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«They say things are happening at the border, but nobody knows which border» (Mark Strand) 

 

Monetary policy in the face of the covid-19 crisis: the 
interesting case of theUunited Kingdom 
 
by Marco Bodellini and Dalvinder Singh 

 

Abstract: In front of the first signals of the economic crisis caused by the Covid-19 pandemic the Bank 

of England has immediately intervened trying to limit the negative impact of the measures adopted by 

the Government to reduce the spread of the virus Accordingly, the British monetary authority has 

implemented several expansive non-conventional monetary policy measures, with the goal to support 

economic activities while enabling the banking and financial system to continue properly functioning, 

facilitating lending to businesses and households and allowing the Government to keep on issuing 

debt. The Bank of England’s initiatives have been both very relevant and innovative with regard to 

some of the measures adopted. Its experience thus is particularly interesting from an international 

perspective. 

 

Summary: 1. Introduction. – 2. The role of the Bank of England within the British system. – 3. The Bank 

of England Act 1998 and the Bank of England’s full independence in monetary policy matters. – 4. The 

Financial Services Act 2012 and the Bank of England and Financial Services Act 2016. – 5. The broad 

set of functions and powers of the Bank of England: an issue of accountability?. – 6. The relationships 

between the Treasury and the Bank and the former’s powers of override. – 7. The monetary policy 

measures adopted by Bank of England to face the Covid-19 crisis. – 7.1. The new quantitative easing 

program. – 7.2. The Ways and Means facility. – 8. Concluding remarks. 

 

1. In the face of the Covid-19-provoked crisis, the Bank of England (BoE or the Bank) has performed a 

fundamental function by quickly intervening with a view to reducing the economic damages caused by 

the pandemic and by the Government measures aimed at limiting the propagation of the virus. 

 

Through expansive non-conventional monetary policy measures,[1] its aim has been to tackle the 

economic activities reduction, while enabling the banking and financial system to keep on properly 

working, facilitating the flow of credit to businesses and households and allowing the British 

Government to continue issuing public debt.[2] 

 

The BoE’s initiatives have been particularly vigorous and, to a certain extent, innovative with regard to 

the measures implemented; therefore the British experience results particularly interesting. 
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In discussing the monetary policy measures adopted by the BoE to tackle the Covid-19 crisis, this article 

is divided as follows; after this introduction, section 2 focuses on the role of the Bank within the British 

system; section 3 analyses the Bank of England Act 1998 which has granted to the BoE the full 

independence in monetary policy matters; section 4 deals with the Financial Services Act 2012 and the 

Bank of England and Financial Services Act 2016; section 5 describes both functions and powers of the 

BoE, focusing on accountability issues; section 6 looks at the relationships between the Treasury and 

the Bank as well as on the former’s powers of override; section 7 focuses on the BoE’s monetary policy 

measures implemented to tackle the Covid-19 crisis and section 8 provides some concluding remarks. 

 

2. Over the last two decades, the BoE has gone through a number of reforms and structural changes 

impacting its functions, its powers and its internal organization.[3] Accordingly, its tasks have been 

significantly expanded, by including prudential supervision and crisis management, in addition to 

monetary policy and keeping financial stability, thereby transforming the UK system in a central-bank 

based system.[4] 

 

As a consequence, the BoE is today the British independent authority in charge for: a) micro and macro 

prudential supervision, b) supervision of market infrastructures, c) resolution and crisis management, 

d) monetary policy and central banking, e) issuance of bank notes, f) emergency liquidity assistance 

provision. 

