welcome 

at this juncture.” 

RBC 

• Expect the MPC to unanimously leave policy unchanged. 

• RBC expects “the MPR will continue to emphasise the risks to the outlook and potential permanent 

damage that the crisis may impose on the labour market, which should leave the MPC unchanged in its 

messaging that it “stands ready to take further action as necessary to support the economy.”” 
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Societe Generale 

• With recent data better than the Bank had expected in May but as the furlough scheme rolls off there is 

growing “strong evidence of the massive increase in unemployment that, unfortunately, we expect, is 

unlikely to manifest itself until well into 4Q”. SocGen expects the MPC is “likely to sit pat…and delay that 

discussion until the next MPR meeting in November” with a unanimous vote for no change in policy. 

• On forecast presentation: “It is possible, but by no means certain, that the Bank might even follow many 

other central banks) and the OBR’s lead with a set of scenarios.” 

• On the ELB review: “There may be some reference to the continuing review of negative interest rate policy. 

That is likely to be completed by the November meeting.” 

TD Securities 

• TD Securities “think the focus of the August meeting will be on the BoE's macro forecasts…the wildcard is 

the more hawkish outlook of the chief economist, and how much sway he ultimately has over the forecasts 

in the MPR.” TD’s “base case is for the forecasts to come in closer to those of institutions like NIESR and 

the OBR, leaving the door open to further QE in the autumn.” 

• TD Securities note that Haldane has been “talking about a V-shaped recovery as recently as last week” 

while “most of the MPC are more likely to be look at something closer to a U or L”. With Haldane heading 

up the internal Bank team that produce the initial set of forecasts, TD sees “a substantial risk (we think 

~30%) of a hawkish surprise”. However, TD also notes that “if the MPC just cannot come to an agreement 

over the forecasts…we could see another MPR where the BoE repeats the "illustrative scenario" route 

rather than publishing full forecasts.” 

• QE pace: “This should also include the reinvestments for £6.1 bn (nominal) holdings of the UKT Sep 

20…From a supply side, the DMO issuance in the coming months should be close to £35bn per month. We 

expect the BoE to at least continue to buy half of the incoming supply.” 

UBS 

• UBS expects the MPC “to re-iterate its intention to reach the stock of £745bn in asset purchases by "the 

turn of the year" but maintain flexibility in adjusting the pace and size if necessary. The focus at this 

meeting is likely to be on the update of the MPC's outlook” 

• On forecasts. “it is possible that the updated MPC projections could foresee a somewhat slower recovery in 

H2 2020 and possibly 2021 compared to the May forecast. While a significant recovery in oil prices (up 

48% from the May meeting) could push up the MPC's CPI projections of 0.6% in 2020 and 0.5% in 2021, a 

combination of the temporary VAT rate cut for the hospitality sector and a more cautious outlook on growth 

are likely to keep the inflation forecast firmly below the 2% target until the end of 2021.” 

• UBS expects “the MPC to remain in a wait and see mode over the coming weeks. However, depending on 

the labour market transition following the end of the job retention scheme in October, we think the MPC 

might consider adding more stimulus in the shape of more favourable TFSME programme terms, or 

increasing the pace/size of the asset purchases.” 

• On negative rate, UBS says that “doubts that the MPC would choose to cut Bank Rate into negative 

territory before adopting other unconventional policies.” 

UniCredit 

• UniCredit expects a unanimous vote for unchanged policy. 

• “Given the huge uncertainty surrounding the economic outlook beyond the very near term, the MPC is 

unlikely to make big changes to its medium term growth forecasts, while emphasizing the downside risks, 

particularly those stemming from the labor market.” 

• “In our view, the MPC is unlikely to take the bank rate negative (there is a better way to achieve the same 

benefits via a reduction in the rate on the Term Funding Scheme, without the potential cost on credit 

supply). Therefore, we think the MPC will favor additional asset purchases (along with forward guidance) if 

there is a need to provide further accommodation, possibly later this year after the Jobs Retention Scheme 

expires.”  
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Summaries of Key MPC Speeches 

Haldane: V is a description of the past (20 July) 

https://committees.parliament.uk/oralevidence/755/pdf/ 

Haldane was asked by the Chair of the TSC whether he still held the view that the recovery was “so far, so V”. He 

said that was still his view and then added “To be absolutely clear, “so far” was a description of what has 

happened. The “V” is a description of the past and not a prediction for the future. I was very careful about that in the 

speech. It is clear from the data that we have seen—not just the conventional, official data but from some of the 

newer, faster indicators—that the UK economy hit its floor around the middle of April. It started picking up from the 

middle of April, initially slowly during April and May, and more rapidly during June and July. We are already three 

months into a recovery in activity in the economy; I will come back to jobs. I would say that, over the last 10 weeks 

or so, the economy has probably been growing on average by around 1% per week, which, if true—we will see in 

the fullness of time, when the official data comes out—would mean that roughly half of the roughly 25% fall in 

activity during March and April has been clawed back over the period since.” 

