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Guidance, Contingencies  
and Brexit

Mark Carney

I would like to discuss potential paths for 
monetary policy during the next, critical 
phase of the Brexit process. Note the 
conditionality of the phrase “potential 
paths.” The actual path for policy will de-
pend on the outlook for the economy 
which in turn will depend very much on 
how the Brexit negotiations evolve.

Importance of monetary policy

Monetary policy is always contingent on 
the economic outlook. This is broader 
than it being data dependent. In order to 

policy needs to adjust not only to news 
about current conditions but also to any 
changes in likely future circumstances.1) 
While it may be the Bank of England‘s 
Monetary Policy Committee (MPC) that 
sets interest rates, it is ultimately the 
economy that determines them. Mone-
tary policy will be most effective if agents 
can anticipate how policymakers will re-
act to changing conditions. But the pre-
dictability of monetary policy can break 
down when there are large structural 
changes in either supply capacity, equilib-
rium interest rates or trading relation-
ships.

In such circumstances, forward guidance 
can help anchor expectations and impro-
ve the effectiveness of monetary policy.

This generally wasn’t necessary during 
the Great Moderation, when the econo-
my was largely subject to a series of de-

be achieved without causing undesirable 
volatility in output and employment (so-
called “divine coincidence”2)).

Despite the crisis, divine coincidence has 
continued to reign in the euro area and 
the US. Large output gaps and below-tar-

-
cy in the same direction. That, unfortu-
nately, has not been the case in the UK 
economy, which has been subject to a se-
ries of major supply shocks over the past 

-
tion. Brexit is the latest and potentially 
largest example. 

Brexit is a regime shift that has markedly 
increased the range of possible outcomes 
for the UK economy and therefore the 
potential paths of monetary policy. The 
major Brexit contingencies include:

– The form of the new economic partner-
ship between the EU and UK;

– Whether the transition to that end 
state will be smooth or cliff-edged; and

– How agents in the economy (house-

react to these prospects, particularly the 
extent to which they are affected by the 
uncertainty during the negotiations and 
the degree to which they anticipate the 
outcome and pull forward adjustment.

The role of guidance

As the Brexit process continues and the 
answers to these questions become clear-

-
ance and monetary policy more broadly 

message is straightforward. From a mon-
etary policy perspective, the Bank of Eng-

land is ready for Brexit whatever form it 
takes.

I would like to review the MPC’s experi-
ence with forward guidance. The objec-
tive of forward guidance is to give in-
sights into the MPC’s reaction function – 
in other words, how the Committee will 
adjust policy when the outlook for 

-
fect world, guidance would be redun-
dant. People would know how the MPC 
intends to set rates over the future and 
how those intentions would adjust to 
economic developments in all eventuali-
ties – the so-called reaction function. But 
the world is complex and people don’t 
have endless time to devote to under-
standing monetary policy. In practice, 
therefore, guidance can be useful in pro-
viding people with information about 
how the MPC sets policy and, over time, 
in improving understanding of how mone-
tary policy will adjust to news.

Guidance thus helps people to think along 
with the Committee so that their expec-
tations about the path of policy adapt 
with ours as economic circumstances chan-
ge. This can make monetary policy more 
effective by reducing unwarranted vola-
tility in interest rate expectations and the 
extent to which the MPC has to move 

more those expectations are aligned with 
the policy path necessary to achieve the 

-
ty that policy objective will be achieved.

Guidance is not a promise of the future 
path of policy. And its use will not mean 
that all observers will agree on the likely 
path of policy for the simple reason that 
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not everyone will agree on the likely path 
for the economy. However, with guid-
ance, someone who has a different out-
look can better anticipate how the MPC 
will adjust once the scales fall from the 
Committee’s eyes. Again it is the combi-
nation of the economy and the primacy 

ultimately determines that path of policy.

