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Monetary policy summary 

 The Monetary Policy Committee (MPC) overwhelmingly voted to maintain the Bank Rate at 0.50% and 
not to resume quantitative easing. However most members of the MPC expected a loosening of monetary 
policy next month alongisde an update of the Bank's Inflation Report on August 4

th
. 

 From the MPC's perspective, markets have functioned well in the aftermath of the UK referendum.  The 
resilience of the UK financial system and the flexible regulatory framework has acted to dampen rather 
than amplify the referendum results on markets.  

 Early data suggests that consumer and business sentiment has deteriorated post-referendum, with 
anecdotes that businesses are beginning to delay investment and hiring of new employees. Moreover, 
survey data suggest a forthcoming weakening in the housing market.  

 The MPC discussed the channels in which the vote to leave the European Union (EU) could affect UK 
activity in the near term. The decline in the effective exchange rate is expected to help support exports 
and, together with the boost in valuation of foreign investment earnings, improve both the current account 
deficit and the net foreign asset position. However, the anticipated rise in import prices should act as a 
drag on real income growth and thereby dampen domestic demand.  

 Some of the longer-term effects of the referendum outcome discussed include an expected drag on 
productivity growth owing to a prolonged sectoral adjustment to the new terms of trade, a reduction in 
business investment given the uncertainty in the new trade arrangements between the UK and its trade 
partners, and the potential for weaker household consumption and housing demand. 

Key implications to our outlook 

 Given the diminished prospects for growth of the UK economy after voting in favour of leaving the EU last 
month, it's unsurprising that the MPC has signaled some easing forthcoming at its August meeting. The 
precise nature of the easing remains uncertain at this time, but will likely contain some key 
elements.  Among them, at least a 25 basis point cut to the bank rate. However, this alone is insufficient 
to press against the structural changes underway, the downtrodden outlook for the economy and related 
link to the critical UK financial sector. The updated forecast outlook next month will serve as the basis for 
the MPC to plan for other easing measures such as quantitative easing or even credit easing targeted 
specifically to the commercial and residential property sectors. Any further easing will add to the support 
to financial markets that the Bank has already provided through indexed long-term weekly repo 
operations through the end of September announced in advance of the EU referendum. 

 In light of this news, sterling has appreciated relative to the U.S. dollar by about 1.5% as of the time of 
writing. The sterling effective exchange rate has depreciated about 6% since the last Bank of England 
meeting about a week before the June 23

rd
 referendum. As a result of the decline in purchasing power, 

prices of imported goods are expected to rise and will put upward pressure on domestic inflation over the 
next year. 

 



 Overall the BoE's decision to stand pat today has not changed our view of significant negative 
implications on the UK economy from the vote to leave the EU. While the current calm in financial 
markets is reassuring that this will not result in a shock the magnitude of past global crises, it's still too 
early to rule out more financial market volatility and the potential for it to lead to tighter financial conditions 
and reduced business confidence. Having said that, today's statement by the MPC includes an upward 
revision to its second quarter growth forecast suggesting that growth in the quarter could be almost 
double what was assumed in their May Inflation Report. While this would normally suggest an upward risk 
to our outlook for 2016 UK growth of 1.2%, some early indicators suggest a deceleration and possibly a 
contraction in growth in May and June that would imply a larger contraction in third quarter output than we 
previously forecast. 
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