
 

 
 
 
 
 
 
 
 
 
 
 
 
 

1: Global Environment and Risks 

















































































 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

2: Financial Markets 
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Financial Markets Slide 2September 2015

Summary

• Developed market policy and inflation expectations driven by China

• Monetary policy rate expectations now more diffuse
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Summary

• Developed market policy and inflation expectations driven by China

• Monetary policy rate expectations now more diffuse

• Risky asset price volatility global in nature

• Trigger was not higher expected interest rates…

• …but was against prevailing backdrop of low interest rate risks

• …and potentially characterised by evolution in market structure

Markets Weekly, w/c 24 August, 
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Correlations of global assets with Chinese equities

• Global correlations with Chinese assets have increased markedly over recent months.

S&P 500
1yr forward OIS

UK US

2009 - May IR 0.13 0.03 0.01

Since May IR 0.34 0.28 0.41

Change +0.21 +0.26 +0.40
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Monetary policy expectations
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Policy expectations summary table

UK US
Latest 
(26/08)

Last MPC 
(05/08)

Last FPC 
update 
(15/05)

Latest 
(26/08)

Last MPC 
(05/08)

Expected 
first rate 
rise*

Sep 2016 May 2016 July 2016 March 2016 Dec 2015

* - measured as the date when the instantaneous forward OIS curve crosses 75bps (UK) and 35bps (US).
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Policy expectations summary table

UK US
Latest 
(26/08)

Last MPC 
(05/08)

Last FPC 
update 
(15/05)

Latest 
(26/08)

Last MPC 
(05/08)

Expected 
first rate 
rise*

Sep 2016 May 2016 July 2016 March 2016 Dec 2015

Pace of 
tightening**

10 
bps/quarter

11 
bps/quarter

8 
bps/quarter

15 
bps/quarter

17 
bps/quarter

Medium‐
term rate***

2.0% 2.1% 1.9% 2.4% 2.5%

* - measured as the date when the instantaneous forward OIS curve crosses 75bps (UK) and 35bps (US).
** - measured as the pace between 75bps and 175bps (UK) and between 35bps and 135bps (US).
*** - measured by the instantaneous forward rate 5 years after the implied first rate rise.
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Long rates and breakevens
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Spillovers to risky asset markets
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Last week’s equity volatility
• Proximate trigger – no China 

stimulus; sharp falls in developed 
market indices

• One day outflows from equity mutual 
funds highest since 2007

• US equity ‘circuit breakers’ worked, 
but had other consequences

• Material losses for short-volatility 
strategies but banks apparently OK 

• Higher volatility reduced market 
making; possible contagion effects 
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Corporate credit
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US high yield corporate bond spreads

• Most of the widening in US high yield bond spreads attributable to energy firms
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Evidence on US high yield energy risks
• Risks

• Margin-pressured firms facing even lower oil prices with maturing 
loan facilities  higher probability of default

• Spill overs to broader high yield market
• Common investor base between energy and non-energy 

contagion to non-energy sector
• MI indicates that actively managed bond mutual funds have 

reduced energy holdings
• Some debt held by those better place to absorb losses

• But contagion risk remains
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US dollar corporate bond spreads

• US corporate releveraging one of the factors behind higher corporate bond spreads generally
• Corporate and emerging market bond mutual funds vulnerable to outflows 
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Summary

• Developed market policy and inflation expectations driven by China

• Monetary policy rate expectations now more diffuse

• Risky asset price volatility global in nature

• Trigger was not higher expected interest rates…

• …but moves occurred against backdrop of low interest rate risks

• …and were potentially amplified by evolution in market structure



 

 
 
 
 
 
 
 
 
 
 
 
 
 

3: Credit Conditions 
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Credit Conditions
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Agenda

Slide 2

• Corporate credit conditions

• Unsecured credit conditions
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Agenda

Slide 4

• Corporate credit conditions

• Unsecured credit conditions
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Credit Conditions September 2015

Differences in credit conditions across firm sizes remain

Slide 10

Oct Dec Aug Dec Jun Sep Dec Mar Jun Sep Dec Mar Jun Aug

Small

Medium

Large

Overall

20152011 2012 2013 2014

Tighter Normal Looser

Agents’ heatmap of corporate credit availability
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Credit Conditions September 2015

Summary – corporate credit conditions

Slide 14

• In most sectors, bank lending to companies has remained 
positive over the past few quarters.

• But other sources of finance continue to be important, 
particularly for larger companies.
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Credit Conditions September 2015

Agenda

Slide 18

• Corporate credit conditions

• Unsecured credit conditions
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Credit Conditions September 2015

• Initial work for 2015 stress test suggests average 
credit quality of borrowers has increased.

• The data are also consistent with risk‐based pricing 
of personal loans.

• There is more concern over easing in credit card 
terms, e.g. length of free balance transfer periods.

• But in general the risks from consumer credit 
portfolios remain small at present.

Market Intelligence

Slide 26
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Summary

Slide 27

• In most sectors, bank lending to companies has remained 
positive over the past few quarters.

• But other sources of finance continue to be important, 
particularly for large companies.

• Unsecured credit growth has been solid and is expected to 
continue, but not to rise much further.

• Direct risks from consumer credit to financial stability remain 
limited, however.



 

 
 
 
 
 
 
 
 
 
 
 
 
 

4: Domestic Real Economy 
 

















































































































 

 
 











































 

 
 
 
 
 
 

6: Costs and Prices 



































































 

 
 
 
 
 
 
 
 
 
 
 
 
 

7: Staff Presentation: Current Account and Policy 
Framework 

 
 
 
 
 
 






























