
Article URL

Published: January 12, 2026, 4:58 pm

The Bank of England Monetary Policy Committee put out the most extraordinary report
yesterday in support of its decision to keep interest rates at 5.25%, where they have,
wholly unnecessarily, been for sometime now.

In seeking to justify their decision, the Committee admitted that inflation is going to fall
to below 2% quite soon, and is likely to remain thereabouts for some time to come.

They also admitted that the likely impact on prices of current problems in world food
and commodity markets has already, probably, been priced to consumer supply chains,
and should not have, as a consequence, much further impact on prices.

They also suggested that pressure for wage increases is declining, as anyone could
have told them would happen as soon as the lag effect between price and wage
increases had worked its way through, as it inevitably does over a relatively short
period of time following the peak in inflation rates.

In some other key areas, such as utility bills, prices are falling. They do, however, note
that there are other areas, such as rents, where they are still rising, but do not make
the obvious association between this fact and their interest rate policy, which has been
largely responsible for that increase in rental charges.
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These facts are acknowledged in their inflation forecast (see chart above), which shows
that the Bank expects that its 2% target will be met throughout the entire period over
which it is making projections.

This then gives to the obvious question as to why we now need to move to a situation
not known for most of the last 15 or so years in the UK, where we might have positive
real interest rates in this country i.e. the rates payable to depositors of funds might
exceed the inflation rate that otherwise reduces the value of the funds that they save.
This is what their interest rate forecast - which suggests rates will not fall below 3.75% -
implies.

Such a situation always represents an economic environment where the income of
those who borrow and have to pay interest is reallocated by the banking system to
those who can save because they have no current use for their funds.

I stress when noting this that there is no reason for interest to be paid to depositors
excepting bank regulation. The banks themselves have no gainful employment for the
funds deposited with them because those funds are never used to fund bank loans,
which are always funded by the creation of new money. The payment to depositors is
for three reasons:
  
* Habit. It is presumed that banks need deposits to make loans, even though even the
Bank of England has admitted that is not true. 
* There is a residual belief, implicit in this practice, that banks are financial
intermediaries when that is not true.
* Because banking regulation requires that deposits be held. It does so to provide the
banks with capital to cover the risks of default, passing the apparent risk of bank failure
to depositors as well as shareholders, from which some of those depositors are
protected by government guarantee.  
In other words, there are no good reasons for bank deposits to be rewarded as they are,
except that it very much suits some in society that they should be, and the Bank of
England is intent on rewarding them.

The net consequence of this allocation of resources is reflected in the NIESR forecast for
the UK that was published yesterday. They suggested that those on the lowest incomes
in the UK are likely, over the coming years, to see the net value of their incomes fall by
maybe 2% per annum. Rents will be a big factor in this. In contrast, those with the
highest levels of income are likely to see their incomes grow by 7% or more per annum.
The coincidence of this outcome, when compared to government policy, which
invariably hits those dependent on the government hardest, combined with an interest
rate policy of the Bank of England, which is designed to deliver upward redistribution of
income and wealth to those who must borrow the hardest, cannot be avoided.

These high interest rates are, therefore, deeply destructive of collective well-being
within the UK economy. But are they necessary? For this I turn to IMF analysis, aided by
the FT's interpretations of the IMF's charts, which are clearer.
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The IMF analysed the causes of inflation in its most recent World Economic Outlook
report. The data is around page 5, so important is it. The FT interpreted this in a chart
in a recent Martin Wolf article as follows:

This should be compared with the IMF's chart of headline (red) and core (blue) inflation
in the UK:
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The overall patterns are, of course, identical.

The reality is that the vast majority of the inflation we suffered was due to shocks. It
was always going to go away once markets reacted to shocks. No action was required
by anyone to achieve this outcome.

The same is true of pass-through effects. These are as they imply: they are the
follow-on price impacts seen in prices not immediately directly affected by the initial
shocks, which follow-on price changes maintain price differentials with those things that
were impacted. Call these the profit-gouging effect, in other words, although the IMF
does not. As will be noted, these explain almost all the rest of inflation in the UK. No
action but time was required to tackle them either. They pass through, as the name
implies.

The rest is neither here nor there. As is obvious, wage pressure and labour market
conditions had almost no impact on inflation at all, despite all that the Bank said.

In other words, as I have always said, inflation was always going to go away. It is now
doing so.  There never was a reason to raise interest rates. Nor was wage restraint
required. But, the government and the Bank took the opportunity to create positive
interest rates to increase inequality in the UK, which harms growth whilst also seeking
to suppress the wages of most people.

Thye phrase 'never let a crisis go to waste' comes to mind. The Bank has not. It has
used the excuse of inflation to boost the upward redistribution of income in the UK at
cost to the vast majority of people in this country, and largely by maintaining a myth
about the nature of banking that even they have admitted is false.

Economic thuggery is rarely more apparent than this.
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