 

Against this background, the BoE has a dual mandate(ortwin mandate) that encompasses both the 

objective of keeping price stability and the objective of maintaining financial stability (and, secondarily, 

the objective to support the Government’s economic policy, including growth and employment).[5] The 

Bank’s dual mandate is reflected in its internal organization which relies on a number of committees, 

namely: a) the Monetary Policy Committee (MPC), established in 1998, in charge for monetary policy, 

b) the Financial Policy Committee (FPC), established in 2012, with the task of identifying, monitoring 

and removing or reducing systemic risks to protect the financial system, and, c) the Prudential 

Regulatory Committee (PRC), established in 2016, in charge for making the most relevant decisions of 

the Prudential Regulation Authority (PRA).[6] 

 

Yet, such reforms were all adopted on the grounds that ‘a transparent, accountable and well-governed 

central bank is essential not only for effective policy, but also for democratic legitimacy’.[7] 

 

3. The BoE was eventually given full independence for monetary policy purposes in 1998 through the 

Bank of England Act 1998, even though, unlike in the case of other central banks, there is no 

‘declaration of independence’ protecting the Bank from political interference.[8] The fact the Bank’s 

independence is not enshrined in the Constitution can potentially make it easy to repeal it through 

ordinary legislation, although this is made unlikely by non-legal reasons.[9] 

 

In the 1990s a broad consensus had emerged in relation to the economic benefits arising from granting 

central banks ‘instrument independence’ over monetary policy.[10] In this regard, a distinction was 

made between ‘goal independence’, referring to the central bank being free to set its monetary policy 

goals, and ‘instrument independence’, referring to the central bank being free to choose the means 
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through which it tries to achieve its goals.[11] The second option was preferred also in the UK and 

accordingly, with the 1998 Act, the BoE was given statutory objective(s) for maintaining price stability 

and, subject to that, supporting the Government’s economic policy.[12] Against this backdrop, the MPC 

was created and provided with instrument independence in conducting monetary policy. 

 

On these grounds monetary policy is performed in the UK as follows: ‘1) Parliament sets the Bank the 

goal of maintaining price stability;[13] 2) Parliament empowers HM Treasury to define this on an 

annual basis;[14] 3) the Bank has operational independence in setting policy to achieve price stability 

(and is accountable to HM Treasury and Parliament for doing so); 4) yet this operational independence 

is not immutable and can be overridden by HM Treasury in extreme economic circumstances; 5) but 

should HM Treasury wish to do so, it can only do so transparently and with the approval of 

Parliament’.[15] 

 

4. As a legislative response to the global financial crisis of 2007-2009, the Financial Services Act 2012 

was adopted to give to the BoE responsibility for overseeing the UK financial system as a whole.[16] 

Accordingly, the FPC was established and a new regulator, the PRA, was set up, at the outset as a 

subsidiary of the BoE, and then it was incorporated within the Bank itself.[17] 

 

Since with expanded responsibilities ‘comes the need for effective transparency, genuine accountability 

and robust governance arrangements’,[18] in 2014 the BoE proposed a series of changes aimed at 

enhancing its transparency, accountability and governance.[19] 

 

In order to strengthen the ability of the Parliament and of the public to hold the Bank accountable for its 

actions, the latter proposed: 1) improvements to MPC transparency, including the publication of the 

minutes of its discussions and its Inflation Report alongside the announcement of its policy decision; 2) 

the publication of the minutes of Court of Directors meetings; 3) the simplification of the governance 

and structure of the Bank’s Court of Directors; 4) the alignment of the status of the FPC and the PRA 

Board with that of the MPC.[20] 

 

In relation to MPC transparency, the BoE, by accepting the recommendations formulated by Kevin 

Warsh, a former Governor of the Federal Reserve, in his Independent Review of the MPC’s 

processes,[21] decided to publish, with an appropriate delay (i.e. 8 years), the transcripts of that part of 

its meeting at which policy is decided, as well as both the minutes of its policy meetings and the 

Inflation Report at the same time as its policy decision.[22] 

 

The MPC decided also that it would have continued to meet monthly and to decide the stance of 

monetary policy at every meeting, but ‘from 2016, eight of the twelve meetings will be roughly evenly 

spaced throughout the year, with one meeting roughly halfway between each quarterly Inflation Report. 