MPC and the UK experience

-
most to UK households and businesses. 
This is particularly important during large 
structural or regime shifts when uncer-

-
ses or advance of wholesale changes to 
trading relationships, people’s expecta-
tions for monetary policy can understand-
ably diverge from its most likely path to 
the detriment of the economy’s perfor-
mance. Guidance is most useful at such 
turning points. The views of economists 

course, central to the transmission mech-
anism from Bank Rate, set by the MPC, to 
the various interest rates facing house-
holds and businesses and to asset prices 
more generally. Guidance can reinforce 
the transmission mechanism by reducing 
unnecessary uncertainty – not eliminating 
all uncertainty.3) It is not the same as 
guaranteeing the future stance of mone-
tary policy. Indeed, market participants 
can be expected to pay the closest atten-
tion to any explicit conditionalities around 

to update their expectations of policy as 
the outlook for the economy changes.

Finally, guidance should be seen in the 
context of a series of MPC initiatives to 
increase transparency. In recent years, 
the MPC has made major structural 
changes to our communications ranging 
from publishing statements each time we 
meet to the simultaneous release of Min-

-
icy Summaries on Super Thursdays to the 
provision of the detailed assumptions un-
derlying our projections. And last year, 
we introduced layered communications, 
with simpler, more accessible language 
and graphics to reach the broadest pos-

sible audience. Crucially, the Committee 
has also initiated an annual stock take of 
the supply side of the economy. It now 
publishes its best collective judgments on 
the natural rate of unemployment, the 
output gap, as well as the expected 
growth in productivity, labour supply and 
potential output. 

To draw out these points consider three 
examples of forward guidance by the 

when the economy began to recover 
from the worst downturn since the Great 
Depression. During previous periods of 

-

the correlation between survey indica-
tors and MPC votes seen in Chart 1). On 
the basis of this past behaviour, the MPC 
would have raised interest rates by 2 to 3 
percentage points between August 2013 
and the end of 2014. For anyone who 
might suggest the MPC should have fol-
lowed that reaction function, note that, 

in the summer of 2016 was running at 
-

tion around 1.25 percent.

Forward guidance

Five years ago, the MPC recognised that 
past should not be prologue. The MPC 
was pretty certain there was a large 
amount of slack, although it had ques-
tions over how much productive capacity 
had been destroyed following the crisis; 
how quickly productivity growth would 
recover; and whether labour supply 
would change in the wake of reforms 
and a heavy burden of household debt. 
Such uncertainties about supply meant 
that knowing what was happening to 

gauging the appropriate policy response. 
The historic reduced-form reaction func-
tion of the Committee, based on demand 
alone, would have been a poor guide to 
the expected path of policy.

That is why the Committee provided for-
ward guidance that explicitly linked any 
potential change in interest rates to the 

unemployment rate – a clear and widely 
understood indicator of the degree of 
slack.4) The Committee’s objective was to 
secure the nascent recovery while learn-
ing more about the supply capacity of 
the economy. The message the Commit-
tee gave UK households and businesses 
was simple: the MPC would not even 
think about tightening policy at least un-
til the unemployment rate had fallen be-
low 7 percent, consistent with the crea-
tion of around three quarter of a million 
jobs. We reassured households and busi-

and stagnation, the recovery would not 
be choked off prematurely.

