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Summary 

 

In 2012, the Bank of England agreed to transfer gilt coupon payments received within the 
Asset Purchase Facility to HM Treasury. That resulted in a “positive cash flow” from the 
Bank to HM Treasury of some £120 billion over the period since then.1 However, this 
becomes net zero when viewed from a “whole of government” perspective since the 
coupons came from the Consolidated Fund in the first place.2 

 

Now the Bank of England has decided to sell the gilts in the Asset Purchase Facility as part 
of its unwinding programme, which has already resulted in an emergency transfer 
payment from HM Treasury to the Asset Purchase Facility using the Contingencies Fund.3 
Further transfers are expected to total some £80 billion or so4 over the lifetime of this 
Parliament. 

 

 

Asset Purchase Facility cash flows (actual and projected) 5 

Under the current approach, payments will require voted funding from Parliament and 
will cause more gilts to be issued by the Debt Management Office. This will increase the 

 
1 Letter from the Governor to the Chancellor on the Asset Purchasing Facility 22 September 22 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1105813
/Gov_Cx_letter_on_APF_gilt_sales_22_Sep_2022__002_.pdf  
2 Berkeley, A., Tye, R. and Wilson, N. 2021. An Accounting Model of the UK Exchequer, 2nd edition. 
https://gimms.org.uk/wp-content/uploads/2021/02/An-Accounting-Model-of-the-UK-Exchequer-2nd-
edition.pdf  
3 Contingencies Fund Advance. Statement made on 19 October 2022, Statement UIN HCWS330. UK Parliament 
https://questions-statements.parliament.uk/written-statements/detail/2022-10-19/hcws330  
4 Bank Of England 2022. Asset Purchase Facility Quarterly Report - 2022 Q3. 
https://www.bankofengland.co.uk/asset-purchase-facility/2022/2022-q3#chapter-2  
5 Ibid.  

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1105813/Gov_Cx_letter_on_APF_gilt_sales_22_Sep_2022__002_.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1105813/Gov_Cx_letter_on_APF_gilt_sales_22_Sep_2022__002_.pdf
https://gimms.org.uk/wp-content/uploads/2021/02/An-Accounting-Model-of-the-UK-Exchequer-2nd-edition.pdf
https://gimms.org.uk/wp-content/uploads/2021/02/An-Accounting-Model-of-the-UK-Exchequer-2nd-edition.pdf
https://questions-statements.parliament.uk/written-statements/detail/2022-10-19/hcws330
https://www.bankofengland.co.uk/asset-purchase-facility/2022/2022-q3#chapter-2


amount of debt interest due to banks, increase government spending, and interfere with 
the Bank of England’s monetary policy. 

This paper lays out an alternative using existing resources and legislation that requires no 
further vote funding in Parliament, no additional debt interest payments, and likely 
restores the “positive cash flow” of the Asset Purchase Facility for the remainder of this 
Parliament. 

The procedure is simple and is as follows: 

1. Transfer the ~£90 billion of assets in the Issue Department of the Bank of England 
to the Banking Department and write them off against the Asset Purchase Facility 
Loan. 

2. Revalue the assets of the Issue Department under section 9(2) of the National 
Loans Act 1968. 

3. The Issue Department then receives a ~£90 billion asset from the National Loans 
Fund under s9(4) that is interest free due to section 9(4)(b). 

4. This asset should be held as a deposit in National Savings by the Issue Department. 
In the future, when banks buy notes from the Issue Department, the proceeds are 
deposited in National Savings, automatically increasing the size of the section 9(4) 
asset. 

The result is ~£90 billion of headroom in the Asset Purchase Facility to allow the unwinding 
to proceed without further involvement from Treasury. 

The rest of this paper explains the details. 



The Problem 

 

Quantitative easing (QE) has a fundamental issue. It buys gilts when the price is high and 
sells them back when the price is low. This loss in value is supposed to be absorbed by 
holders in the private sector. It’s one of the mechanisms by which monetary policy is 
supposed to work - making fixed-income holders feel poorer by altering their portfolio 
value (even though the redemption return remains the same). 

With QE in place that won’t happen for the assets that have been replaced. The private 
sector has the money, and the Bank of England holds the gilts. When interest rates rise 
the private sector banks get more money in the form of additional interest on reserves, 
but their asset values stay the same. Instead, the notional loss shows up in the 
government sector - exacerbated by the decision to sell gilts within the Asset Purchase 
Facility at a loss rather than holding them to redemption or have HM Treasury redeem 
them early under s14(6) of the National Loans Act 1968.6 

The result is that the Asset Purchase Facility, where the gilts are held, will have a notional 
negative cash flow of some £30 to £40 billion per year to be settled by HM Treasury. 

