“When the facts change, I change my mind” – 20 Sep 07

On the front page of the FT today, there are two quotes which shows the U-turn that Mervyn King, the Governor of the Bank of England has made:

On 12th September he says “The provision of such liquidity support undermines the efficient pricing of risk…That encourages excessive risk-taking and sows the seeds of a future financial crisis” i.e. breeding moral hazard – this is from a letter to the Treasury select committee.

Yesterday – “We’ve taken this action because the situation has changed – there has been a run on a bank which has now been stopped…This is an example of decisive action on the right scale at the right time”.

The reason for the change in tactics can be one of two things – firstly, it could be what he claimed yesterday, that the situation has changed and therefore requires more action.  But it could also be that HM Treasury is influencing the ‘independent’ Bank of England.  Either way, it doesn’t look too good for King.

Today, the Governor has defended himself and argued that it would have been “irresponsible” for the Bank of England to have intervened at such an early stage, as it would have undermined confidence in the banking sector.  But surely, action at such a late stage, which led to the biggest bank run in 140 years has undermined confidence even more?

Although King has changed policy, maybe we should remember what the great Keynes once said – “when the facts change, I change my mind”…