Later he added “That, of course, does not tell us about where we might go next” before focusing on the 

developments in the economy in the second quarter and how they were better than the May MPR illustrative 

scenario. For example redundancies are not as bad as the scenario had anticipated and HMRC real time 

employment data has fallen less than expected. He noted that “By no means are we out of the woods on activity or 

jobs, but it is materially better than we would have expected two or three months ago.” 

Regarding his vote against a QE extension, Haldane said that it “was not because I thought it was infeasible to do; 

it is just that I did not think it was necessarily needed, given the very significant degree of monetary stimulus, and 

indeed fiscal stimulus, that is already in the system, given the state of the economy. “ 

On further stimulus he is clear that despite less room to manoeuvre, the Bank still has plenty of policy options that 

can be used if needed: “There plainly is less room for monetary manoeuvre as a result of this crisis, be that interest 

rates, further QE, or indeed further purchases of private sector assets, for example corporate bonds. Less room for 

manoeuvre is not no monetary manoeuvre at all. We could do more QE; that remains open as an option. We could 

purchase more private sector assets; that remains open as an option. As you know, we have said publicly that we 

are reviewing the case for lowering interest rates further, below their current level of 0.1%, including prospectively 

into negative territory. Those are all options that are actively under review.” 

Haldane: So Far So V (30 June) 

https://www.bankofengland.co.uk/speech/2020/andy-haldane-the-second-quarter-webinar 

The following is from David Robinson in the MNI Policy Team. 

"My reading of the evidence is 'so far, so V'," Haldane said, adding that the UK was now out of the first phase 

of dealing with the initial crisis shock and financial market turbulence, and into the second phase, of recovery. 

"The UK recovery is more than two months old, while the global economy is perhaps three months into its 

recovery," Haldane said. 

"What those fast indicators point towards is recovery in both the UK and globally having come somewhat 

sooner and having been materially faster than in the MPC's May MPR scenario [and] sooner than any other 

mainstream macro-forecast." 

https://committees.parliament.uk/oralevidence/755/pdf/
https://www.bankofengland.co.uk/speech/2020/andy-haldane-the-second-quarter-webinar
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But perhaps half of the UK workforce is unemployed or under-employed, Haldane said, pointing to what he 

described as a key downside risk to sustainable recovery. 

Over nine million jobs have been furloughed, with staff staying on payrolls but not working, while benefit 

'claimant count' unemployment has risen by over 1.5 million since the start of 2020, 2.5 million self-employed 

workers are on income support and as many as eight million workers are working fewer hours. 

This risked creating a downward spiral, in line with John Maynard Keynes 'paradox of thrift', with business and 

private consumption hit by pessimism as a result of joblessness, resulting in higher joblessness, said 

Haldane, although he added that further policy action might not be needed unless downside scenarios 

materialise. 

In the question-and-answer session, Haldane was asked about Governor Andrew Bailey's view that asset 

purchases could eventually be unwound before the policy rate was raised. This was the governor's personal 

view, he said, 

"I absolutely sympathize with his view that the rise in the Bank's balance sheet should not be indefinite. There 

should not be a one-way ratchet (but) .. Truth be told we are some way away, I think, from contemplating any 

tightening of policy any time soon and in that sense the point is rather moot and it also the case that the MPC, 

partly for that reason, hasn't discussed it yet," Haldane said. 

Haldane also said that the MPC has yet to discuss whether it would sell gilts before raising Bank Rate significantly 

in response to a question highlighting Governor Bailey’s view. 

Haskel: Concerned About Getting Stuck (23 July) 

https://www.bankofengland.co.uk/speech/2020/jonathan-haskel-webinar-imperial-future-matters-from-

lockdown-to-recovery 

• “I am concerned about the economy “getting stuck” and recovering only slowly and undershooting the 

inflation target.”  

