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minutes/2023/december-2023.

The Bank of England Act 1998 gives the Bank of England operational responsibility for
setting monetary policy to meet the Government’s inflation target. Operational decisions are
taken by the Bank’s Monetary Policy Committee. The minutes of the Committee meeting
ending on 31 January will be published on 1 February 2024.
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Bank of England

Monetary Policy Summary, December 2023

The Bank of England’s Monetary Policy Committee (MPC) sets monetary policy to meet the

2% inflation target, and in a way that helps to sustain growth and employment. At its meeting
ending on 13 December 2023, the MPC voted by a majority of 6—3 to maintain Bank Rate at
5.25%. Three members preferred to increase Bank Rate by 0.25 percentage points, to 5.5%.

In the MPC’s November Monetary Policy Report projections, conditioned on a market-implied
path for Bank Rate that remained around 5%% until 2024 Q3 and then declined gradually to
4Y:% by the end of 2026, GDP was expected to be broadly flat in the first half of the forecast
period, in part reflecting relatively weak potential supply, and an increasing degree of
economic slack was expected to emerge from the start of next year. In the most likely, or
modal, projection, CPI inflation returned to the 2% target by the end of 2025 and fell below
the target thereafter. The Committee continued to judge that the risks to its modal inflation
projection were skewed to the upside, such that the mean projection for CPI inflation was
2.2% and 1.9% at the two and three-year horizons.

Since the MPC’s previous meeting, advanced-economy governmentbond yields have fallen
materially, including atshorter horizons, and risky asset prices have risen. Global GDP
growth has been a little stronger than projected in the November Report. Consumer price
inflation in the euro area and the United States has declined more quickly than expected.
There remain upside risks to inflation given events in the Middle East, although oil and
wholesale gas futures prices have fallen.

UK GDP was flat in 2023 Q3, in line with the November Report projection, and fell by 0.3% in
October. Based on the latest official and survey data, Bank staff expect GDP growth to be
broadly flatin Q4 and over coming quarters. The Committee continuesto consider a wide
range of data on developments in labour market activity. Employment growth is likely to have
softened, and there has been further evidence of some loosening in the labour market.

Relative to the assumptions in the November Report, the fiscal measuresin the Autumn
Statement are provisionally estimated to increase the level of GDP by around %% over
coming years. As these measures will probably also boost potential supply to some extent,
the implications forthe Committee’s output gap projection, and hence inflationary pressures
in the economy, are likely to be smaller.

Annual private sector regular Average Weekly Earnings (AWE) growth declined to 7.3% in

the three months to October, 0.5 percentage points below the November Report projection.
That has brought AWE somewhat more into line with otherindicators of pay growth, which

have fallen below 7%. There remain upside risks to the outlook for wage growth, including

from the possible effects of the recently announced increase in the National Living Wage.
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Twelve-month CPl inflation fell sharply from 6.7% in September to 4.6% in October. Services
price inflation declined to 6.6%, although much of the downside news relative to the
November Report reflected movements in components that may not provide a good signal of
underlying trends in services prices and of persistence in headline inflation.

CPlinflation is expected to remain near to its current rate around the turn of the year. In
particular, services price inflation is projected to increase temporarily in January, related to
base effects from unusually weak price movements at the start of this year, before starting to
fall back gradually thereafter. The near-term path for CPI inflation is somewhatlower than
projected in the November Report, in part reflecting recentdeclines in energy prices.

The MPC'’s remit is clear that the inflation target applies at all times, reflecting the primacy of
price stability in the UK monetary policy framework. The framework recognises that there will
be occasions when inflation will departfrom the target as a result of shocks and
disturbances. Monetary policy will ensure that CPI inflation returns to the 2% target
sustainably in the medium term.

Since the MPC’s previous decision, CPlinflation has fallen back broadly as expected, while
there has been some downside news in private sector regular AWE growth. However, key
indicators of UK inflation persistence remain elevated. As anticipated, tighter monetary policy
is leading to a looser labour market and is weighing on activity in the real economy more
generally. Given the significantincrease in Bank Rate since the start of this tightening cycle,
the currentmonetary policy stance is restrictive. At this meeting, the Committee voted to
maintain Bank Rate at 5.25%.

The MPC will continue to monitor closely indications of persistentinflationary pressures and
resilience in the economy as a whole, including arange of measures of the underlying
tightness of labour market conditions, wage growth and services price inflation. Monetary
policy will need to be sufficiently restrictive for sufficiently long to return inflation to the 2%
target sustainably in the mediumterm, in line with the Committee’s remit. As illustrated by the
November Monetary Policy Report projections, the Committee continues to judge that
monetary policy is likely to need to be restrictive for an extended period of time. Further
tightening in monetary policy would be required if there were evidence of more persistent
inflationary pressures.
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Minutes of the Monetary Policy Commitiee
meeting ending on 13 December 2023

1. Before turningtoits immediate policy decision, the Committee discussed: the
international economy; monetary and financial conditions; demand and output; and supply,
costs and prices.

