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UK 

“FOG OF BREXIT” AND GLOBAL SLOWDOWN WEIGH ON MPC’S 

OUTLOOK… 

February 2019 

 ““Super Thursday” saw the Bank of England’s Monetary 

Policy Committee (MPC) vote unanimously (9-0) to 

maintain rates at 0.75%. The decision to keep monetary 

policy unchanged was in line with consensus expectations. 

 The MPC’s forecast for GDP growth was downgraded in 

the near term due to greater Brexit uncertainty and weaker 

global economic activity. In the event of a smooth Brexit 

outcome, growth is expected to recover towards the end of 

the forecast period (2021) as uncertainty fades and looser 

fiscal policy supports domestic spending. 

 The Bank also expect lower inflation in the near-term due 

to the recent fall in global oil prices. However, the MPC 

remained vocal about domestic cost pressures firming, and 

their medium-term outlook for inflation was largely unchanged; as the effect of lower prices fades away and domestic 

demand exceeds the subdued rate of supply growth. 

 As a result, a “smooth” Brexit outcome would imply that the MPC’s current guidance on the future path of rate rises 

remains unchanged: i.e. an ongoing tightening in monetary policy will be necessary to return inflation to target, 

assuming that the economy continues to evolve in line with the MPC’s forecast. 

 The MPC were more tight-lipped about prospects for monetary policy in the event of uncertainty persisting for longer 

than expected, or a no-deal Brexit. In the event of the latter, the MPC have previously stated that they would either 

increase or decrease interest rates depending on how Brexit affects the economy (specifically, on the balance of how 

much demand hit is affected relative to supply potential) 

 The Bank’s forecasts remained conditioned on a range of outcomes for the UK’s future relationship with the EU, and 

they assume a smooth transition to such an eventual relationship. Their work on the economic impact of a more 

disruptive “no deal” Brexit can be found here. 
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What does this mean for Finance Directors? 

 The MPC has maintained their forward guidance on 

interest rates, which, in the event of a “smooth” 

Brexit, means that we can continue to expect a few 

more incremental rate rises over the next few years. 

 However, in the event of more “disorderly” Brexit, the 

MPC have stated that they would move interest rates 

either up or down depending on how this scenario 

affects the demand and supply-side of the economy. 

 Overall, the stance of monetary policy remains quite 

stimulative when one also considers the Bank’s 

£445bn stock of asset purchases. 

Bank of England Forecasts 

  

GDP Growth (Y/Y%)   CPI Inflation (Y/Y%)   Unemployment Rate (Y/Y%) 

Feb 19 Nov 18   Feb 19 Nov 18   Feb 19 Nov 18 

2018 1.4 1.3   2.3 2.5   4.0 3.9 

2019 1.2 1.7   2.0 2.1   4.1 3.9 

2020 1.5 1.7   2.1 2.1   4.1 3.9 

2021 1.9 1.7   2.1 2.0   3.9 3.9 
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https://www.bankofengland.co.uk/report/2018/eu-withdrawal-scenarios-and-monetary-and-financial-stability
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BoE more downbeat on the outlook 

 The MPC suggested that the recent slowdown in UK growth largely reflected Brexit uncertainty and softer global 

economic activity 

 Due to the weaker recent economic data and stronger-than-expected impact of uncertainty on activity, the MPC 

downgraded its forecast for UK GDP growth in 2019 and 2020 to 1.2% (from 1.7%) and 1.5% (from 1.7%), 

respectively 

 A noticeable part of this downgrade was driven by weaker business investment. Specifically, the MPC forecast 

business investment dropping in 2019 (-2.8%), compared to expectations for modest growth (of 2%) in its November 

forecast 

 In the medium-term, though, the MPC expects growth to pick up again as Brexit uncertainty fades – which unlocks 

pent-up business investment – and looser fiscal policy (following announcements in the Autumn Budget) supports 

domestic spending. Consequently, GDP growth in 2021 was upgraded to 1.9% from 1.7%. 

 

Inflation forecast downgraded in near-term 

 The Bank expect lower CPI inflation in the near-term, with inflation (temporarily) falling below the 2% target in the 

next few quarters, largely due to the recent drop in global oil prices 

 However, across the forecast period, the Bank expects inflation to firm up again to slightly above-target rates, as 

domestic cost pressures build, and the economy grows faster than its potential 

 Consequently, the MPC stated that the path of monetary policy going forward will continue to tighten at a “gradual 

pace and to a limited extent”. 
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