• “As for the recovery, I would put weight on the logic that suggests that as a behavioural response to the 

supply shock, cautious consumers, worried about unemployment and health risks, will hold back the 

economy. In addition to that, the heterogeneous response means each individual’s economic fortunes 

depend strongly on the general behaviour of other consumers in the economy in a way that, without policy, 

may not be self-correcting.” 

• “The economy will crucially depend on the provision and understanding of high quality local information on 

infection by the health and statistical authorities. Second, the social returns to developing a cheap, fast and 

non-invasive test will be enormous. 16,17 This multiple set of interactions will be key to determining the 

path of the recovery” 

Haskel: Risks are to the Downside (1 July) 

www.bankofengland.co.uk/-/media/boe/files/speech/2020/remarks-by-jonathan-haskel-on-covid-19-and-

monetary-policy.pdf 

• "I believe the current stance of monetary policy is appropriate but, on balance, risks are to the downside." 

• Says that he "readily joined the majority of colleagues on the MPC in voting for more QE to avoid a 

tightening of financial conditions which could have jeopardised hitting our inflation target." 

https://www.bankofengland.co.uk/speech/2020/jonathan-haskel-webinar-imperial-future-matters-from-lockdown-to-recovery
https://www.bankofengland.co.uk/speech/2020/jonathan-haskel-webinar-imperial-future-matters-from-lockdown-to-recovery
http://www.bankofengland.co.uk/-/media/boe/files/speech/2020/remarks-by-jonathan-haskel-on-covid-19-and-monetary-policy.pdf
http://www.bankofengland.co.uk/-/media/boe/files/speech/2020/remarks-by-jonathan-haskel-on-covid-19-and-monetary-policy.pdf
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• Regarding a second wave he says the MPC would respond to the economic consequences of this but 

notes that "also the case that cautious behaviour by consumers is already built into our published scenario 

and we have demonstrated that we can respond quickly and effectively to financial market dysfunction". 

• Also says that relative to the May scenario "activity appears to be coming back faster than we anticipated." 

Tenreyro: Interrupted V or Swoosh Shape (20 July) 

https://committees.parliament.uk/oralevidence/756/pdf/ 

The following is from David Robinson in the MNI Policy Team. 

MPC member Silvana Tenreyro, was dismissive of the idea that the V-shaped recovery could be maintained, 

saying that she anticipated an interrupted V, or a swoosh shaped, one. 

Tenreyro said demand was falling significantly behind supply and even after lockdown measures were lifted 

there would be some voluntary social distancing, which would hit economic activity. 

"I think we face an interrupted, or incomplete, V-shaped trajectory," she said. 

The initial step-up in activity "should come quickly and mechanically as businesses re-open" and that this 

would look at first like a V-shaped recovery but other factors would then weigh on demand, she added. 

"I think spending in many sectors is going to suffer because of perceived health risks," including in 

accommodation, food and travel and "this will in turn feed into high unemployment and lower incomes and 

hence affect other sectors," she said. 

--DISINFLATIONARY PRESSURES 

"My big concern is ... voluntary social distancing as we exit the mandated closures," she said. 

"Right now we are facing deflationary pressures, the challenge for us is to get to the inflation target," she 

added. 

Both Haldane and Tenreyro in their evidence also cited forward guidance as a policy tool that could be used 

to add stimulus and both made the case when asked that the current regime of flexible inflation targeting was 

superior to switching to a nominal GDP target. 

Tenreyro: Negative Rates Live Issue For BOE (15 July) 

https://www.bankofengland.co.uk/speech/2020/silvana-tenreyro-speech-as-part-of-the-lse-covid-19-policy-

response-webinar-series 

The following is from David Robinson in the MNI Policy Team. 

The Bank of England is exploring the setting of negative interest rates, Monetary Policy Committee member 

Silvana Tenreyro said Wednesday, adding that she stood ready to back further policy action if needed. 

Speaking at the London School of Economics, she also raised questions about how effective monetary policy 

is at present, saying "QE could be less effective now because of low yields." 

Asked about setting a negative policy rate Tenreyro said "It is a live issue at the Bank, we are conducting a 

review on negative rates and there will be a decision taken by the MPC on whether to go for negative rates or 

not." 

https://committees.parliament.uk/oralevidence/756/pdf/
https://www.bankofengland.co.uk/speech/2020/silvana-tenreyro-speech-as-part-of-the-lse-covid-19-policy-response-webinar-series
https://www.bankofengland.co.uk/speech/2020/silvana-tenreyro-speech-as-part-of-the-lse-covid-19-policy-response-webinar-series
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The questions were whether they were feasible and if they were feasible whether they would be the optimal 

policy response.  