The remaining four meetings will be used both to decide the monetary policy stance and to hold joint 

MPC-FPC discussions on topics of mutual interest’.[23] 

 

With regard to the cooperation between the MPC and FPC, both committees considered it appropriate 

to enhance their interaction by scheduling four joint meetings per year.[24] 
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Since April 2013, due to amendments to the 1998 Act, the Bank has published the minutes of its Court 

meetings six weeks after the meeting to which they relate, or, if there is no further meeting within that 

period, then two weeks after the date of the next Court meeting.[25] However, the minutes from 1914 to 

March 2013 had remained unpublished. Therefore, with a view to enabling the Parliament, through its 

Treasury Committee, to hold the Bank to account, the latter decided to publish also the minutes of the 

historical court meetings.[26] 

 

The Bank also proposed to simplify its governance structure as direction and oversight were split 

between two statutory Boards, i.e. the Court and the Oversight Committee, with overlapping 

functions.[27] Based on previous experience gained over 18 months, the BoE thought that a single 

unitary board could have been more effective both in managing the Bank and in delivering a more 

convincing framework for accountability.[28] 

 

The MPC was already a Committee of the Bank operating under objectives set in legislation, namely ‘to 

maintain price stability and, subject to that, to support the economic policy of Her Majesty’s 

Government, including its objectives for growth and employment.’[29] This structure was considered 

very effective and therefore it was suggested that also the FPC and PRC adopted the same structure.[30] 

 

The changes suggested by the BoE that needed legislative action to become effective have been 

implemented through the Bank of England and Financial Services Act 2016, whose most 

relevantelements are: 1) improvement of the accountability and governance of the BoE by making its 

Court of Directors a smaller, more focused and unitary board; 2) implementation of the 

recommendations of the Warsh Review by moving the MPC to a schedule of a minimum of 8 meetings a 

year; 3) finalization of the Governor’s ‘One Bank’ reforms by bringing the PRA within the Bank, ending 

its status as a subsidiary, and establishing a new PRC; 4) changes to the FPC, through making it a 

statutory committee of the Bank, in line with the MPC and the new PRC; 5) appointment of a new 

Deputy Governor for Banking and Markets in legislation, adding the position to the Court of Directors 

and the FPC; 6) bringing the Bank within the purview of National Audit Office (NAO) value for money 

studies, improving transparency and accountability for its use of resources; 7) further coordination 

arrangements between the Treasury and the Bank in protecting taxpayers and the wider economy from 

bank failures.[31] 

 

5. As mentioned, through the legislative initiatives adopted in the aftermath of the global financial crisis 

of 2007-2009, the BoE has been given a much broader set of functions and consequently of powers than 

it was previously the case. The Bank is indeed the monetary authority, the lender of last resort, the 

macro-prudential supervisor, the micro-prudential supervisor, the financial markets infrastructure 

regulator and the resolution authority. But as well-known, ‘with power comes responsibility’.[32] 

Against this backdrop, accountability plays a pivotal function for a democracy to properly function. 

Despite its evanescence, accountability has been clearly defined as ‘an obligation owed by one person or 

institution (the accountable) to another (the accountee) according to which the former must give 

account of, explain and justify the actions, omissions or decisions taken against criteria of some kind, 

and take responsibility for any fault or damage’.[33] For such an obligation to be properly discharged by 
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the accountable, which means for this system to work, then an accountee capable of holding the latter to 

account is needed. And in this regard, the existential question pertains to who can effectively act as the 

accountee, or in other words, ‘to whom should the Bank of England be accountable?’.[34] In a 

parliamentary democracy, Parliament is regarded as the best-suited institution to play the role of 

guarding the guardians of monetary and financial stability.[35] Even though this is true from a purely 

theoretical perspective, in practice typically an issue arises. In fact, for such a check and balance system 

to effectively function, Members of Parliament (MPs) need to have a deep understanding of monetary 

and financial matters as, otherwise, the control would simply be ineffective.[36] An efficient mechanism 

to enable MPs to successfully perform this task, which was proposed back in 1997, is the creation by the 

