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Markets Craving for Additional Central Bank Support...Bank of England Delivers!  

Fadi Nasser (SVP – Head of Treasury Sales) 

  

 
 
Mark Carney did what was expected of him yesterday, and then some, by cutting the Bank of England's (“BOE”) 
benchmark lending rate and promising to deploy tens of billions of additional dollars into the country's financial 
system. With markets addicted to cheap money, the knee-jerk reaction saw the British pound selling off sharply 
(down from 1.3350 to 1.3100), whilst stocks rallied to end the day at their highest level since mid-August 2015. UK 
10-year bond (“Gilts”) yields dropped 18 basis points to 0.63%, a new record low (such should soon threaten the 
solvency of many pension funds and insurers!). 
 
Yet the details of the announcement underline the uncertainty the central bank now has to contend with, and the 
limits to the tools it can use. How the Brexit-beaten economy behaves going forward remains unclear! 
 
Mark Carney and his colleagues met private-sector forecasts for a 25 bps cut in the key borrowing level, taking it to 
0.25% - the first drop since the 2009 financial crisis and marking a historic low for the country's trendsetting rate. 
The Bank said the lending rate could fall even lower this year, but ruled out moving into negative territory. The 
former head of the Bank of Canada, who joined the BoE in 2013, also announced an "exceptional" stimulus package 
valued at 170 billion pounds (US$223 billion). This includes another 60 billion pounds in purchases of U.K. 
government bonds, taking the existing Asset Purchase Facility to 435 billion pounds (who is counting really ?!), along 
with a new plan to buy up to 10 billion pounds in corporate bonds. The combined program goes further than 
previous efforts and exceeds what many economists and market players had anticipated. As well as the much larger 
buying effort, the BoE plans to loan private banks as much as 100 billion pounds in a move to ensure that lenders 
have enough liquidity to continue funding households and businesses in the fallout from the June 23 referendum 
that showed voters narrowly in favour of the U.K. exiting the European Union - a move that could lead the country 
into recession. "We took these steps because the economic outlook has changed markedly," Carney said. "The Bank 
continues to stand ready to take whatever action is needed to achieve its objectives for monetary and financial 
stability as the U.K. adjusts to new realities, and moves forward to seize new opportunities, outside the EU," Bank 
Governor Carney told reporters in London following the BoE announcement. "By acting early and comprehensively," 
he said, monetary policymakers can "reduce uncertainty, bolster confidence, blunt the slowdown and support the 
necessary adjustments" in the economy. 
 
But the effectiveness of Thursday's action plans is still in question, as is the country's economic outlook. Indeed, 
much more work lies ahead for Carney, who will remain central bank governor until at least 2018.  
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"Indicators have all fallen sharply, in most cases to levels last seen in the financial crisis, and in some cases to all-time 
lows," Carney said, so "there is a clear case for stimulus, and stimulus now, in order to have an effect when the 
economy really needs it." The BoE, however, is not yet at the point of accepting that a recession is inevitable - even 
as it acknowledges business investment and consumer spending, including house purchases, will likely weaken both 
this year and in 2017. Still, policymakers insist growth will reach 0.8% next year, down from the previous estimate of 
2.3%, while the forecast for 2018 has been lowered to 1.8% - also down from an earlier forecast of 2.3%. 
 
"This cut in interest rates was widely expected, but it is really a token gesture which is unlikely to help the economy 
much in the current situation," said Andrew Sentance, a senior economic adviser at PwC and one-time member of 
the BoE's decision-making counsel. "Savings rates are already near-zero and borrowing costs for business and 
homeowners are extremely low," Sentance told Reuters. "The uncertainty created by the Brexit referendum result 
cannot be addressed by small changes in interest rates or other monetary measures. It requires a political response 
from the government, to make clear the nature of our future relationship with the EU, which will inevitably take 
time," he added. The fall in the pound complicates matters in another way, by pushing up prices. The Bank expects 
inflation to rise a little above its 2% target - causing some to suggest that the new stimulus goes too far and would 
soon lead to the overshoot of inflation (guess for now central bankers are not at all bothered with the upcoming 
bond bubble burst, a matter of concern left to your devoted GIB Banker!).  
 
Today sees the market stop for the biggest show on earth where many of us from around the world will be glued to 
our screens. Still, traders will first be busy with the all-important US payroll release (3:30 pm Bahrain time) before 
switching their attention to the 2016 Olympic games opening ceremony in Rio (2:00 am Saturday morning Bahrain 
time). Economists are looking for US payrolls growth to return in July to its 2016 average following a flip & flop 
picture in the past 2 months (June was very strong at +287,000 versus a terribly low +11,000 number for the month 
of May). “If the July number is relatively normal, I think the conclusion that people will draw is that whatever July 
prints is more or less the new trend,” said Stephen Stanley, chief economist at Amherst Pierpont Securities LLC in 
New York. Bloomberg consensus is for July payrolls rising by 180,000 (versus an average 172,000 a month gain in the 
first half of this year). As always, it is also worth keeping an eye on the other important elements of the report 
including the unemployment rate (expected to decline one-tenth to 4.8%), average hourly earnings (+0.2% mom / 
+2.6% yoy is anticipated there), the participation rate and average weekly hours.  
 

 
*The US job market showed further strength in July (in contrast to the week second quarter US GDP release last Friday), 

registering another month of respectable hiring, and upside surprises across the board. Payrolls jumped 255K alongside 18K in  

combined upward revision to prior months, fueled by balanced gains across various sectors The jobless rate only held at 4.9%, 

but that was due to a rise in the participation rate that were offset by big gains in the household survey employment measure. 