 

The Standard Solution 

 

The indemnity will be settled by HM Treasury transferring £40 billion to the Asset 
Purchase Facility which will then use it to reduce the size of their Bank of England loan. 
This amount will be quoted in HM Treasury’s supply estimates and nodded through by 
Parliament in a Supply and Appropriation Act. It will add to the size of government 
spending and allow those who are hard of accounting and understanding to do their usual 
political point scoring. 

However, in economic terms, the effect is straightforward. The Debt Management Office 
will sell £40 billion worth of gilts to banks as part of the daily cash management process. 
This will hoover up £40 billion of the ‘excess’ bank reserves already in the system. The 
effect will be the same as with the Bank of England’s sales - reserves at a low floating 
interest rate are removed and replaced with higher fixed interest rate bonds. 

In cash terms it means banks get paid more interest from the government sector, which 
has to be paid every six months as an additional coupon adding further to the quantity of 
government spending. 

The accounting extract for this solution, for a current year negative cash flow of £40 
billion, looks something like this: 

 

 
6 Section 14, National Loans Act 1968. https://www.legislation.gov.uk/ukpga/1968/13/section/14  

https://www.legislation.gov.uk/ukpga/1968/13/section/14


Step 0 Balance Sheet 

Entity Assets Liabilities 

Asset Purchase 
Facility 

Gilts 160 Banking Dept Loan 200 

HM Treasury Indemnity 40     

BoE Banking 
Dept 

Asset Purchase Loan 200 Bank Reserves 114 

  Other Deposits 86 

Banks 

Bank Reserves 114 Deposits 114 

    

National Loans 
Fund 

Balance to 
Consolidated Fund 

160 Gilts 160 

      

 

Step 1 Journal 

Entity Assets Liabilities 

Asset Purchase 
Facility 

HM Treasury 
Indemnity 

-40 BoE Loan -40 

 

BoE Banking 
Dept 

Asset Purchase Loan -40 Bank Reserves -40  

 

Banks 

Bank Reserves -40      

Gilts 40  

National Loans 
Fund 

Balance to 
Consolidated Fund 

40 Gilts 40  

 
 

Step 2 Balance Sheet 

Entity Assets Liabilities 

Asset Purchase 
Facility 

Gilts 160 Banking Dept Loan 160 

 

BoE Banking 
Dept 

Asset Purchase Loan 160 Bank Reserves 74  

Other Deposits 86  

Banks 

Bank Reserves 74 Deposits 114  

Gilts 40  

National Loans 
Fund 

Balance to 
Consolidated Fund 

200 Gilts 200  

 
 

 

  



The Alternative Solution 

 

An institutional analysis of the situation presents an alternative solution that is costless to 
HM Treasury, in terms of vote funding and ongoing interest payments, and which avoids 
HM Treasury from interfering with the Bank of England’s current monetary policy remit. 

Over the course of the last decade and a half, there has been another effect of the asset 
purchase policy that hasn’t, as far as I’m aware, been discussed anywhere else. There has 
been a marked increase in the Issue Department’s deposit balance with the Banking 
Department and a marked decrease in the quantity of HM Treasury assets it holds. 

Here’s an extract from the Bank of England Issue Department Accounts from 20077: 

 

 

 

 
7 Bank of England Annual Report 2007, p. 92. https://www.bankofengland.co.uk/-/media/boe/files/annual-
report/2007/boe-accounts-2007.pdf  

https://www.bankofengland.co.uk/-/media/boe/files/annual-report/2007/boe-accounts-2007.pdf
https://www.bankofengland.co.uk/-/media/boe/files/annual-report/2007/boe-accounts-2007.pdf


and the same extract from 20228: 

 

  

 
8 Bank of England Annual Report and Accounts, 1 March 2021 to 28 February 2022 
https://www.bankofengland.co.uk/-/media/boe/files/annual-report/2022/boe-
2022.pdf?la=en&hash=4876E42D75B731BEED602BABFBAF9CDF947D8BE0  

https://www.bankofengland.co.uk/-/media/boe/files/annual-report/2022/boe-2022.pdf?la=en&hash=4876E42D75B731BEED602BABFBAF9CDF947D8BE0
https://www.bankofengland.co.uk/-/media/boe/files/annual-report/2022/boe-2022.pdf?la=en&hash=4876E42D75B731BEED602BABFBAF9CDF947D8BE0


As you can see, the deposit with the Banking Department has gone from £49 million to 
£82,387 million. 

This increase is the solution to the Asset Purchase Facility problem. HM Treasury should 
direct the Bank of England to write off the Issue Department’s assets against the Asset 
Purchase Facility loan. This is standard advice. There is no point in having savings if you 
have debt. 