Treasury Committee of a sub-committee with the specific role of monitoring the Bank.[37] Of course, 

this mechanism of control can work if the members of such a sub-committee have ‘the technical 

expertise required to deal with monetary matters’ and are multi-partisan, on the very assumption that 

‘accountability requires knowledge’.[38] Accordingly, those MPs, who are members of the Committee 

(or sub-committee), are meant to act as a ‘filter for the house in holding the Bank of England 

accountable to Parliament’.[39] 

 

The BoE is accountable to parliament (House of Commons), to judicial review and to audit control. And 

it should also be accountable to the Treasury.[40] In this regard, the most critical aspect relates to the 

balance to be struck between the right amount of independence that the Bank should be given and the 

degree of accountability which should be proportionate to the powers and functions assigned to it. 

‘Indeed, if too much independence can lead to the creation of a democratically unacceptable ‘state 

within the state,’ too much accountability threatens the effectiveness of independence’.[41] The 

importance of independence arises from the need to de-politicise the ‘pursuit of monetary policy and 

financial stability’.[42] In this regard, ‘Parliamentary accountability provides the democratic legitimacy 

that an independent central bank would otherwise lack’.[43] 

 

Also, for an accountability mechanism to properly work, it needs to clearly set objectives or standards 

according to which an action or decision is to be assessed.[44] This is to say that ‘accountability implies 

an obligation to comply with certain standards in the exercise of power or to achieve specific goals’.[45] 

 

With specific regard to monetary policy, the BoE is meant to put in place measures with a view to 

reaching the inflation target set by the Chancellor. Such inflation target, therefore, ‘provides a clear 

quantifiable indicator’.[46] By contrast, in the area of financial stability there are no universally 

accepted standards to comply with. And this of course creates an issue in terms of accountability, since 

with no criteria to follow, then the content of the obligation becomes vague and its discharging difficult 

to assess.[47] 

 

Still, another important component of accountability relates to the distinction between ex ante 

accountability and ex post accountability, since accountability can be exercised either before/during the 

process of taking the decision/action, or after that the decision/action has been taken.[48] 

 

Significant is also the relationship between transparency and accountability. In this regard, whereas 

‘accountability is an obligation to give account of, explain and justify one’s actions’, differently 
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‘transparency is the degree to which information on such actions is available’.[49] The main issue with 

transparency is that it can end up creating panic. Accordingly, certain supervisory decisions require a 

degree of confidentiality, given the psychological connotations of bank panic and contagion.[50] This, 

by contrast, is not the case in the area of monetary policy where the arguments in favour of 

transparency largely overcome the ones relating to confidentiality.[51] 

 

A different issue pertains to the hierarchy between the different objectives that the Bank is meant to 

achieve and the possible conflict of interests between them. ‘Performance accountability is facilitated 

when there is one goal, rather than multiple goals, and when that goal is narrowly defined rather than 

formulated in broad terms. If there are multiple goals, a clear and unambiguous ranking is better than 

no ranking at all’.[52] 

 

In terms of procedures or mechanisms to enable parliamentary accountability, the following are 

regarded as useful instruments: 1) a full annual report of the Bank’s operations and accounts to be first 

debated by the Treasury Committee and then submitted to the House of Commons with an explanatory 

note drafted by the Committee itself; 2) a report drafted by the Court of the Bank once per year 

reviewing performances and procedures of the MPC to be presented first to the Treasury Committee 

and then submitted to the House of Commons with an explanatory note; 3) special reports which could 

be requested by the Treasury Committee and/or by the House of Commons in emergency situations or 

special occasions; 4) appearances of the Governor, Deputy-Governors and Members of the MPC before 

the Treasury Committee and the House of Commons both on a regular basis and in special 

circumstances; 5) the advice of the Treasury Committee to be requested for the appointment of the 

