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BoE: Waiting for the Next Step in Brexit 

 As widely expected, the Bank of England’s Monetary Policy Committee 

(MPC) voted 7–2 to keep the bank rate on hold at 0.75% and 

unanimously decided to keep its stocks of bond purchases unchanged. 

 The Conservative & Unionist majority in the December 12 general 

election doesn’t—yet—materially change the MPC’s reflection on Brexit 

and its possible implications for the Bank’s monetary policy stance.  

THE BoE KEEPS ITS POWDER DRY 

Entirely in line with expectations, the Bank of England (BoE) kept policy 

unchanged in 2019’s last meeting of the Monetary Policy Committee (MPC). 

Members voted 7–2 to maintain the bank rate at 0.75%, a repeat of the November 

7 meeting where members Michael Saunders and Jonathan Haskel both voted for 

a 25 bps cut to 0.50%. Their dissent in November had been a bit of a surprise 

despite some prior foreshadowing, but today’s continuation of the split vote was 

expected. All nine members of the MPC voted to maintain unchanged the Bank’s 

stocks of GBP-denominated corporate bond purchases at GBP 10 bn and UK 

government bond purchases at GBP 435 bn, both financed out of reserves.  

The MPC Summary confirmed that the Bank views economic developments 

since its November 7 meeting as broadly inline with the November Monetary 

Policy Report’s (MPR) projections. The Committee noted only two marginal 

changes that largely offset one another. First, on the positive side, it mentioned in 

the Summary that, “The partial de-escalation of the US-China trade war provides 

some additional support to the outlook relative to the November Report, although 

trade tensions remain elevated.” On the negative side, “There continue to be some 

signs that the labour market is loosening, although it remains tight…” and “pay 

growth has eased somewhat.” 

The MPC continued to see the forecast horizon as clear of pressures to act 

to move rates in either direction, as detailed in both the Summary and the 

Minutes. Although the Summary notes again, as it did in November, that demand-

driven inflationary pressures are expected to build “gradually” and lift headline 

inflation from 1.5% y/y in October (chart 1) to “slightly above the 2% target towards 

the end of the forecast period,” headline inflation is still expected to fall to around 

1.25% by the spring owing to transitory factors from regulated energy and water 

prices.  

Forward guidance remained unchanged and symmetrical: “ Monetary policy 

could respond in either direction to changes in the economic outlook in order to 

ensure a sustainable return of inflation to the 2% target.” Any possible tightening is 

far off and contingent on global growth first stabilizing and Brexit uncertainties 

being dislodged. In our latest projections, we expect headline inflation to hit only 

2.1% by end-2021 even in the absence of any monetary-policy tightening and on a 

growth trajectory consistent with the November MPR. In the meantime, the BoE’s 

current stance remains quite accommodative compared with that of other major 

central banks (chart 2). Market yields are still contained (chart 3).  
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THE ELECTION DIDN’T CHANGE MUCH —YET—FOR THE BoE 

The Conservative & Unionist majority in the December 12 general election 

doesn’t—yet—materially change the MPC’s reflection on Brexit and its possible 

implications for the BoE’s monetary policy stance. Today’s Summary reiterates that 

the Committee’s projections for activity and inflation remain unchanged from the 

November MPR, which looked “through Brexit-related volatility” and “were based on the 

assumption of an orderly transition to a deep free trade agreement between the United 

Kingdom and the European Union.” 

Although markets are pricing around 80% chance of a cut in 2020, we continue to 

expect the Bank to remain on hold over our forecast horizon. A broadly stable 

macroeconomic outlook is likely to be bedevilled by ongoing Brexit-related 

uncertainty, but hard-Brexit risks are now capped. The Johnson government plans 

to take the United Kingdom out of the European Union by end-January, 2020. Following 

withdrawal, the UK’s interim relationship with the EU would be governed by the deal 

agreed with Brussels on October 17; the UK’s future trading relationship with the EU 

would still need to be negotiated. Today’s throne speech indicated that the Johnson 

government will bind itself to the conclusion of an agreement with Brussels by end-2020. 

It’s nearly universally agreed that this is an impossibly ambitious timetable, so Brexit-related uncertainty will remain elevated. 

Nevertheless, the experience of the last couple years shows that Westminster and Brussels will extend UK-EU deadlines, when 

necessary, and a “no-deal” Brexit is unlikely.  
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