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•	Mark Carney’s Unreliable Guidance
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Mark	Carney’s	Unreliable	Guidance
Do	you	ever	shout	at	the	radio?		It’s	an	odd	thing	to	do	–	but	you	know,	
sometimes	you	just	can’t	help	yourself.

It was when I was listening to Bank of England Governor, Mark Carney, on the “Today” 
programme a couple of weeks ago.  It wasn’t an interview that John Humphries was 
pursuing… more of a fireside chat, with Humphries’ pre-set questions generating 
answers that went entirely unchallenged.  

Carney’s polished and urbane style is well practiced and lulls you into an agreeable 
nodding acceptance of all that he says.  But then it hit me; in describing why interest 
rates are still at rock-bottom, he said “it’s very rare that you meet people who want 
interest rates to go up”.  I was so astonished that I nearly drove into the car in front!  
Call me Mr Picky but why doesn’t he try speaking to any of the millions of savers whose 
bedrock capital keeps the economy afloat?

The Bank’s enforced near-zero rate strategy is now in its sixth year of impoverishing the 
prudent and protecting the indebted.  Those who are financing the recovery are now 
typically 20% poorer than they were at the beginning of this recession.  So yes, negative 
real returns do matter and it’s perverse that the casualties of the crash are the witnesses 
- not the participants.  We take comfort that, in the end, market forces will rule the day.  

The smoke and mirrors of Carney’s ‘forward guidance’ suffered its first blow in February 
when it became apparent that unemployment would indeed fall below his 7% marker 
much sooner than he thought.  His guidance was then ‘modified’ to the need for a 
reduction in “the spare capacity in the economy … without stoking up inflation”!
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Last month, in his Mansion House speech, ‘forward guidance’ finally came off the rails 
when Carney said that economic growth “wasn’t being matched by increased wages 
or productivity” and therefore there was little prospect of an imminent interest rate rise.  
He went on to say that any future increases in interest rate would be “gradual and very 
limited”.  He even introduced the concept of future interest rates ‘normalising’ at levels 
of only half those that prevailed in earlier times.  He wanted us to forget the idea of a 5% 
‘normal’ interest rate – and think instead 2½-3%.  And still the mixed messages pour 
forth, with his credibility becoming ever thinner as uncertainties mount.

The Bank’s manifest reluctance to permit interest rates to rise recognises that our fledgling 
economic recovery is highly dependent upon debt servicing cost and credit availability.  
In this dangerous territory the Bank does all it can to control both of these variables.  
Interest rate suppression is now time expired and is fast becoming counterproductive.  
In recognition of this the Bank last week introduced credit controls into the mortgage 
market.  

The Bank will now intervene on mortgage lending by introducing a cap on loan-to-income 
and loan-to-value mortgage advances.  In this way the Bank seeks to quell the “hysteria” 
it considers has emerged in the domestic property market.  The Bank is, in effect, seeking 
to restrain by regulation that which would, under free market circumstances be limited 
by debt repayment cost.

This	near	Soviet-style	economic	intervention	sits	uncomfortably	within	our	
open-market	economy.		But	it’s	the	seemingly	inevitable	result	of	6	years	of	
Government	intervention.		Our	economic	recovery	is	now	so	dependent	on	
cheap	credit	that	market	forces	cannot	be	allowed	to	win	through	–	at	least	
until	after	the	next	Election.
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UK	House	Prices
House	prices	have	long	been	a	national	obsession,	our	perceived	measurement	
of	success	and	a	major	component	in	our	country’s	economic	performance.

The influence of property prices on the economy is both peculiar and unique.  Peculiar, 
because owner occupied property generates neither yield nor accessible return and 
unique because unlike us, many of our European neighbours would rather rent than buy.

Our post-war love affair with domestic property hasn’t been without drama.  The 
recessions of the early 70’s and 90’s caused many to reset their ambitions - but for 
the last 20 years the absence of price reversals allied to planning restrictions, low build 
numbers and population growth have fed the obsession.  This is most evident in London, 
where first-time buyer house prices have risen by a cool 26%* in the year to June 2014.  
Elsewhere around the country, house price inflation has been nothing like as rapid – but 
still averaged around 8%* over the same 12 month period.

The	 levels	 that	 house	 prices	 ultimately	 achieve	 has	 much	 more	 to	 do	 with	
availability	of	cheap	credit	than	outright	demand.		If	demand	was	the	ruling	factor	
then	 there	 wouldn’t	 be	 845,000	 habitable	 empty	 homes	 (www.emptyhomes.
com)	across	the	UK!

At their current levels, UK house prices are unique.  When compared with our European 
neighbours, in much of France an entirely acceptable 3 bedroom house can be yours for 
under 100,000 Euros, whilst in Spain, 7 years of falling prices have delivered their worst 
housing crisis in history.  Bank repossessions and high unemployment have resulted in 
an average 47% fall in Spanish house prices from the peak of 2007.  Add the combined 
effects of inflation and a stronger £/Euro exchange rate and its little wonder that UK 
buyers represent the highest proportion of all overseas purchasers of Spanish property.

So if we accept that the UK property market is unique and likely to remain so, the next 
question is whether our market is indeed riding to perilous heights or on the verge of a 
significant correction.

I’ll	give	my	views	on	this	tricky	question	in	Bulletin	45!

Geoffrey	Stait	–	16	July	2014
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*Source: Nationwide House Price Index.
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