Mark Carney

Governor of the Bank of England, London

Wie sieht der Austritt aus der Europäischen Union 
aus Sicht des Vereinigten Königreichs aus? Unter 
diesem Aspekt diskutiert der Autor mögliche 
Wege für die Geldpolitik in der nächsten Phase 
des Brexits. Er geht dabei auf die Erfahrungen des 
Monetary Policy Committee (MPC) der britischen 
Zentralbank mit der „Foward Guidance“  ein und 
erläutert, wie dieses Kommunikations- beziehungs-
weise Orientierungsinstrument den Märkten ge-
holfen hat, sich auf die künftige Entwicklung der 
Geldpolitik einzustellen. Den Brexit wertet er als 
den jüngsten und möglicherweise wichtigsten 
Angebotsschock für die britische Wirtschaft. De-
ren künftige Entwicklung ist ihm zufolge maßgeb-
lich davon abhängig, wie sich die Erwartungen 
von Haushalten und Unternehmen in Großbritan-
nien im Zuge des Brexits verändern. Die Bank of 
England sieht er, ungeachtet des Weges der briti-
schen Wirtschaft, für den Brexit bereit. (Red.)
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That guidance was effective. Surveys con-
ducted in the months that followed indi-
cated high awareness of it among compa-
nies, with almost half reporting that they 
expected Bank Rate to remain at low lev-
els for longer than they would have done 
were guidance not in place. And the ma-
jority said that the Bank’s policy guidance 

UK economic prospects. Household ex-
pectations also shifted markedly in favour 
of fewer and later rate increases.5) House-

to strengthen, reinforcing the economic 
momentum. In the event, the unemploym 
ent rate fell far faster than we had ex-
pected, falling below 7% in February 
2014. But even as the recovery strength-
ened and survey indicators of output 
growth reached levels previously associat-
ed with sharp policy tightenings (Chart 1), 
market expectations about the future 
path of policy remained subdued (Chart 
2). Participants understood the condition-
ality of guidance, as they and the MPC 
learned that there was still considerable 
spare capacity in the economy.

The MPC’s second use of guidance re-
sponded to another structural develop-
ment: the sharp fall in the equilibrium 
real interest rate, or r*.6) In February 2014, 
the Committee explained why it expected 
the equilibrium rate of interest to be much 

lower than in the past, and then out lined 
the possible consequences for policy.7) 
The Committee signalled that the policy 
path was likely to be different from the 
past. It observed that the appropriate 
path of interest rate increases to elimi-

target was expected to be gradual and, 
even once spare capacity had been ab-
sorbed, the appropriate level of Bank 
Rate was expected to be materially be-
low the pre-crisis average of 5 percent.

“Limited and gradual”

Out of that guidance came the phrase 
“limited and gradual”, so often repeated 
it has now become part of the monetary 
policy furniture. Importantly, it is widely 
recognised by UK households and busi-
nesses whose expectations of rate in-
creases have remained well anchored as 
the recovery has progressed (Charts 3b 

(Chart 3a). Similar guidance was subse-
quently adopted by the FOMC and ECB.8) 

As intended, “limited and gradual” guid-
ance has dampened interest rate volatili-
ty and reduced the correlation between 
interest rate volatility and economic un-
certainty.9) Both developments have in-
creased the degree of monetary policy 

stimulus, thereby reinforcing the recov-
ery during turbulent times.

Brexit consequences

The MPC is now in the process of review-
ing the possible range for the equilibri-
um real interest rate in the medium term. 

global equilibrium rates for the UK, and 
the possibilities that the global equilibri-
um real rate may rise as the global recov-
ery proceeds and that domestic cyclical 
factors such as the pace of public and pri-
vate balance sheet repair may shift. The 
Committee intends to provide informa-
tion about its updated view in its August 

My third example of guidance is associat-
ed with another major structural change: 
Brexit. To put the upcoming regime shift 
into context, consider what has already 
transpired merely in anticipation of pos-

service, capital and people. On the eve of 
the referendum, the MPC expected that 
a vote to leave would prompt the ex-

rise above the 2 percent target and 
growth to slow materially. That is exactly 
what has happened. Sterling fell sharply 
immediately following the result, and re-

Notes: Combined CIPS output survey is a weighted average of the Markit/CIPS 
PMIs for services, manufacturing and construction. Average MPC vote includes 
both decisions on Bank Rate and QE, with every extra 25 Pfund bn of asset 
purchases (gilts and corporate bonds) treated as equivalent to a 25bp cut in 
Bank Rate (see Joyce, Tong and Woods, 2011).