She said evidence from places that had implemented negative rates had shown that "encouragingly they 

didn't lead to losses in profitability at banks, which is the main fear for financial stability." 

--STALLED RECOVERY 

Tenreyro rejected the idea that the recovery was likely to be v-shaped, instead arguing that it was likely to be 

interrupted before output returns to pre-crisis levels, resulting in a lopsided V, or swoosh shape. 

She noted that the most recent GDP data suggested the economy had contracted nearly 25% in the second 

quarter relative to the 2019 Q4 peak and the speed of recovery would vary widely by sector. 

High unemployment is likely to lower aggregate demand as well as the hit from voluntary social distancing 

and the risk of a second Covid wave. 

"On balance, these uncertainties suggest to me considerable downside risks for demand relative to supply," 

Tenreyro said. 

"Putting this demand outlook together with the pre-existing weakness in core inflation, we are likely to see 

disinflationary pressures for some time," she said. 

--JOBS RISK 

Unemployment has been cushioned by the Coronavirus Job Retention Scheme, which has allowed workers to 

stay on the payroll and draw up to 80% of their salaries without working. 

The CJRS, however, is set to end in October and Tenreyro said that "the latest indications from the Bank's 

Agents suggested a further risk that many furloughed workers would not be reabsorbed into employment as 

the scheme is wound down." 

She concluded by warning about the limitations of monetary policy. 

"Lower gilt yields and higher asset prices induced by QE will lead to some aggregate demand stimulus, 

although the low prevailing level of the yield curve may reduce the impact somewhat, relative to some of the 

MPC's previous asset purchase announcements," she said, adding that was ready to vote for further policy 

action as needed. 

Bailey: Balance Sheet Size Reduced Before Rates Rise (22 

June) 

Governor Andrew Bailey wrote an op-ed piece for Bloomberg: https://www.bloomberg.com/opinion/articles/2020-

06-22/andrew-bailey-central-bank-reserves-can-t-be-taken-for-granted 

• In the piece he states that when the BOE begin to normalise policy, the size of the Bank's balance sheet 

should be reduced before rates are increased. Previous guidance from the Bank had suggested that it 

would only begin to unwind QE when rates had reached 1.50%. 

• Bailey also stated that there needed to be a "robust assessment" of the financial system's "weaknesses" 

including the "role of money market funds". 

• There was no mention of future near-term policy actions so the gilt market has seen little movement on the 

open while the pound moved marginally weaker when the story was released. 

https://www.bloomberg.com/opinion/articles/2020-06-22/andrew-bailey-central-bank-reserves-can-t-be-taken-for-granted
https://www.bloomberg.com/opinion/articles/2020-06-22/andrew-bailey-central-bank-reserves-can-t-be-taken-for-granted
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Bailey Citizens Panel Open Forum (17 July) https://www.bankofengland.co.uk/events/2020/july/citizens-

panel-open-forum 

Vlieghe: Equilibrium Real Rate Low, Going Down (29 June) 

The following is from David Robinson in the MNI Policy Team. 

The real equilibrium interest rate may have fallen and could head lower still, Bank of England Monetary Policy 

Committee member Gertjan Vlieghe said on Monday. 

Vlieghe's comments imply that the Monetary Policy Committee, even when it gets round to tightening, may 

not have to hike to hit the equilibrium, and he warned that fiscal consolidation following the Covid-19 hit could 

push down on real rates, as could increased income and wealth disparities. 

In a question-and-answer session following a University of York event Vlieghe said fiscal consolidation was 

more likely to weigh on growth in demand and consumption, and "would depress real rates relative to the 

situation where there was less fiscal austerity." 

"For me that is a clear downward effect. Real rates would stay lower-for-longer than if you didn't do the fiscal 

austerity," he added. 

Evidence indicated that low real interest rates did not necessarily fuel credit growth, he said, nothing that 

following the global financial crisis central banks oversaw a period of private sector deleveraging, at least 

relative to income. 

"The evidence that low real rates cause people to leverage up doesn't sit with that," he said. 

Asked for his views on the real equilibrium interest rate, Vlieghe said: "You don't need to work very hard to get 

results that imply changes of several hundred basis points based on even quite moderate changes in the 

economy, either the pattern of risk .. or relatively small changes in demographics." 

"It just makes me more convinced that this thing is moving around, that it has fallen a lot in the last 20 years .. 

