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UK: Coordinated Stimulus from the BoE & Treasury 

 Working together, the Bank of England (BoE) and UK Treasury today 

delivered the kind of coordinated and complimentary combination of 

timely monetary and fiscal stimulus that will be needed to stem the 

possibility of a recession in the face of the COVID-19 outbreak and the 

recent shock to oil markets.  

MONETARY MOVES TO ADD LIQUIDITY WORTH OVER 20% GDP  

The Bank of England’s Monetary Policy Committee (MPC) voted 

unanimously to take the following actions in an out-of-calendar meeting 

coordinated with today’s presentation of the 2020 UK Budget: 

 Reduce the Bank Rate by 50 bps from 0.75% to 0.25%, the lowest 

nominal rate at which it has ever been set (chart 1). We had thought a 25 bps 

cut more likely at this stage, given the additional measures that we expected 

to be announced—and that were brought forward today—and the market’s 

relatively more robust inflation expectations for the UK than its peers (chart 2). 

While our forecasts anticipate an inflation undershoot over the next two years 

(table 1), today’s move increases the probability that the BoE will meet its 

projections in the January Monetary Policy Report (table 2); 

 Introduce a new Term Funding scheme with additional incentives for 

small- and medium-sized enterprises, dubbed the TFSME, to mitigate the 

costs to financial institutions of the low Bank Rate while at the same time 

ensuring cheap financing for business. Over the next year, the TFSME will 

offer four-year funding at rates close to the Bank Rate in volumes equivalent 

to at least 5% of financial institutions’ stock of real economy lending. The 

TFSME is expected to provide GBP 100 bn or more of term funding; and 

 Forego any restart of quantitative easing (QE), which keeps the stock of 

UK government bonds purchased at GBP 435 bn and the stock of sterling 

corporate bond purchases at GBP 10 bn. This leaves some powder dry for 

future developments.  

The BoE’s Financial Policy Committee (FPC) further moved to pull down the 

countercyclical capital buffer (CCyB) rate on banks’ exposure to UK 

borrowers from 1% to 0%. The FPC noted that it expects to maintain the 0% 

rate for at least a year and that any subsequent increase would not take effect 

until March 2022 at the earliest, thereby delaying indefinitely a rise to 2% that had 

been anticipated by December 2020. The release of the CCyB is expected to 

allow for up to GBP 190 bn in additional bank lending to business, 13 times banks’ 

net business lending during 2019.  

The Bank also noted that financial institutions have pre-positioned collateral 

that would enable them to borrow around GBP 300 bn from existing BoE 

credit facilities. 
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All told, about GBP 590 bn of additional liquidity 

could be injected into the UK financial system—

equivalent to a little over 20% of UK GDP in 2019—

through BoE instruments alone.  

Outgoing Gov. Carney and his successor Andrew 

Bailey jointly indicated that the economic impact of 

COVID-19 should be transitory, but that the BoE 

has space to do more if necessary—echoing the 

standard “whatever it takes” promise that has 

become the table stakes of central-bank crisis 

response. “ More”  could feature additional 

targeted financing facilities and a re-initiation of QE. 

Given that both options remain on the table, inflation 

expectations remain a bit higher than in peer 

economies, (chart 2, again) and substantial 

uncertainty remains around the UK’s future trade 

relationship with the EU, we expect the BoE to keep 

the Bank Rate on hold at its regularly scheduled 

March 26 meeting and beyond, with a risk of further 

cuts if markets continue to deteriorate. Instead, if the 

economic hit from COVID-19 does, indeed, prove to 

be transitory, we would expect a move to begin 

reversing today’s exceptional stimulus package with a 

first increase in the Bank Rate in Q4-2021 (table 1, 

again).  

Minutes of this special MPC meeting come out at noon GMT on Friday, March 13, but in view of the Members’ unanimous 

votes, the meeting accounts are unlikely to reveal anything beyond a concerted resolve to take action. The FPC’s 

minutes, along with the record of its next regularly scheduled meeting will be released at 09:30 GMT on Tuesday 24 March. The 

results of the MPC’s next scheduled meeting remain due on March 26.  

FISCAL MEASURES: FAR MORE THAN JUST “LEVELLING UP” 

New Chancellor Rishi Sunak’s 2020 Budget delivered a GBP 18 bn spending package for this year in line with the 

government’s election manifesto promises to invest in infrastructure and services to “level up” parts of the country that 

have not benefitted proportionately from past episodes of growth and spending. Chancellor Sunak added another GBP 

12 bn in spending focused specifically on the government’s response to COVID-19. At a total GBP 30 bn, the fiscal 

stimulus amounts to about 1% GDP, a large boost, but one that is still in line with signalling and expectations that preceded today’s 

announcement. The Budget also anticipates a five-year infrastructure spending programme that could reach GBP 600 bn in 

additional outlays between this year and 2025, but like most programmes of this ilk, is likely to face delays.  

The Chancellor argued that the total GBP 30 bn package for 2020 and future spending should just manage to be 

consistent with the government’s spending guidelines owing to falling interest rates and a modest rebound in growth 

from 2021 onward. The Budget’s growth projections do not, however, fully reflect the impact of the COVID-19 outbreak this 

year. As a result, we expect the government’s spending plans to breach its fiscal rules by next year, but current circumstances 

merit invoking force majeure on these commitments.  

BNS UK forecasts as of 11/03/2020 2018 2019 2020f 2021f

Real GDP (annual % change) 1.3 1.4 0.9 1.5

CPI (y/y %, eop) 2.1 1.8 1.3 1.8

Central bank policy rate (%, eop) 0.75 0.75 0.25 0.50

Source: Scotiabank Economics.

Table 1 

BoE January MPR Forecasts

Real GDP (% y/y) 1.3 0.8 1.5 1.8

CPI Inflation (% y/y) 1.5 1.5 2.0 2.3

LFS unemployment rate (%, eop) 3.8 4.0 3.8 3.5

Output gap (% potential GDP)* -0.25 -0.50 0.25 0.50

Bank Rate (%, eop)** … 0.60 0.50 0.50

Sources: Scotiabank Economics, BoE Monetary Policy Report.

* +'ve = excess demand, -'ve = excess supply.

Forecasts in Jan. '20 MPR refer to Q1 of the respective year.

2019 2020 2021 2022

** The path for Bank Rate implied by forward market interest rates. The curves are 

based on overnight index swap rates. 

Table 2 
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