Sources: IHS Markit, ONS and Bank calculations

Sources: Bloomberg Finance L.P., IHS Markit, ONS and Bank calculations

Chart 1: Close correlation pre-crisis between  
output growth and policy

Chart 2: Forward market interest rates rose only modestly  
as unemployment fell quickly towards 7%
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mains some 15% below its late-2015 
peak before the referendum was called. 
Financial markets are valuing today what 
they expect tomorrow: a relative fall in 
real incomes as the UK moves toward its 

well above the 2 percent target, peaking 
at 3.1 percent late last year, an overshoot 
entirely due to the referendum-induced 
fall in the exchange rate.

And UK growth has dropped from the 
fastest to the slowest in the G7. The 

-
formed the MPC’s projections ahead of 
the referendum, which were conditioned 
on a vote to remain.10) That deceleration 
has occurred despite support from a much 
stronger-than-anticipated euro-area and 
global growth and much more suppor-

timely, comprehensive package of easing 
measures introduced by the Bank’s policy 
committees after the vote. 

The MPC now views the economy’s poten-
tial growth rate to be around 1.5 percent, 
about 60 percent of its pre-crisis average. 
That diminished rate of supply growth 

with the shallowest investment recovery 
in over half a century,11) lower growth in 
labour supply and modest productivity 
growth.

Trade-off management  
in exceptional circumstances

had increased by 1 percentage point less 
than the MPC had projected in May 2016. 
Factoring in the stronger-than-anticipat-
ed growth in the European and global 

policy, the shortfall increases to around 
1.75% - 2%. Even without taking those 
additional factors into account, average 
household incomes are currently 4% low-
er than the MPC had expected prior to 
the referendum, equivalent to over £ 900 
per household.12)

The MPC has repeatedly emphasised that 
monetary policy cannot prevent either 

Chart 3: Households and businesses have consistently expected increases  
in interest rates to be gradual and limited

when interest rates reached their highest level before they were next reduced. The curve is estimated 
using instantaneous forward overnight index swap rates in the 15 working days to 2 May 2018.

Sources: Bank of England, Bloomberg Finance L.P. and Bank calculations
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the necessary real adjustment as the UK 
moves to its new trading arrangements 
or the weaker real income growth likely 
to accompany that adjustment. Mone-
tary policy can, however, support the 
economy during the adjustment process. 
During these exceptional circumstances, 
the MPC is required by its remit to bal-
ance the trade-off between the speed at 

the support that monetary policy pro-
vides to jobs and activity.13) The MPC set 
out our framework for managing this 
trade-off including guidance on its toler-

-
get under exceptional circumstances.

Chart 4 illustrates the MPC’s framework 
for setting policy to manage this trade-
off. The red lines represent the potential 
trade-offs that the Committee could strike: 

-
shoot that it could be prepared to toler-
ate for a given amount of spare capacity, 

less weight the Committee places on out-
put stabilisation and the more it is willing 
to tolerate large output gaps in order to 

Chart 4 also demonstrates how the ex-
pected trade-off has evolved in successive 
Monetary Policy Committee forecasts 
since the referendum. It shows the MPC‘s 

-
tion on the vertical axis against those for 
spare capacity (the opposite of excess de-
mand) on the horizontal axis from suc-

2016. The projections are conditioned on 

the market yield curves prevailing at the 
time the forecasts were made.

Easing measures

Consistent with its remit, the MPC has 
judged that it has been appropriate to 

target over a longer period than the con-
ventional horizon of 18-24 months in or-
der to support jobs and activity at a time 
when uncertainty was elevated and the 
economy was slowing. It therefore imple-
mented a package of easing measures in 
August 2016 – shifting the trade-off up-
wards and to the right (from the green 
dot labelled “August 2016, no stimulus” 
to the blue dot labelled “August 2016“ 
in Chart 4).14)

Since then, the Committee has managed 
policy to diminish steadily the trade-off, 
increasing employment, using up the ex-
pected degree of spare capacity in the 
economy, and reducing the expected over-

-
tations have remained well anchored,15) 
the volatility of interest rates very low, 

-
ive.

