Target 2.0 – 12 Nov 07

For the last few weeks I have been doing preparation for the Bank of England Target 2.0 competition, where a team of four have to take on the role of the Monetary Policy Committee and make a decision on the interest rates.
I have been focusing on the international economy aspect of the task.  Although world CPI seems to be relatively low and stable, higher inflationary prospects are on the horizon, with higher oil and food prices.  Nevertheless, I think that high oil prices have seemed to lost their power to shock the global economy because it accounts for less of world GDP than it so in the 1970s.  However, I am still uncertain about the effects of the credit squeeze on the real economy but there are signs that it could adversely affect the UKs financial markets.

But for the rest of 2007, growth in the UK has been revised up slightly, while growth for 2008 has been revised down, but not significantly.

The disturbing trends in the US market, the prosperity in the emerging markets and mixed signs in the euro zone have an unsettling effect on the UK economy.  Therefore, when I make my case to the judges on 22nd November, I will argue for a ‘wait and see’ policy and keep rates on hold.

However, the other team members have looked into the domestic economy in detail and the decision on what to do with interest rates will also be dependent on the data that they present.
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