Governor and the Members of the MPC; 6) inflation targets, to be set by the Chancellor, should be first 

discussed by the Treasury Committee and then by the House of Commons.[53] 

 

6. The relationships between the Treasury and the Bank are based on strong cooperation and 

coordination between the two. ‘Accordingly, there is a broad suite of formal and informal mechanisms 

to manage when different views on issues of policy or a course of action to be taken emerge’.[54] 

 

The BoE operates in accordance with a statutory framework set by Parliament. Such a framework is 

designed to ensure that the Bank is free from day-to-day political influence and direction. Still 

coordination becomes particularly important in areas placed at the border between fiscal policy, 

monetary and financial stability. In this regard a review on the monetary policy framework conducted 

by the Treasury in 2013 ‘highlighted that the development of new unconventional instruments (such as 

Quantitative Easing) should include consideration with Government of appropriate governance and 

accountability arrangements to ensure that the respective objectives of the government and central 

bank are clear and transparent’.[55] The need for such fiscal central bank coordination in relation to 

such instruments is important because the instruments risk blurring the line between monetary and 

fiscal responsibilities, as such policies can 1) involve credit risk (which ultimately has implications for 

the taxpayer as governments back the public sector balance sheet) and 2) influence credit allocation 

(which raises the question about the appropriate role of central banks in such decisions).[56] 
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On top of all this, a wide range of supporting coordination mechanisms are in place between HM 

Treasury and the Bank, specifically in relation to the three statutory committees and also more 

generally.[57] 

 

However, in specified circumstances, HM Treasury has a set of backstop legal powers to override the 

Bank.[58] The four powers of direction that HM Treasury has over the BoE are: 1) general power of 

direction ‘in the public interest’, introduced as part of the post-war legislation that took the Bank into 

public ownership in 1946; 2) reserve power over monetary policy ‘in extreme economic circumstances’, 

retained by the Treasury at the time the Bank was granted operational responsibility for monetary 

policy in 1998; 3) power to direct the Bank to comply with EU law or other international obligations in 

the field of firm supervision, granted in 2012; and 4) specific power of direction as a crisis-management 

tool where public money is at risk, introduced as part of post-crisis legislative reforms.[59] 

 

These powers and their extension have led commentators to argue that ‘the Bank of England’s 

independence from HM Treasury is a complicated affair, and one which has evolved over time in a 

piecemeal fashion’.[60] 

 

7. In the face of the first negative effects of the pandemic on the British economy, the BoE has 

immediately intervened by taking a number of vigorous monetary policy measures aimed at achieving 

the price stability objective (inflation target of 2%),[61] on one side, and at limiting the recessive impact 

of the crisis, on the other side.[62] 

 

The main technique deployed to implement such measures has been the remarkable expansion of the 

Bank’s balance sheet[63] through creating reserves,[64] which has been further justified by the 

consideration that the BoE is meant not only to keep price stability but also to maintain financial 

stability, (and secondarily to support the Government’s economic policy, including growth and 

employment).[65] 

 

The most relevant measures so far adopted by the BoE have been: 1) Term Funding Scheme with 

additional incentives for SMEs (TFSME);[66] 2) Covid Corporate Financing Facility (CCFF);[67] 3) 

Asset Purchases Facility (APF);[68] 4) interest rates reduction from 0,75% to 0,1%;[69] 5) Contingent 

Term Repo Facility (CTRF);[70] 6) extension of the Ways and Means facility.[71] 

 

The BoE’s action has been supported by HM Treasury since the very beginning. Such close interaction 

between the two institutions has been particularly important to implement the CCFF, that is a tool 

meant to provide liquidity to large companies hardly hit by the crisis. The financing takes place through 

the purchase of commercial papers. The BoE acts on behalf of the Treasury that, therefore, bears the 

borrowers’ risk of default.[72] The CCFF is thus a Government program since it is the Government that 

decides the amount of the financing, the beneficiaries and the terms. The latter releases a guarantee to 

the BoE that in turn implements the Government’s decisions by creating reserves.[73]  