Over the course of 2017, the steady ab-
sorption of slack and the prospect of 
moving into excess demand by Year 3 – 
evident in the dots showing the succes-

4 – reduced the degree to which it was 

appropriate to accommodate an extend-

As a consequence, the MPC began to re-
move some of the stimulus policy had 
been providing raising Bank Rate to 0.5 
percent last November (the red dot in 
Chart 5).

A guidance stocktake

As the UK enters the most critical phase 
of the Brexit negotiations, it is useful to 
take stock of forward guidance and its 
potential role during the upcoming peri-
od. The interest rate expectations of 
households and businesses have re-
mained in line with the MPC’s limited 
and gradual guidance (see Charts 3b and 
3c). The MPC’s guidance has anchored ex-

-
est rates will rise at a gradual pace and to 
a limited extent (Chart 3a). Guidance has 
dampened the volatility of interest rates, 
consistent with the expected and actual 
path of policy rates. Guidance has re-
duced the impact of economic uncertain-
ty on short-term interest rates. The re-
sponsiveness of market interest rates to 
economic data has generally been higher 
in the UK than in the US or euro area.

While there have been occasions where 

somewhat from upcoming MPC deci-
sions, these should be kept in perspec-
tive. Divergences have generally been 
modest moves around the exact timing 
of a few rate increases over the next few 
years, as opposed to the launch of the 

Source: Bank of England Source: Bank of England

Chart 4: MPC has managed the trade-off16)
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sharp tightening cycles of days gone by 
(6 to 8 rate increases over 12 to 15 
months (Chart 3)). Short-term interest 
rate volatility in the UK has been in line 
with that in other major economies and 
is very low relative to history, only in the 
5th percentile of its historical distribution 

remained well anchored despite a series 
-

nancial conditions have remained highly 
supportive, reinforcing the recovery.

Guidance into Brexit

Now, with the excess supply in the econ-
omy virtually used up and the Brexit date 
looming, monetary policy could travel 

consistent with the MPC’s current central 
projection which assumes a smooth tran-
sition to a Brexit that is the average of a 
range of outcomes. In this case, the Com-
mittee’s reaction function will become 
conventional again, with the path of pol-
icy driven primarily by demand.

A sharper Brexit could put monetary poli-
cy on a different path. For example, if 
the transition were disorderly, or the end 
state agreement materially worse than 
the average potential outcome, then the 
MPC could once again be confronted by 

a trade-off between the speed with 

the support policy provides to jobs and 
activity. On this path, the MPC can be ex-
pected to set policy to manage any trade-
off using the framework it applied fol-
lowing the referendum. The dependence 
of policy on which Brexit path is taken is 
one reason why guidance remains valu-
able during this crucial phase. Let me ex-
pand, beginning with the MPC’s current 
policy stance.

The MPC published its latest assessment 
-

port. In the MPC’s central forecast, condi-
tioned on the gently rising path of Bank 
Rate implied by current market yields, 
GDP is expected to grow by around 
1.75% per year on average over the fore-
cast period. While modest by historical 
standards, the projected pace of GDP 
growth over the forecast is nonetheless 
slightly faster than the diminished rate of 
supply growth, which is projected to av-
erage around 1.5% per year. Recall that 
the MPC now publishes all of its key as-
sumptions about supply.

In the MPC’s central projection, a small 
margin of excess demand emerges by 
early 2020, feeding through into higher 
rates of pay growth and domestic cost 

to fall further over this year as the im-
pact of sterling’s past depreciation con-

-

at the 2% target around mid-2020. As 
the MPC has stressed, were the economy 
to develop broadly in line with the May 

tightening of monetary policy over the 
forecast period would be appropriate to 

at a conventional horizon.

