Funding the Future

Fisking the Bank of England interest rate announcement
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The Bank of England has just published this after announcing no change to interest
rates or quantitative easing this month. | add commentary in between quotations:

The MPC's latest projections for inflation and activity are set out in the accompanying
February Inflation Report. They are conditioned on a smooth adjustment to the average
of a range of possible outcomes for the UK’s eventual trading relationship with the
European Union and the gently rising path of Bank Rate implied by market yields.

In other words, it could all go horribly wrong if this assumption proves to be awry.

The world economy has continued to slow over recent months, with a broad-based
softening across all regions. That deceleration reflects the past tightening in global
financial conditions, as well as the initial impact of trade tensions on business
sentiment. Global growth is expected to dip below trend in coming quarters, weighing
on UK net trade, before rising to around potential rates. Activity is projected to be
supported by the more accommodative monetary policies in all major economic areas
that markets now expect.

And it could all go even more wrong if the world economy crashes, as it might well do.

UK economic growth slowed in late 2018 and appears to have weakened further in early
2019. This slowdown mainly reflects softer activity abroad and the greater effects from
Brexit uncertainties at home. These uncertainties could lead to greater-than-usual
short-term volatility in UK data, which may therefore provide less of a signal about the
medium-term outlook. Heightened uncertainty and elevated bank funding costs are
assumed to subside over time, as greater clarity on future trading arrangements is
assumed to emerge. These developments, together with looser fiscal policy, provide
support to domestic spending. In the Committee’s central projection, quarterly GDP
growth recovers later this year, with four-quarter growth rising to 2% by the end of the
forecast period.

It's already going wrong here. And it can only go right if Brexit is smooth, at least.
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Frankly, we have no idea if that will happen right now.

CPI inflation fell to 2.1% in December and is expected to decline to slightly below the
MPC’s 2% target in the near term, largely due to the sharp fall in petrol prices which
has occurred since November. As that effect unwinds, CPI inflation rises above 2%. The
MPC judges that demand and potential supply are currently broadly in balance. The
weaker near-term outlook is likely to lead to a small margin of slack opening up this
year. Thereafter, demand growth exceeds the subdued pace of supply growth and
excess demand builds over the second half of the forecast period. As a result, domestic
inflationary pressures firm, as the upward pressure on inflation of sterling’s past
depreciation wanes. Under the assumptions that condition the February Report,
inflation settles at a rate a little above the target.

Despite all our best efforts, all that QE and supposed full employment and a falling
pound we still can't find inflation. None of the models work any more.

The Committee judges that, were the economy to develop broadly in line with its
Inflation Report projections, an ongoing tightening of monetary policy over the forecast
period, at a gradual pace and to a limited extent, would be appropriate to return
inflation sustainably to the 2% target at a conventional horizon.

We're still pretending we could raise interest rates although we know there's a snowball
in hells chance that we will.

The economic outlook will continue to depend significantly on the nature of EU
withdrawal, in particular: the new trading arrangements between the European Union
and the United Kingdom; whether the transition to them is abrupt or smooth; and how
households, businesses and financial markets respond. The appropriate path of
monetary policy will depend on the balance of these effects on demand, supply and the
exchange rate. The monetary policy response to Brexit, whatever form it takes, will not
be automatic and could be in either direction. The MPC judges at this month’s meeting
that the current stance of monetary policy is appropriate. The Committee will always
act to achieve the 2% inflation target.

Whatever else happens stable money matters most. Nothing else matters, even if the
economy tanks on the way to achieving that goal.
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