 

7.1. On 19 March 2020, the MPC decided to increase the size of the quantitative easing program already 

on-going up to the amount of 645 billion pounds,[74] equal to 7,4% of the British GDP.[75] The main 
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reason for this decision was the condition in which financial markets ended up in March 2020. Indeed, 

they experienced a tremendous shock that could be dealt with only through a massive quantitative 

easing program.[76] Interestingly, the program has been subsequently further increased of additional 

100 billion pounds on 17 June 2020[77] and of additional 150 billion pounds on 5 November 2020, 

reaching the total amount of 895 billion pounds.[78] 

 

The increase of the program is a remarkable element but what is even more significant is the underlying 

reasoning which supports the inherent decisions. In this regard, it has been argued that in a crisis like 

the one provoked by the pandemic it is better to err by adopting excessive measures which can then be 

reduced, rather than to take insufficient initiatives which could leave the economic system paralysed by 

low or even absent inflation.[79] The reason justifying such an approach is that should the economy 

stagnate due to low growth and absent inflation, monetary policy would not have effective instruments 

to intervene to reach the 2% target. Therefore, monetary authorities must act asymmetrically; namely, a 

reduction of monetary policy measures must be gradual, whereas, should a monetary stimulus be 

necessary, this should be provided very quickly.[80] Indeed, if thanks to expansive measures the 

economy were to be able to recover through sustained growth, monetary authorities would have the 

tools to reduce the measures before that excessive demand could create inflation. In the opposite 

scenario, by contrast, if the stimulus provided were to be insufficient, the economy would end up in a 

deflationary spiral almost impossible to handle, which in turn could provoke high costs in the long run, 

such as business failures and unemployment.[81] In other words, the main concern within the MPC is 

that the economic recovery could be to slow since this might result particularly expensive due to the 

inability of the economic system to fully operate.[82] 

 

It is also worth noticing that, although currently in the context of the quantitative easing program the 

purchase of financial instruments can take place only on secondary markets, the BoE has expressively 

declared that it will keep on assessing the appropriateness of buying instruments also on primary 

markets.[83] Such a position has made some commentators argue that the BoE could eventually change 

paradigm and purchase treasury gilts and corporate bonds at the time of their issuance.[84] 

 

7.2. In this context even the decision jointly made by the BoE and the Treasury to remove the cap to the 

so-called Ways and Means facility is very significant. The latter is a credit line provided by the BoE to 

the Treasury which used to be capped to the amount of 400 billion pounds. 

 

Through the removal of such cap, the aim is to enable the Treasury to borrow with no quantitative 

limitations from the BoE, that is thus meant to finance the former through the creation of reserves. The 

use of such credit line has been, nevertheless, limited through some restrictions aimed at preserving the 

Bank’s independence. Accordingly, the facility will be available only until the end of 2020 and will allow 

the Treasury to rely on extra financial resources should the market for Treasury gilts freeze due to the 

pandemic. This is particularly relevant in light of the massive public intervention put in place by the 

British Government to support the economy which in turn will determine a significant increase of the 

deficit and thus of public debt.[85] 
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From the balance sheet perspective, the way of working of this facility is not different from a 

quantitative easing program in which public debt is bought by the central bank. In both cases, the 

central bank issues reserves that are then used to finance the government. 

 

Yet, the very difference is that whereas in a quantitative easing program the initiative is taken by the 

central bank, in the case of the Ways and Means facility, after its granting and the removal of size 

limitations, the decision to draw it is made by the Government on its own.[86] 

 

Despite the introduction of some restrictions to its use (primarily its expiration at the end of the year), 

such a decision has opened up a lively debate among scholars, policy-makers and commentators 

principally focused on two main interrelated aspects. The first criticality relates to the potentially 

inflationary effect of such a credit line. The second one is that this measure can end up being pure 

monetary financing since the BoE creates central bank money to finance (at least potentially) the State’s 

deficit. The most serious concern pertains to the risk that the BoE’s independence could be reduced or 

affected, thereby undermining the very raison d’être of a central bank with monetary policy functions 

separated by the Government. 