One simple way to illustrate the potential 
need for modest rate rises is to look at 
the Committee’s projection conditioned 
on a constant rate. In it, excess demand 
increases to close to 1% of GDP three 

above target at 2.4% at years 2 and 3 
(Chart 6).

Alternative scenarios

Of course, as the Committee has made 
clear before, its guidance about the likely 
gentle path of rate increases depends on 
the economy evolving broadly as expect-
ed – in particular, whether growth in de-
mand exceeds that of supply. That might 
not happen. For example, the weakness 
in demand at the start of the year could 

nomic climate, not the temporary effects 
of adverse weather as the Committee cur-
rently assesses. In particular, there is 
somewhat greater uncertainty about the 
near-term momentum in consumer spend-
ing at present, given recent weakness in 
consumer credit and the housing market 
across a range of indicators. Growth in 
consumer credit, particularly credit cards, 
slowed sharply in March. Retail sales vol-

-
ings in the retail sector rising. And activity 

dued, despite very low mortgage rates.

The MPC’s projections assume that house-
holds will increase their spending broadly 
in line with their real incomes, as the 
squeeze following the Brexit vote comes 
to an end. The bar is relatively low as it 
implies household spending growth at 
half its pre-referendum pace and one 

Chart 6: With no monetary policy tightening, excess demand builds  

Source: Bank of England
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third of its pre-crisis clip despite record 
employment and rising real wages. But 
there is a risk that households could opt 
to save rather than spend as their real in-
comes recover. The more the expectations 
of households for Brexit resemble those 

more growth is likely to slow below its 
trend. Excess supply would therefore  

widen, dampening the expected increases 

(Chart 7).17) Monetary policy would be ex-
pected to respond.

In the opposite direction, growth could 
surprise on the upside, requiring mone-
tary policy to be tightened by a little 

more, a little sooner than in the May 
conditioning path. For example, if busi-
ness investment growth were to recover 
much more strongly than currently pro-
jected – perhaps because of improved in 
sentiment about progress on Brexit – 
then demand would grow well in excess 

throughout the forecast in the absence 
of tighter policy.18) These scenarios illus-
trate how guidance, by revealing the 
MPC’s reaction function, allows people to 
anticipate how policy will adapt as the 
circumstances change.

The other Brexit path

Now consider a different Brexit path 
where the transition isn’t smooth and/or 

MPC’s conditioning assumption. The 
Bank is doing all it can to reduce the risks 
of the former. We are taking steps to re-

-
it, just as we did around the referendum 
when we engaged in extensive contin-
gency planning with HM Treasury, for-

institutions. In particular, the FPC has 

and now publishes a quarterly checklist 
of progress towards their mitigation.

Wherever it can, the Bank is reducing 
-

ple, our stress test last year encompassed 
a wide range of UK macroeconomic risks 
and associated losses that could be associ-
ated with Brexit, including a disorderly 
exit, with UK GDP falling by almost 5 per-
cent, falls in commercial and residential 
property prices of over 30 percent, Bank 
Rate increasing by 4 percentage points 
and unemployment rising to 9.5 percent. 
UK banks were able to withstand that 
stress and still have more than adequate 
capital to maintain lending to households 
and businesses. To be clear, the Bank of 

have the balance sheets and liquidity po-
sitions to withstand a cliff-edge Brexit.

cannot self-solve, the Bank of England is 

Chart 7: Alternative scenarios

Source: Bank of England
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example, the Government has led by 
committing to put in place if necessary a 
temporary permission regime to ensure 

in the UK for a limited period after with-
drawal.19) And where the issues are cross 
border, the Bank is working with the ECB 
to manage risks in the period around 

through a new technical working group 
chaired by President Draghi and myself.

