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BoE: Little Signaling Amid Rising Brexit Risks 

 The Bank of England (BoE) left its policy rate unchanged at 0.75%, as 

expected, while it continues to assess that interest rates are set to 

increase at a “gradual pace and to a limited extent” under the 

assumption of “a smooth Brexit and some recovery in global growth”. 

 The Bank’s updated projections in its quarterly Inflation Report outline a 

slower pace of economic growth in the near-term owing to intensified 

Brexit uncertainty and a more pronounced deceleration in economic 

activity. However, the BoE’s projections for GDP growth and inflation in 

the medium term were revised higher due a fall in market interest-rate 

expectations which are imposed in the Bank’s forecasting exercise. 

 The BoE has clearly taken a wait and see approach vis-à-vis Brexit and 

is unlikely to act until the path ahead becomes clearer. While the 

Monetary Policy Committee’s (MPC) view remains that the UK will exit 

the EU in an orderly fashion, it may feel pressured to act as Brexit risks 

escalate ahead of the October 31 EU-divorce deadline.  

The Bank of England’s hands are tied by the uncertain way forward on the UK’s 

withdrawal from the EU. For now it has chosen to leave its policy measures 

unchanged: the Bank Rate remains at 0.75% and the BoE will continue to 

maintain its stock of corporate and government bond purchases. The MPC’s 

stance remains that under a “smooth Brexit” the Bank shall increase its policy rate 

at “a gradual pace and to a limited extent” to keep inflation at the 2% target.  

The BoE’s statement and subsequent press conference by Governor Mark Carney  

did not provide any new clues as to the future path of monetary policy in the UK. 

The Bank continues to see higher rates in the event of an arranged split from the 

EU owing to an expectation that inflation moves back, and stabilizes, around the 

2% target. The Committee also continues to highlight that monetary policy “will not 

be automatic and could be in either direction” in the event of a hard-Brexit, and 

that “the Committee will set monetary policy appropriately to achieve the 2% 

inflation target.”  

We believe that the economic damage from a hard Brexit would motivate the BoE 

to cut, rather than hike, rates. Despite a likely surge in price pressures from 

sterling depreciation and an increase in import duties, the possible hit to domestic 

demand would more than outweigh the supply-side shock to prices. Further, recall 

that the Bank cut rates following the EU-membership referendum in 2016, thus 

choosing to provide a boost to the domestic economy despite impending 

inflationary pressures from a steep GBP depreciation. Further to monetary easing, 

we expect that fiscal policy shall lift some of the burden off the BoE.  

The Bank’s release did not result in significant movement in financial markets, with 

only a slight tick-up in 2-yr gilts and GBP upon the announcement of the Bank’s 

decision and Inflation Report which was later unwound upon the Governor’s press 

conference. At the time of writing, both bonds and sterling appear to have 

generally shrugged off the BoE’s announcement. The Governor’s press 
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conference did little in the way of fading rate-cut odds; markets continue to trade on the rising chance that the UK stumbles out of 

the EU (chart 1) as newly-appointed Prime Minister Boris Johnson stokes the flames of a no-deal Brexit ahead of the October 31 

deadline. Were the deadline to be extended, the negative impact from Brexit uncertainty on investment and household spending 

would likely continue, with the possibility of permanent damage to the UK economy. 

In its Inflation Report, the BoE revised its forecast for near-term real GDP growth lower due to weaker global growth and 

continuing Brexit-related uncertainty, while it is now projecting a faster pick-up in output over 2021–22 (chart 2) owing to relatively 

looser monetary policy (chart 3), which in turn leads to a more pronounced acceleration in inflation by the end of the Bank’s 

forecast horizon (chart 4) of about half a percentage point above target. Although at first glance these long-term projections may 

appear hawkish they are heavily conditioned by market interest rate expectations (chart 3, again). These expectations play a direct 

role in the forecasting exercise and are at the moment projecting a significantly more accommodative Bank Rate path than what 

the BoE would embark on in an ordered Brexit scenario, which would in turn result in lower growth and more subdued inflation. 

While in the Bank’s baseline the UK leaves the EU in an orderly fashion, market pricing represents a probability-weighted average 

of expected interest rates under each of a no-deal and a smooth Brexit scenario. Due to this inconsistency between the 

Committee’s view and market pricing, the Inflation Report also included two sets of projections which incorporate adjustments in 

asset prices that would reflect a smooth Brexit. In these scenarios, the Bank rate is 25 or 50 bps higher by Q3-2022 relative to the 

baseline scenario, i.e. 0.86% and 1.11%, respectively. Inflation would reach 2.1% by 2022-Q3 in the first scenario, which would be 

in line with the Bank’s inflation target. In the second scenario, however, monetary policy proves restrictive and leads to sluggish 

prices growth, with inflation set to reach only 1.8% in Q3-2022. On balance, these alternative scenarios would suggest that the 

BoE would increase its policy rate only once in a smooth Brexit scenario.  
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