
 

 
 
 
 
 
 
 
 
 
 
 
 
 

1: Demand and Output  











































 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

2: Cost and Prices  
 







































 

 
 
 
 
 
 
 
 
 
 
 
 
 

3: Inflation Expectations 
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Inflation Expectations March 2015

Agenda

Slide 2

 How have inflation expectations changed on the month?

 How should we interpret current levels of inflation 
expectations?
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Inflation expectations heatmap – February 2014

Slide 3

Financial Markets Companies(e)

Swaps Bank SEF HMT Bank/NoP Citigroup Barclays Basix CBI

Key for πe levels Key for uncertainty and responsiveness
More than 2 SD above Considerably above average
More than 1 SD above Somewhat above average
Within 1 SD Around or below average
More than 1 SD below
More than 2 SD below

 ‐‐ MPC's forecast(a)

Professional forecasters Households

Short‐term expectations (1 yr) relative to
 ‐‐ MPC's forecast(a)

Medium‐term expectations (2 yr) relative to
 ‐‐ MPC's forecast(a)

Medium‐term expectations (3 yr) relative to
 ‐‐ whole sample average(b)

 ‐‐ post‐crisis average(c)

 ‐‐ pre‐crisis average (d)

 ‐‐ deviations of inflation from target

Longer‐term expectations 
 ‐‐ whole sample average(b)

 ‐‐ post‐crisis average(c)

 ‐‐ pre‐crisis average (d)

Inflation uncertainty relative to
 ‐‐ whole sample average(b)

 ‐‐ post‐crisis average(c)

 ‐‐ pre‐crisis average (d)

Longer‐term expectations' responsiveness to
 ‐‐ shorter‐term inflation expectations
 ‐‐ CPI news
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Inflation expectations heatmap – February 2015

Slide 4
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Inflation Expectations March 2015

Inflation expectations key messages

Slide 13

 Aside from financial market measures, inflation expectations 
continued to drift downwards this month.

 The levels of financial market inflation expectations are broadly in 
line with our best guess of a target‐consistent level. 

 But that is not the case for households: increasing evidence that 
they expect inflation to return to target more slowly than you do. 
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FPC/MPC Briefing Meeting

Financial Markets

CMD, Markets, MFAD, BIAD, PRA and FCA

27 February 2015
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2

• Interest rates and exchange rates

• The impact of low and negative rates

• Risk appetite, market liquidity, and volatility

Plan
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Interest rates and exchange rates













27/02/2015

9

The impact of low and negative rates
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Risk appetite, market liquidity, and volatility
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• Interest rates and exchange rates…
…have been increasingly driven by expectations of monetary policy divergence

• The impact of low and negative rates…
…is hard to judge but may be driving search for yield behaviour in some markets

• Risk appetite, market liquidity, and volatility…
…remain a major FS risk despite moving closer to historical averages

Main messages



 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

5: Global Environment and Risks 
 















































 

 
 
 
 
 
 

6: Credit Conditions 
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March 2015Credit Conditions

Credit Conditions

Prepared by MA, SRDD, FSSR, PRA

Joint FPC/MPC Briefing Meeting 27 February 2015 
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March 2015Credit Conditions Slide 2

Agenda
How do outturns for: 

• Corporate lending

• Household lending 

Compare with our May 2014 Inflation Report forecasts*

* The baseline for the FPC’s 2014 housing recommendations
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March 2015Credit Conditions Slide 11

Summary: credit demand drives weaker‐than‐expected corporate lending…

• Credit getting easier and cheaper for large corporates

• Conditions in mid‐market improving, but still tight for 
smallest corporates

• Demand for external finance from large firms has picked up 
a little, financed by capital markets

• Credit demand remains very weak for small firms
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March 2015Credit Conditions Slide 15

… consistent with over‐estimation of churn in market

In our May 2014 forecast, we took insufficient account of the 
disincentives to move house associated with:

• Banks price discriminating more across LTVs

• Up to a quarter of mortgagors not being able to refinance

• A quarter of mortgagors paying rates below current market rates
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March 2015Credit Conditions Slide 22

Summary: why was housing activity weaker than expected?

• Weaker‐than‐expected home‐mover activity; 

• Lower credit demand; and 

• Slightly larger‐than‐expected impact of MMR.

But…

• Large recent falls in mortgage rates should act to boost housing activity 
going forwards.
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Prepared by FSSR-MRD, MA-SEAD, MA-MASD and ID-GSID  
27th February 2015

Domestic real economy

• Housing and impact of FPC LTI policy
See Recent developments in, and prospects for, the housing market
• Current account update
See
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FPC impact on credit supply and lack of substitution
Lender LTI restriction Maximum estimated impact 

on lending for house 
purchase (% of loans)

Pre-FSR LBG 4 if loan value>£500k 0.1%

RBS 4 if loan value>£500k 0.1%

Santander* 5 (down from 6) 0.8%

Post-FSR Nationwide 4.75 0.4%

HMT H2B 4.5 0.2%

Total 0.6-1.6%

2015 Barclays 4.5 ~1.2%

Santander 4.5 for FTBs ~0.8%

Total ~2%

* Not  publically announced
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Prepared by FSSR-MRD, MA-SEAD, MA-MASD and ID-GSID  
27th February 2015

Domestic real economy

• Housing and impact of FPC LTI policy
See Recent developments in, and prospects for, the housing market
• Current account update
See
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A helpful(!?) accounting framework
Sector: UK

trade balance
+

income balance
=

current account 
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A helpful(!?) accounting framework
Sector: UK
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=

+ new assets
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A helpful(!?) accounting framework
Sector: UK

current account 
=

+ new assets
‐ new liabilities

Assets

Liabilities

Financial 
accounts

Balance 
sheets
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Net foreign asset position
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Reasons to worry about a current account deficit

• Risk of a “sudden stop”

• Risk that the national balance sheet will deteriorate to the point 
where foreigners are reluctant to finance it

• A sign of domestic imbalances, which are themselves risks
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Sector: UK Households PNFCs Govt Financial sector

trade balance
+

income balance
=

current account  = financial balance + financial balance + financial balance + financial balance
=

+ new assets
‐ new liabilities
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‐

Liabilities
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Balance 
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Income 
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Financial 
accounts

A helpful(!?) accounting framework
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Sector: UK Households PNFCs Govt Financial sector
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Sector: UK Households PNFCs Govt Financial sector
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Financial balances figures are for 2014Q3 and exclude the statistical discrepancy between expenditure and income. 
Arrows in the final row depict the movements in a sector’s gross balance sheet liabilities since calendar year 2012.

Sector: UK Households PNFCs Govt Financial sector

trade balance
+

income balance
=

current account = financial balance + financial balance + financial balance + financial balance
‐6.0% 0.1% ‐0.8% ‐6.3% 0.1%

Assets Assets Assets Assets Assets
‐

Liabilities Liabilities Liabilities Liabilities Liabilities
Net foreign asset position

Income 
accounts

Financial 
accounts

Balance 
sheets

A helpful(!?) accounting framework
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Reasons to worry about a current account deficit

• Risk of a “sudden stop”

• Risk that the national balance sheet will deteriorate to the point 
where foreigners are reluctant to finance it

• A sign of domestic imbalances, which are themselves risks
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