A more disorderly transition, or a materi-
ally different end state from our assump-
tion, would have implications for mone-
tary policy. To understand the MPC’s po-
tential response, businesses, households 
and market participants can draw on the 
Committee’s track record of managing 
the trade-off that emerged after the ref-
erendum, since exactly the same frame-
work would apply.

As then, the policy response would re-

sharper Brexit on demand, supply and 
the exchange rate. Given the exceptional 
circumstances, the Committee would 
have to decide whether to extend the 

target in order to provide support to jobs 
and activity. Although the exact policy 
response cannot be predicted in advance, 
observers know from our track record 
that, in exceptional circumstances, we 
are both willing to tolerate some devia-

period of time and that there are limits 
to that tolerance.

Ready for Brexit?

In recent years, the UK has faced a series 
of supply shocks and regime shifts that 

offs for monetary policy. Brexit is the 
most recent and potentially the most im-
portant of these. It will soon be entering 
a critical phase. The paths that the econo-
my, and monetary policy, could take from 
here are connected by the expectations 

markets. since the referendum was called, 
these have reacted at different speeds 
and to varying degrees to the prospects 
for the UK’s departure from the EU.

Financial markets, particularly sterling, 
moved quickly and sharply. Bank analysis 
suggests that Brexit remains the most im-
portant driver of short term market in-
terest rates since then (Chart 8).

Households looked through Brexit-relat-
ed uncertainties initially. But as the con-
sequences of sterling’s fall showed up in 

Wir beraten nicht nur den Mittelstand in Finanzfragen. 

fürs Leben zu geben.
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the shops and squeezed their real in-
comes, they have cut back spending 
growth to rates about one half of those 
pre-referendum.

Businesses have been somewhere in be-
tween. Since the referendum, they have 
invested much less aggressively than usu-
al in response to an otherwise very fa-
vourable environment – with global de-
mand growing strongly, limited spare  
capacity, relatively high rates of return 

uncertainties. Evidence from the Bank’s 
Decision Maker Panel survey indicates 
that drag took 3-4% off business invest-
ment last year. That effect persists, 

As the Committee has repeatedly stres-
sed, how the economy evolves will de-
pend on how these expectations change 
as Brexit progresses. On the one hand, in-
creased caution could drag on demand. 
On the other, if there is progress towards 
the new, deep and special partnership 
the government is seeking, a boom in in-
vestment and potentially consumption 
could be unlocked, boosting output. 

From a monetary policy perspective, the 
Bank is ready for Brexit. The MPC is well-
pre pared for whichever path the econo-
my takes. We have the tools we need. We 
will be prudent not passive. We will re-
spond to any change in the outlook in 
these exceptional circumstances to bring 

supporting jobs and activity, consistent 

Footnotes
1) Another dimension to uncertainty is ‘model’ un-
certainty around the structure of the economy. That 
is distinct from uncertainty about possible future 
events, or ‘shocks’, affecting economy. Model uncer-
tainty captures uncertainty around how the econo-
my responds to those events, including to changes 
in monetary policy itself.
2) See Blanchard, O., and J. Galí (2007). „Real Wage 
Rigidities and the New Keynesian Model“. Journal 
of Money, Credit, and Banking, 39(1), pp. 35-65.
3) In other words, the amount of volatility in inter-
est rates should match the amount of uncertainty 
surrounding the economy. There should ideally be 
no additional volatility, or risk premium, due to un-
certainty about how policy would respond.
4) For the full text of the guidance, see the minutes 
of the August 2013 MPC meeting, available at 
https://www.bankofengland.co.uk/minutes/2013/
monetary-policy-committee-august-2013. 
5) For more information, see the box on page 12 of 

6) This is the policy rate that, if allowed to prevail 
for several years, would keep economic activity at 

