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I have already referred in another post to some of the economic nonsense that Rachel
Reeves wrote yesterday in the Daily Mail. I failed to note another of her absurd claims,
which was in this section:

Is Rishi Sunak being honest with you about his record in power? No… [ He ] will tell you
that he got inflation down. He didn’t.

Inflation rose when he was Chancellor of the Exchequer and it has only fallen because
of the decisions taken by the Bank of England to hike interest rates, leaving
homeowners paying higher mortgage bills.

As regular readers will know, I have long argued that this is utter nonsense. As even the
Bank of England has acknowledged, inflation in the UK arose because of external
factors. That began with price shocks from Covid reopening and then continued with oil
and food price shocks arising from the war in Ukraine. These then created knock-on
effects on other prices.

And, as I always argued, as these shocks worked through the system, price changes
were always going to return to normal rates, as they have now done.

This is true for all major economies. The scale and speed of change vary a little, but the
similarities are vastly more on iota than the differences.

So did the Bank of England’s interest rate increases do anything to solve the problem?
No, precisely nothing at all. The problem was solved by the shocks passing through the
system.

This is confirmed by a new academic paper by IMF researchers:
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https://www.taxresearch.org.uk/Blog/2024/05/26/rachel-reeves-does-not-understand-what-is-happening-and-why-in-the-economy-for-which-she-wants-to-be-responsible/
https://www.taxresearch.org.uk/Blog/2024/05/25/rachel-reeves-crass-claims-on-growth/
https://www.dailymail.co.uk/debate/article-13457721/Shadow-Chancellor-Rachel-Reeves-Britain-Labour-money.html
https://conference.nber.org/conf_papers/f197647.pdf


As they make clear, the shocks were external. The inflation was not made here.

But as they also note, the decline from the peak rate of inflation - most especially in the
UK - was simply because the shocks passed:

Monetary policy by the Bank of England eased both utterly unnecessary and simply
created a new crisis caused by high interest rates and rents.

In that case, the analysis Reeves offered in the Daily Mail is totally untrue. Or wrong. Or
unevidenced. Or grossly misleading. And totally unwise. You take your pick. Whichever
it is, it reveals her as totally unsuited to be Chancellor because she simply does not
understand what happened and why in the economy for which she wishes to be
responsible. And that is profoundly worrying.
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