Hourly earnings gains 0.3%, although that only managed to hold the yearly rate steady at 2.6%. Other details on aggregate 

hours were also very healthy. This recent hiring spree suggests better output figures ahead and a strong print for 3rd quarter 

GDP. It should also revive market fears for a 25 bps rate hike at September 21st FOMC meeting (though between now and then, 

markets will receive more updated August job data). Overall, the number is bearish for US Treasuries (lower prices/higher yields), 

bullish for the USD (stronger US Dollar versus peers) and neutral to positive for US stocks. 
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Disclaimer 

It is important that you only use this report if you are the intended recipient of this report and you have satisfied yourself that 

you are eligible to receive such information. This report is provided to you because you are one of our esteemed customers and have 

previously shown interest in receiving the type of information contained in this report.   

 

The Treasury and Investment Management department of Gulf International Bank B.S.C. ("GIB") have compiled the information in this 

report.  GIB is incorporated in the Kingdom of Bahrain and is licensed by the Central Bank of Bahrain (the "CBB") as a conventional 

wholesale bank.  GIB's head office is located at Al-Dowali Building, P.O. Box 1017, 3 Palace Avenue, Manama, Kingdom of Bahrain.  

 

This report is intended for the accredited investors, as defined in the Investment Business Code of Conduct published by the CBB. 

This information has not been reviewed by the CBB or any other regulatory authority in any jurisdiction and neither CBB nor any 

other regulatory takes any responsibility for the correctness or accuracy for the information contained in this report.  

 

The information contained herein is not directed at or intended for use by any person resident or located in any jurisdiction where 

(1) the distribution of such information is contrary to the laws of such jurisdiction or (2) such distribution is prohibited without 

obtaining the necessary licenses or authorizations by the relevant branch, subsidiary or affiliate office of GIB and such licenses 

or authorizations have not been obtained.  The recipient of such information is responsible for ensuring that this information has 

not been received by it in breach of laws and regulations of any jurisdiction.  

 

This report contains publicly available information only, which has only been complied by GIB. The information provided herein is on 

"as is" and "as available" basis and without representation or warranty of any kind.  GIB hereby disclaims any representation or 

warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or 

non-infringement of any of such information.  In no event shall GIB or its subsidiaries, affiliates, shareholders or their  

directors, officers, employees, independent contractors, agents and representatives (collectively, "GIB Representatives") be liable 

(1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting there from, or 

(2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of information or 

arising from any error (negligent or otherwise) or other circumstance or contingency within or outside the control of GIB or any GIB 

Representative, in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, communicating, 

publishing or delivering any such information. The information here is, and must be construed solely as, compilation of information 

(unless expressly stated otherwise) and not statements of fact as to credit worthiness or recommendations or opinions of GIB.   

 

This report does not provide individually tailored investment advice. Any materials contained herein have no regard to the specific 

investment objectives, financial situation or particular needs of any specific recipient.  The document is provided for information 

purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. 

GIB makes every effort to use reliable, comprehensive information, but we do not represent that it is accurate or complete.  No 

representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the 

materials, nor are they a complete statement of the securities, markets or developments referred to herein.  Recipients should not 

regard the materials as a substitute for the exercise of their own judgement.  Any opinions are subject to change without notice and 

may differ or be contrary to opinions expressed by other business areas or groups of GIB as a result of using different assumptions 

and criteria.  GIB is not under any obligation to update or keep current the information contained herein. 

 

The value of, and income from, your investments may vary because of changes in interest rates or foreign exchange rates, securities 

prices or market indexes, operational or financial conditions of companies or other factors.  Past performance is not necessarily a 

guide to future performance.  Estimates of future performance are based on assumptions that may not be realised.   

 

The information contained in this report is just for informational purposes.  Information does not constitute a solicitation, an 

offer, or a recommendation to buy or sell any investment instruments, to effect any transactions, or to conclude any legal act of 

any kind whatsoever.  GIB does not intend to provide investment, legal or tax advice through this report and does not represent that 

any securities or services discussed are suitable for any investor.  When making a decision about your investments and business, you 

should seek the advice of professional advisors. 

 

The report may contain statements that constitute "forward looking statements".  While these forward looking statements may 

represent GIB’s judgment and future expectations, a number of risks, uncertainties and other important factors could cause actual 

developments and results to differ materially from GIB’s expectations.  GIB is under no obligation to (and expressly disclaims any 

such obligation to) update or alter its forward-looking statements whether as a result of new information, future events, or 

otherwise.  The historical information is provided for information purposes only.  Performance figures are calculated before tax (if 

any) and after deducting ongoing fees and expenses.  The performance figures are historical and past performance is not necessarily 

an indication of future results.  Certain amounts (including %ages) included in this document may have been subject to rounding 

adjustments.  Accordingly, figures may not be an exact arithmetic aggregation of the figures to which they relate. The values and 

forecasts shown represent our current indicative valuations and forecasts of the relevant transactions, currencies, interest rates, 

commodities or securities as at the date shown. Any value or forecast shown herein is not an indicative price quotation. We 

expressly disclaim any responsibility for the accuracy of the values or forecasts shown, any errors or omissions in the report 

 

With the exception of information regarding GIB and save as otherwise specifically indicated, the information set out in this report 

is based on public information. We have, where possible, indicated the primary source of information.  We strongly recommend the 

recipients consult the primary source of information. Facts and views in this report have not been reviewed by, and may not reflect 

information known to, professionals in other GIB business areas.  

  

This Report, and the information contained herein (save to the extent that such information is publicly available) is confidential 

and may not be disclosed by you to any other person outside of your organization without our consent. 

 

GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or 

other right) in all information and content (including all text, data, graphics and logos) in this document.  All recipients must 

not, without limitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative 

works from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information, text, 

graphics, images from this document (excluding publicly available information) without the prior written permission of GIB. 


