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Bank of England COVID-19 response
Following special meetings, the Bank of England took a number of policy actions earlier 
this morning to stimulate the UK economy in the face of the growing coronavirus outbreak.

1. The MPC cut the Bank rate by 50bps to 0.25%, taking it back down to the level prevailing for 15 
months in the wake of the EU referendum in 2016. At the same time the targeted stocks of 
asset purchases (QE) were left on hold (gilts £435bn, corporate bonds £10bn).

2. The committee announced a new 4-year Term Funding Scheme (TFSME), to run for a year. 
This is designed to provide businesses with cheap loans, close to the new level of Bank rate. 
The BoE stated that it expects to provide in excess of £100bn of funds via the scheme, based 
on the 2016 exercise. TFSME includes additional incentives to lend to Small and Medium 
Sized Enterprises (SMEs).

3. After an emergency meeting, the Financial Policy Committee (FPC) announced a reduction in 
the Countercyclical Capital Buffer (CCyB) to 0%. The prevailing rate was 1.0%, but was due to 
increase to 2.0% at the end of this year. The FPC believes that this will potentially release
£190bn of lending to businesses. 

• The MPC minutes will be published on Friday 13 March at midday. Meanwhile the FPC 
record will be released on 24 March (alongside that from the regular meeting on 19 
March).

• In addition the BoE’s Prudential Regulation Committee (PRC) is inviting requests from 
insurance companies to utilise flexibility arrangements in order to smooth out the 
impact of movements in markets. 

This morning’s events clearly demonstrate the extent of the Bank of England’s concerns 
over the economic impact of COVID-19. The motivation for the reduction in interest rates 
(the first 50bp move since March 2009) is obvious. But the TFSME scheme and the 
reduction in capital buffers shows that the Bank of England recognises the dangers of 
‘second round’ effects from COVID-19 having a longer lasting impact on the economy.  
What we have seen this morning is the various arms of the Bank of England working 
together to provide a joined up response on monetary and macroprudential policy. What is 
due this afternoon is a further component of the co-ordinated policy response from the 
authorities in the shape of the Budget. As well as a considerable degree of stimulus 
(which seemed due even ahead of the COVID-19 outbreak), further measures to ease 
coronavirus related issues on businesses are undoubtedly on the cards.

Current Governor Mark Carney hosted a joint press conference with his successor Andrew 
Bailey today. Both officials stressed the co-ordinated nature of policy. We suspect that the 
decision to take today’s action was recent. At the end of a speech at University College 
London last week, Dr Carney remarked that he had taken his final question as BoE 
Governor. Clearly events over the past 5-6 days have overtaken his intentions  We await 
Chancellor Sunak’s Budget at 12.30 UK time to assess the size and nature of the fiscal 
response. Although we are not explicitly forecasting any further action from the MPC, we 
would not rule out a cut in the Bank rate to the presumed lower bound of 0.10%, or indeed a 
resumption of QE, at some stage. Indeed Messrs Carney and Bailey emphasised that they 
would take all necessary steps.  In terms of markets, sterling recouped initial losses to trade 
above $1.2950. 10-year gilt yields have risen by 4-5bps (to 0.28%), largely in response to a 
late rally on Wall Street last night. However short-term interest rate markets have rallied by 
10-15bps as markets partly price in a 15bp Bank rate cut to 0.10%.
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Disclaimer

Investec Europe Limited (Investec Europe) has issued and is responsible for production of this publication. Investec Europe Limited 
trading as Investec Europe is regulated by the Central Bank of Ireland. Registered in Ireland Number 222173. Registered office The 
Harcourt Building, Harcourt Street, Dublin 2, D02 F721.

This publication should be regarded as being for information only and should not be considered as an offer or solicitation to sell, buy 
or subscribe to any financial instruments, securities or any derivative instrument, or any other rights pertaining thereto (together, 
“investments”). Investec Europe does not express any opinion as to the present or future value or price of any investments referred 
to in this publication. This publication may not be reproduced without the consent of Investec Europe.

The information contained in this publication has been compiled from sources believed to be reliable, but, neither Investec Europe, 
nor any of its directors, officers, or employees accepts liability for any loss arising from the use hereof or makes any representations 
as to its accuracy and completeness. The information contained in this publication is valid as at the date of this publication. This 
information is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not 
contain all material information concerning the matters discussed herein.

This publication does not constitute investment advice and has been prepared without regard to individual financial circumstances, 
objectives or particular needs of recipients. Readers should seek their own financial, tax, legal, regulatory and other advice 
regarding the appropriateness or otherwise of investing in any investments or pursuing any investment strategies. Investec Europe 
operates exclusively on an execution only basis.

An investment in any of the investments discussed in this publication may result in some or all of the money invested being lost. 
Past performance is not a reliable guide to future performance. To the extent that this publication is deemed to contain any 
forecasts as to the performance of any investments, the reader is warned that forecasts are not a reliable indicator of future 
performance. The value of any investments can fall as well as rise. Foreign currency denominated investments are subject to 
fluctuations in exchange rates that may have a positive or adverse effect on the value, price or income of such investments. Certain 
transactions, including those involving futures, options and other derivative instruments, can give rise to substantial risk and are not 
suitable for all investors.

Investec Europe (or its directors, officers or employees) may to the extent permitted by law, own or have a position in the 
investments (including derivative instruments or any other rights pertaining thereto) of any issuer or related company referred to 
herein, and may add to or dispose of any such position or may make a market or act as a principal in any transaction in such 
investments or financial transactions.

Investec Europe’s conflicts of interest policy is available at https://www.investec.com/en_ie/legal/IE/terms-and-policies.html




