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After yesterday's infographic on fiscal policy, it seemed right to do one on monetary

policy:

And a question. This one has been turned into a PDF, which can be downloaded here,

Monetary policy

Box 1
What is monefarg_policq?

® A government's monetary polic s
lno?\:j, credit and int:r?sl mt!amr:“i
Juri iction

* In the UK, it is largely controlled by the
Bank of England

& Tis decisions shape borrowing costs, saving
returns, investment and demand

* It also manages the quantiffive easing
and quantitative tightening processes

B,

ox 5 2
Higher rates inflate business costs | @
* Businesses pay more inferest i
# Landlords ﬁ higher mortgage costs i

* These casts may be passed inta prices and rents

. I-Ii;h imterest rates can themselves be
intlationary, then

¢ Tight monetary policy can, then, add o
inflation while weakening employment, investment
and housthold finances, which reduces demand

Box 2

Tnterest rates redistribute income

* Higher rates = borrowers pay more

* Mortgage holders, reaters, businesses and
government lose

¢ Banks, wealthy savers and owners of
financial asset gain

® This is a political choice, not & neutral adjustment

* With lower rates the oppesite is true

Box 6

Using the right response

* Supply shocks need direct qovernment achion, not
higher rates

® They can be tackled using requlation, price controls,
excess profit toxes and public investment to
overcome Supply chain issues

® And tax can be better ot withdrawing excess
spending puwer where demand is the problem

® Different causes of inflation requine diffecent policies

Box 3

The economic_impact

® High inferest rates lower investment

® They increase unemployment

® They reduce demand

® These suppesedly reduce the rate of inflation

* With low interest rate, the opposite may be true

Box 7

Money_paid to banks

* Monetary policy has created other problems

® The Bank of England has since 2006 paid
inferest on commergial banks’ reserve azcounts

® Bat these reserves are created by the state,
not the banks

. E&iﬂg inferest on all of them delivers large

lic' subsidies fo private banks
® Most reserve balances should rective lithe or ro interest
* e den't read to subsidise private banks

Box 4
Interest rates are a blunt tool

® Interest rotes con reduce demand

® But that can take a long time - the lag can be
up to twe years

® And excess” demand is net the enly couse of inflation

® Recent UK inflation came mainly %rem supply
shortages, high imported energy costs, Brexit,
war, and profiteering.

- Hightr inferest rabes comnot address these issues

® Using them cannot control; the inflation they create

Box 8 h
Democratic control ﬁ“ ;
® Mangtar N::ri ¢ g H—lm‘lEl

licy is
gl .
* IF is not co-ordinated with u\mi&g
* Too offen, the gavernment the two contlict
* We get bad econamic policy as a result
# The Bank of England sffem harms emplayment,
public services heme owmership, business, and
productive iwln;‘:t‘ - i
* Mane ' uld garve public 58,
mmm wealth from hmmipgp;m
® It needs fo be under Treasury control

Monetary policy is never neutral:

interest rates distribute income,

power and opportunity, so they must be judged lﬁ whom they serve

and by whether they solve the real cause of in

ation.
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