7) Secular drivers that had pushed down the equili-
brium rate prior to the crisis – including slower po-
tential growth, demographic forces, changes in in-
come distribution and excess saving in emerging 
markets – were likely to persist. Colleagues at the 
Bank of England estimate that these factors can ex-
plain around 400 of the 450 basis points fall in glo-
bal long-term equilibrium rates since the 1980s (see 
Rachel, L and Smith, T (2015), “Secular drivers of the 
global real interest rate”, Bank of England Working 
Paper No. 571). In addition, more cyclical factors, 
such as the protracted process of balance sheet re-
pair in both public and private sectors, had weighed 
further on the equilibrium real rate, causing it to 
turn sharply negative during the downturn. The 
MPC expected these forces to fade only gradually as 
the economy recovered. See Carney, M (2013), “The 
spirit of the season” at The Economic Club of New 
York; and the box on page 42 of the August 2014 

8) For example, in the minutes of its policy meetings 
since mid-2014, the FOMC has repeatedly stated 

that “a gradual approach to raising the target ran-
ge for the federal funds rate” was judged to be ap-
propriate, while the minutes of the ECB’s policy 
meetings have noted that “prudence, patience and 
persistence with regard to monetary policy re-
mained warranted”.
9) Part of the fall in volatility is likely to be due to 
rates being close to the lower bound, since this cuts 
off part of the lower tail of the distribution.
10) This was in line with the MPC’s standard ap-
proach to condition its projections on the govern-
ment policy of the time.
11) By contrast, growth in UK total investment out-

strong growth in spending on buildings. Dwellings 
investment (1.7pp) and spending on other buildings 
and structures (2.1pp) together contributed 3.8pp 
to total growth of 4.0%.
12) One third of the 4% shortfall in real wages ref-

-
most entirely accounted for by the referendum-re-

-
ker-than-expected nominal wages, the majority of 
which can be accounted for by weaker-than-antici-
pated productivity growth.

“shocks to the economy may be particularly large or 
the effects of shocks may persist over an extended 
period or both”. When this is the case, the challen-

remits directs that “[i]n forming and communi-
cating its judgements, the Committee should pro-
mote understanding of the trade-offs inherent in 
setting monetary policy”, including, importantly 
“the horizon over which the Committee judges it is 

14) Calculations at the time suggested that return-

could have cost ¼ million jobs and widened the out-
put gap to 1½%. See “Lambda”, speech by Mark 
Carney at the London School of Economics, 16 Ja-
nuary 2017.

-
port/2018/may-2018.
16) Each observation shows the central projection 
for spare capacity or excess demand at the end of 
the second year of the forecast period (the ‚Year 2‘ 
point) on the horizontal axis against the central 

ports. The left-most observation (labelled „Aug. 
2016 no stimulus“) is a counterfactual version of the 

fect of the MPC‘s Bank Rate cut, Term Funding  
Scheme and Asset Purchases removed. See ’Lamb-
da’, speech by Mark Carney at the London School of 
Economics, 16h January 2017, for further details 
and discussion.
17) In this scenario, consumers increase saving rates 
back towards pre-crisis levels, so that quarterly 
con-sumption growth is only around 0% – ¼% com-

port projections.
18) An alternative scenario that would also require 
a tighter path for policy is weaker supply growth
19) See the written statement to Parliament made 
by the Chancellor on 20 December 2017, availa - 
ble at www.parliament.uk/business/publications/
written-questions-answers-statements/written-sta-
tement/Commons/2017-12-20/HCWS382/.

Der Beitrag basiert auf einer Rede des Autors  
an die „Society of Professional Economists“ in 
London am 24. Mai 2018.
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Chart 8: Brexit news has been the main driver of UK interest rates
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with our remit. Our guidance means that 
those who follow us will be better able to 
anticipate our actions. It will make those 
actions more powerful. And it will help 
households and businesses consume, 

the UK determines its path forward.

Notes:  This decomposition is based on changes in UK 3-year interest rates in 30 minute windows around 
data releases and monetary policy announcements in the UK, US and euro area, and news about Brexit. 

Sources: Bloomberg Finance L.P. and Bank calculations
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