 

Both criticalities have been analysed, discussed and tackled by the BoE. Particularly, according to the 

MPC, currently, there is no risk of inflation, since the Covid-19 crisis, by negatively affecting both 

demand and supply of goods and services,[87] will significantly decrease inflation, which could reach its 

target level of 2% only in 2022.[88] On top of this, because of its limited duration such a credit line will 

not be able to influence the BoE’s monetary policy and thus its ability to reach the inflation target.[89] 

 

In relation to the monetary financing concern, the BoE has publicly intervened arguing that this is 

mostly an issue of definitions.[90] The term ‘monetary financing’ is not always understood and 

interpreted in the same way, and according to the definition used by the BoE, the latter has stated there 

is no monetary financing taking place in the UK.[91] 

 

According to a commonly accepted interpretation, monetary financing takes place when public 

expenditures are financed through central bank money instead of through issuing sovereign bonds on 

the market. However such a characterisation would also qualify other monetary policy measures where 

the central bank creates reserves to finance the purchase of sovereign debt. Hence, the crucial point 

relates to the limit above which such a financing technique is no longer sustainable. Before the 

pandemic, the amount of central bank money in the UK was equal to 12% of the public debt while now it 

has reached 26%. Nevertheless, in Japan this ratio is 42%. This allows to argue that there is not a 

commonly accepted threshold beyond which the central bank’s financing of public debt is considered 

excessive. What seems to be relevant in this regard, on the contrary, is the investors’ confidence in the 

public finance of a given country and its sustainability in the long run resulting from the former 

willingness to keep on buying public debt. A reliable indicator is the interest rate charged to issue public 

debt.[92] 

 

The main concern in relation to monetary financing pertains to the creation of hyperinflation.[93] Yet, 

the difference between cases such as the Weimar Republic and cases of effective monetary policy to 
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reach the inflation target is to be found in the central bank’s independence from the government.[94] 

The risk of hyperinflation could arise when the decisions of the central bank are influenced by the 

government that tries to pursue fiscal objectives without caring about inflation, thereby creating a 

phenomenon called fiscal dominance.[95] 

 

On these grounds, the BoE has argued that a facility like the Ways and Means, although without any 

cap, cannot be qualified as monetary financing since it is temporarily limited and granted by an 

independent central bank.[96] 

 

8. The BoE has faced the Covid-19-provoked crisis by implementing extraordinary and non-

conventional monetary policy measures. Such expansive measures have been adopted also on the 

grounds that there is no perceived risk of inflation. 

 

The experience of the Bank of England is relevant also in relation to the concept of monetary financing 

by showing that there are different characterisations of such phenomenon. The latter is typically 

understood as public expenditures’ financing granted through the creation of central bank money. The 

main concern in this regard is about the risk of creating hyperinflation.[97] However such a risk might 

arise when the central bank’s monetary policy measures are heterodetermined by the government to 

reach fiscal objectives paving the way to a phenomenon called fiscal dominance.[98] 

 

With regard to quantitative easing programs, nevertheless, it has been observed that they do not 

automatically qualify as monetary financing[99] since they are mostly a monetary policy instrument 

used to reach the inflation target and support growth and employment.[100] Such extraordinary 

measures are typically adopted when interest rates reduction (id est a conventional measure) is no 

longer possible or it is insufficient to reach the target.  

 

Similar considerations have been advanced with regard to credit lines granted by the central bank to the 

government. According to the BoE, the crucial point in this regard is the level beyond which this 

financing technique is no longer sustainable. Since there is no universally adopted threshold, what is 

relevant from this perspective is the investors’ confidence in the country’s public finance as well as their 

willingness to keep on lending money to the government. 
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