That would reduce the Asset Purchase Facility loan by at least £82 billion, which is 
sufficient to cover the projected cash flow for the rest of the current Parliament. 

All the assets could be transferred, they could be redeemed and then transferred (under 
s14A of the National Loans Act)9 or the transfer could be limited to just the existing 
Banking Department deposit.10 

Once the assets have been transferred, the Issue Department should be revalued under 
s9 of the National Loans Act 196811. 

This will result in a new s9(4) asset arising within the Issue Department from the National 
Loans Fund, that is interest-free (thanks to s9(4)(b)), and which will back the notes in issue 
from then on. 

HM Treasury should consider having this asset managed as a deposit in National Savings. 
This would allow the Issue Department to deposit the income from any further sales of 
notes into their National Savings account - automatically extending the s9 asset. All via a 
simple bank transfer. 

In addition, the intricate revaluation flows to and from the Issue Department that we see 
within the National Loans Fund accounts12 are permanently eliminated. Future Issue 
Department balance sheets would become pleasingly simple and descriptive. The 
accounts are not only correct but look correct. 

 

BoE Issue 
Dept 

National Savings 
Deposit 

86 Notes in Issue 86 

        

 

Notes in issue are indeed National Savings. 

Eliminating needless transactions is a small efficiency gain but a welcome one. 

 
9 Section 14A, National Loans Act 1968. https://www.legislation.gov.uk/ukpga/1968/13/section/14A  
10 The current elaborate dance where the Banking Department pays interest to the Issue Department to cover 
note costs incurred on note production and management by the Banking Department should be eliminated. 
Either the costs should be covered by HM Treasury as voted funding, or charged to the banks via the usual 
Bank of England cost-covering regulation fee.  
11 Section 9, National Loans Act 1968. https://www.legislation.gov.uk/ukpga/1968/13/section/9  
12 National Loans Fund Account 2021-22, HM Government HC 668, October 2022. 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1112371
/E02795570_HC_668_National_Loans_Fund_Annual_Report_21-22_Accessible.pdf  

https://www.legislation.gov.uk/ukpga/1968/13/section/14A
https://www.legislation.gov.uk/ukpga/1968/13/section/9
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1112371/E02795570_HC_668_National_Loans_Fund_Annual_Report_21-22_Accessible.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1112371/E02795570_HC_668_National_Loans_Fund_Annual_Report_21-22_Accessible.pdf


Overall, headroom within the asset purchase facility is increased by at least £82bn, all 
without any further vote funding from Parliament, any further use of the Contingencies 
Fund and without incurring any additional debt interest payments now or in the future. 

The accounting extract for this solution, assuming an s14A13 redemption route and the 
£40 billion current year negative cash flow as previously, looks something like this:  

 

Step 0 Balance Sheet 

Entity Assets Liabilities 

Asset 
Purchase 
Facility 

Gilts 160 Banking Dept Loan 200 

HM Treasury 
Indemnity 

40     

BoE Banking 
Dept 

Asset Purchase Loan 200 Bank Reserves 114 

    
Issue Department 
Deposit 

86 

BoE Issue 
Dept 

Banking Dept Deposit 86 Notes in Issue 86 

        

Banks 

Bank Reserves 114 Deposits 114 

        

National 
Loans Fund 

Balance to 
Consolidated Fund 

160 Gilts 160 

        

 

Step 1 Journal 

Entity Assets Liabilities 

Asset 
Purchase 
Facility 

HM Treasury 
Indemnity 

-40 BoE Loan -86 

    
Provision for future 
sales 

46 

BoE Banking 
Dept 

Asset Purchase Loan -86 
Issue Department 
Deposit 

-86 

        

BoE Issue 
Dept 

Banking Department 
Deposit 

-86    

National Savings 
Deposit 

86     

National 
Loans Fund 

Balance to 
Consolidated Fund 

86 National Savings 86 

        

 

 
13 Section 14A, National Loans Act 1968. https://www.legislation.gov.uk/ukpga/1968/13/section/14A  

https://www.legislation.gov.uk/ukpga/1968/13/section/14A


 

Step 2 Balance Sheet 

Entity Assets Liabilities 

Asset 
Purchase 
Facility 

Gilts 160 Banking Dept Loan 114 

    
Provision for future 
losses 

46 

BoE Banking 
Dept 

Asset Purchase 
Loan 

114 Bank Reserves 114 

        

BoE Issue 
Dept 

National Savings 
Deposit 

86 Notes in Issue 86 

        

Banks 
Bank Reserves 114 Deposits 114 

        

National 
Loans Fund 

Balance to 
Consolidated Fund 

246 Gilts 160 

    
National Savings 
Deposits 

86 

 

 