If you are talking over the next 10 years then I think the evidence is stacked in the direction of we stay low 

and we might even go lower," he said. 

The MPC member also expressed sympathy with the view that increased inequality, which could occur as a 

result of the Covid shock, would hamper recovery in demand and depress real interest rates, with the less 

wealth off who tend to spend a higher proportion of income being hit hardest. 

"If you have increased concentrations of wealth and income then that changes the properties of consumption 

in such a way that in itself is going to lower the real interest rate based on a marginal propensity to consume. 

If you shift it towards people with lower marginal propensity to consume then that is going to lower the real 

rate," he said. 

  

https://www.bankofengland.co.uk/events/2020/july/citizens-panel-open-forum
https://www.bankofengland.co.uk/events/2020/july/citizens-panel-open-forum
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MNI POLICY TEAM INSIGHTS 

BOE PREVIEW: Policy Seen On Hold; Focus On Covid 

Thinking 

By David Robinson and Les Commons. Published 5 August 2020. 

https://marketnews.com/boe-preview-policy-seen-on-hold-focus-on-covid-thinking 

• BOE May Use Stability Report To Outline Covid 'Dark' Scenario 

The Bank of England is seen leaving policy on hold at its August meeting on Thursday, with Bank Rate 

staying at 0.1% and the stock of asset purchases at GBP745 billion. 

But, with fears of a Covid-19 resurgence intensifying, the BOE will have a chance to shed light on how it 

thinks things could unfold if the planned progressive easing of social distancing is reversed, potentially 

including a "dark scenario" in its quarterly Financial Stability Report. 

The May FSR and Monetary Policy Report were both based on a single scenario, assuming a gradual lifting 

of social distancing measures over four months from early June. 

The early stages of lifting the lockdown proceeded more rapidly than the Bank had expected, and the trough 

was less deep, with MPC member Silvana Tenreyro saying in mid-July that monthly GDP data suggested a 

reduction of nearly 25% in 2020 Q2, relative to the 2019 Q4 peak. 

If the Monetary Policy Committee were simply to produce a similar central scenario to May, showing a less 

marked fall in recent economic activity, while still assuming a smooth re-opening of the economy, it would run 

the risk of being rapidly overtaken by events if Covid-19 does pick-up. 

--PLAUSIBLE 'DARK' SIDE 

Instead, what the Bank could do is run a plausible adverse outbreak scenario as part of its assessment of the 

resilience of the financial sector in the Financial Stability Report. The MPR's central scenario could be 

switched back to a traditional projection, with clearly calibrated downside risks. 

Assuming policy is left unchanged, another focus for markets will be whether the BOE publishes its 

assessment of whether the effective lower bound for Bank Rate is below zero, even as interest rate curves 

dip below zero. 

Past precedent has been for the MPC to use its quarterly Monetary Policy Report (previously the Inflation 

Report) to publish work on such things as the lower bound and the neutral level of interest rates. 

It may not yet be ready to go public with its views on the plausibility of taking rates below zero. If it did, it 

would be a surprise were it to conclude anything other than that such an option should be in the policy toolkit, 

while noting, as Bank Governor Andrew Bailey and colleagues have stressed, that any move to introduce it 

would require careful and extensive communication and plenty of preparation time for the banking sector. 

The Bank will also hold a press conference, with details published at 1000BST. 

https://marketnews.com/boe-preview-policy-seen-on-hold-focus-on-covid-thinking
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MNI INSIGHT: BOE May Put "Dark Scenario" In Stability 

Report 

By David Robinson. Published 4 August 2020. 

The Bank of England may outline thoughts on the economic impact of a resurgence of the Covid-19 pandemic 

on Thursday, but this "dark scenario" may only feature in its Financial Stability Report, distancing it from the 

rates decision revealed in the Monetary Policy report which would include an updated central forecast 

assuming a smooth return to normality. 

While fears of a viral flare up and renewed economically painful lockdown measures are rising, producing a 

forecast around its impact would involve making politically uncomfortable assumptions on matters such as the 

potential fiscal response, just as key government support measures are due to expire in October. Tucking the 

"dark scenario" away in the lesser-read Financial Stability Report might be one way of revealing the Bank's 

thinking while limiting the association with the regular rates decision. 

This would not be without precedent. As financial stability scenarios are used to test the resilience of the 

financial system, they have previously contained implausible assumptions such as spike in Bank Rate to 

offset inflation after a hard Brexit. 

