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Initial reaction

The Bank of England today announced that the pace
of QE purchases would be slowed from £4.4bn a
week currently to around £3.4bn a week in the
period of 10 May - 2 August. The separate market
notice on Gilt purchases outshone the statement,
minutes and projections in the eyes of FX markets,
with the pound climbing back by 0.5% from session
lows to trade in the green on the day once the
headlines of a slower QE pace hitting traders screens. The  rationale  for the  reduction in the
pace of QE is yet to be set out by the Bank, although it has stressed this shouldn’t be read as
a change in monetary policy stance with the stock of assets unchanged.

This is best reflected in sterling’s reaction as it turns around early losses to trade higher
against the dollar heading into Governor Bailey's press conference. However, given the
premature nature of the recovery thus far, Governor Bailey is likely to bat back expectations
when he speaks at 13:00 BST.

One shouldn't forget the details within the Monetary Policy Report, however, as the
projections and underlying assumptions are key for determining the BoE's next steps. While
the Bank expects a smaller economic hit in Q1 relative to February's projections and for GDP
to rise by around 4.5% in 2021 Q2, the level of uncertainty around these projections remains
elevated. Thus far, the BoE has little data to base the strength of the initial rebound on and
this is likely why Governor Bailey will try and bat back expectations of earlier policy
normalisation being inferred from the slowing down of QE. The level of uncertainty is
reflected not only in the dramatic adjustments of the near-term growth forecasts but also the
fact that the MPC views the risks to their upwards adjustments as skewed to the downside -
another reason as to why Governor Bailey could cast a dovish tone in the presser. The largest
risk over the whole projection period remains how consumers react to conditions once
measures are gradually eased. While the BoE have upgraded their assessment of the savings
drawdown from 5% to 10% of additional accumulated savings over the next 3 years, this still
leaves plenty of scope for the consumer to outshine expectations over the forecast horizon.
In this regard, the MPC's near-term economic projections are likely to continue being
adjusted as more data on post-pandemic consumption patterns becomes available.

Markets are naturally forward-looking though and the signs of earlier QE 
tapering are read in the mindset of earlier policy normalisation. 

BoE slows the pace of QE purchases but may struggle to hold back
market expectations of faster normalisation
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The slowing pace of QE should see the BoE further reduce QE to around £1.7bn at the
August meeting to complete the envelope by year-end

Post-press conference
Don’t read into the tapering, it's operational!
Governor Bailey performed as expected in this afternoon’s press conference. He repeatedly
stressed that the Bank of England’s QE programme differs from that of open-ended QE
programmes used by the likes of the Fed and Bank of Canada, meaning the implications for
tapering the flow of purchases is far less dramatic as it doesn’t alter the overall stock of
purchases.

By repeatedly emphasising this point, the Governor effectively pushed back on the reaction
seen in financial markets after the tapering of QE was announced. In conjunction with the
BoE’s projection of inflation over the forecast horizon, which sees headline CPI below target
at 1.91% in Q2 2024, MPC members effectively neutralised any potential hawkish
interpretation of the upwards revision in the growth forecasts.

“In terms of the Bank of England’s QE programme, the overall stock of 
purchases has been clear for some time now, and given the Governor’s 

interest in maintaining scope for restarting the programme in the event of 
a future downturn, we expect the programme to terminate at £895bn.” 



Bank of England May MPR projections
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The focus of most of the press conference 
sat on inflation, inflation expectations 

and the drawdown in household savings 
over the forecast period. 

On inflation expectations, MPC members highlighted that inflation expectations don’t
deviate too far from historical averages, while the rise in inflation compensation in longer-
term Gilts have been limited relative to peers. Finally, on the drawdown in household savings,
which we regard as one of the biggest upside risks to the BoE’s projections, panel members
stated that in the near-term this risk is limited. Instead, the largest positive consumption
effect will likely be from a reduction in additional saving in the short-run as opposed to
consumers eating into the stock of pandemic-induced accumulated wealth. While this was
the consensus view of the MPC, the Chief Economist Andrew Haldane didn’t agree, and in
fact pointed to the drawdown in household savings to suggest a reduction of the overall
stock of purchases from £895bn to £845bn – this would see QE enter the reinvestment phase
in August 2021.

Again, MPC members cast a fairly
relaxed tone to the discussion
around these matters. With
inflation, the Governor and his
two Deputies pointed to transitory
factors to dispel any concerns that
rising near-term inflation would
force the BoE to deviate from its
current stance.

Sterling has always been the best bellwether of developments in the 
UK, and its volatility over the past two hours has broadly described the 

BoE’s actions and the markets overall assessment of them. 



To begin with, sterling’s sharp drop highlighted the little news of QE tapering in the rate
statement and a mild undershoot in inflation, while its recovery on the back of the market
notice highlighted expectations of earlier policy normalisation. The resulting stabilisation in
GBPUSD below the 1.39 handle, marking minor losses on the day, reflected the cautious and
relaxed message struck by MPC members in the press conference.

Looking ahead based on the BoE’s latest projections, we believe market pricing of rate lift-off
in H1 2023 is slightly premature, but as stated by Governor Bailey, it sits within a reasonable
degree of error. Should the current economic projections prove right, we believe the BoE is
more likely to hike rates by 25bps in H2 2023, slightly after the Federal Reserve, especially if
Andrew Haldane’s replacement leans closer towards the dovish side of the committee.
However, a lot can change in the course of six weeks, and with much more robust data points
to assess the economic recovery and post-lockdown consumption patterns, the BoE may
confirm earlier expectations of rate hikes at their June meeting.

GPBUSD price action around the BoE meeting
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Disclaimer

This information has been prepared by Monex Europe Limited, an execution-only service provider. The material
is for general information purposes only, and does not take into account your personal circumstances or
objectives. Nothing in this material is, or should be considered to be, financial, investment or other advice on
which reliance should be placed. No representation or warranty is given as to the accuracy or completeness of
this information. No opinion given in the material constitutes a recommendation by Monex Europe Limited or
the author that any particular transaction or investment strategy is suitable for any specific person. The
material has not been prepared in accordance with legal requirements designed to promote the independence
of investment research, it is not subject to any prohibition on dealing ahead of the dissemination of investment
research and as such is considered to be a marketing communication.
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