--DARK SCENARIO 

A dark Covid scenario could be based on a more plausible assumption, with Bank Rate stuck at its lower 

bound, but still be strong enough to meet the challenge of testing resilience at commercial banks. 

The Bank produced a single scenario for both publications at the last release in May, with work-from-home 

staffers coming up with an outlook that assumed a gradual re-opening of the economy, albeit hampered by 

consumers' voluntary social distancing. It was, by the standards of the Bank's usual projections, pretty thin 

gruel, lackeding consideration of the probabilities of different risks. 

Since then the economy has, as Monetary Policy Committee members Andy Haldane, Silvana Tenreyro and 

Jonathan Haskel have acknowledged, outperformed that scenario. 

But, if the Bank were only to publish a slightly more upbeat version of May's single scenario it would risk 

looking instantly redundant. Recent news headlines have highlighted the partial postponement of easing 

measures and localised spikes in Covid-19 infection rates. Haldane has said that with the economy facing 

sharply divergent paths publishing scenarios makes sense. 

Individual MPC members are clearly far from wedded to the May scenario, with Haskel in an end-July speech 

saying that evidence indicates that fear of infection appears to be a key determinant of consumer behaviour. 

Publishing various unweighted scenarios alongside each other in both the MPR and FSR would, however, run 

the risk of a communications debacle, with policymakers perceived to be simultaneously predicting relatively 

benign and far more malign outturns. A prudent sequestering of the scenarios in different reports may avoid 

such problems. 
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MNI INSIGHT: BOE To Stress Divergent Scenarios In 

August MPR 

By David Robinson. Published 24 July. 

• Covid-19 Uncertainties A Barrier To Credible Single Route Forecast 

The Bank of England could buck a trend for central banks to return to publishing central forecasts and instead use 

its August Monetary Policy Report to unveil sharply divergent scenarios for the economy depending on how the 

Covid-19 shock unfolds. 

The UK government is gradually lifting pandemic lockdown restrictions in response to Covid and plans to end its 

big-ticket job support scheme in October. With uncertainty over a potential second wave of infections, policymakers 

are finding that their usual focus on a modal, or most likely, path is of little use, given the dramatically different 

paths that events could take. 

The Office for Budget Responsibility has already blazed a trail, producing three separate scenarios, central, upside 

and downside ones, reflecting how the pandemic and associated economic scarring might play out. BOE Chief 

Economist Andy Haldane told the Treasury Select Committee on Monday he certainly sees sense in such an 

approach, adding that the path ahead of the economy will be shaped not only by the course of the virus, but by how 

business and consumer spending hold up in the face of uncertainty and changes in policy. 

--CHALLENGES 

If the BOE's Monetary Policy Committee, which in its May Monetary Policy Report for the first time constructed a 

single illustrative economic scenario instead of a central forecast for growth and inflation, did decide follow the 

OBR's lead Aug. 6, it would face tricky challenges over how to factor in fiscal and monetary policy setting. 

The MPC's primary interest rate forecasts have been based on market expectations extracted from the overnight 

indexed swap curve. This, however, represents a weighted average of a range of possible outcomes and using it to 

underpin a single scenario would, at least in theory, be incongruous. In practice, though, with interest rate curves 

so flat the MPC may be able to get away with using the OIS curve, as the OBR did, for its various scenarios as 

Bank Rate in reality may stay close to zero in every case. 

Assuming unchanged asset purchases could also create complications as in the rosiest of scenarios there may be 

a case to factor in some unwinding of asset purchases, with BOE Governor Andrew Bailey arguing for quantitative 

tightening (QT) before rate hikes. 

The MPC also faces a headache over fiscal policy, with the Bank's longstanding approach being that it assumes 

government policy will be constant. As the Treasury's job support schemes are currently set to be axed in October, 

such an approach in a pessimistic scenario with a second lockdown would produce alarming outcomes. 

--RATE PATH 

But producing scenarios are not the only challenge facing the MPC in its Monetary Policy Report. 

OIS curves also appear to have been pricing in a chance that the MPC will end up cutting Bank Rate, currently at 

0.1%, below zero. The next MPR might normally provide a natural occasion for it to announce the result of its 

review as to whether negative rates are plausible, but the Bank will also bear in mind that any such announcement 

could in itself dampen animal spirits. 

Meanwhile, with market rate expectations dipping below zero, the MPC has already generated extra stimulus by 

simply not ruling out negative rates. 
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