The international economy

2. UK-weighted global GDP was estimated to have grown by 0.5% in 2023 Q3, a touch
stronger than projected in the November Monetary Policy Report. Growth among advanced
economies had diverged, with significantly weaker growth in the euro area than in the United
States. In Q4, global GDP growth was expected to slow to 0.4%.

3. Euro-area GDP had contracted by 0.1% in the third quatrter, just above the November
Report projection, and was expected to be flatin 2023 Q4. Near-term indicators such as
services and manufacturing output PMIs had stabilised over recent months, albeit at levels
indicating a contraction in activity. Industrial production had remained weak, particularly in
energy-intensive sectors.

4. By contrast, US GDP had grown by 1.3% in 2023 Q3, stronger than had been expected
in the November Report, but was projected to slow markedly in the fourth quarter. Recent
data releases had shown signs of softening consumption growth, and both services and
manufacturing ISM PMIs had weakened relative to the third quarter.

5. In China, GDP had grown by 1.3% in 2023 Q3. Going forward, growth was expected to
slow given relatively weak momentum in recent indicators such as PMIs. Annual consumer
price inflation in China had turned negative over recent months, in part accounted for by
lower food prices.

6. Sincethe MPC’s November meeting and despite the continuing conflictin the Middle
East, the Brentspot oil price had fallen by 17%, to around $75 per barrel, owingto a
combination of slowing global demand, evidence of supply increases from non-OPEC
countries, less binding OPEC supply cuts than had been anticipated by market participants,
as well as healthy US inventory growth. European wholesale gas spot and near-term futures
prices had fallen by nearly 30%, as storage levels were almost full going into winter and as
forecasts of warmer weather had curbed demand expectations, while supply had been
boosted by a re-opening of Israel’s production capacity.
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7. The Committee discussed the relative extent of disinflation across advanced economies
and the risks around the global inflation outlook. Consumer price inflation had declined more
quickly in the euro area and the United States over recent months than had been expected in
the November Report. According to the flash estimate, annual euro-area headline HICP
inflation had fallento 2.4% in November. Energy and food prices had contributed to the
decline, and core goods and services price inflation had also declined such that core inflation
had fallen to 3.6%. In the United States, headline CPlinflation had fallento 3.1% in
November, with energy price deflation contributing to the decline. Core CPI inflation had
remained more stable in recent months, at 4.0%, as core services price inflation had eased
more slowly.

8. Relative to both economies, core inflation had fallen back by less in the United Kingdom,
to 5.7% in October, reflecting smaller declines so far in core goods price inflation and more
elevated services price inflation. To the extent that they were broadly comparable, measures
of wage inflation were also considerably higherin the United Kingdom than elsewhere, even
though there were signs of easing in all three economies.

9. Looking forward, domestically generated inflationary pressures in most advanced
economies remained elevated and could yet keep headline inflation above central bank
targets for some time. There was also a risk that developments in the Middle East could lead
to a renewed rise in energy, and potentially other traded goods, prices. Such a shockwould
push inflation higher once again, and could interact with inflation expectations and lead to
second-round effects.

Monetary and financial conditions

10. Since the Committee’s previous meeting, governmentbond yields had fallen materially
across major advanced economies, including at shorter horizons. Corporate credit spreads
had also declined and equity prices had picked up.

11. Market pricing suggested that policy interest rates in most major advanced economies
were at their expected peaks and would remain there for several months. In contrast to
developments during much of this year, recent economic news had had less impact on
expected peak policy rates, which had remained relatively stable. Instead, recent news had
tended to affect, and on netreduce, the length of time policy rates were expected to stay at
the peak.

12. In the United Kingdom, all of the respondents to the Bank’s latest Market Participants
Survey (MaPS) expected Bank Rate to be leftunchanged atthis MPC meeting. The median
MaPS respondentexpected Bank Rate to remain at 5.25% until the second half of 2024,
before declining gradually. Option-implied market pricing suggested that market participants



Bank of England Page 3

had increased the probability they placed on Bank Rate remaining atits currentlevel in three
months’ time. The fall in longer-term UK governmentbond yields since the previous MPC
meeting had been somewhatless pronounced than in the United States and in the euro area.
Broadly consistentwith this, the sterling effective exchange rate had ended the period around
2% higher.

13. Despite havingfallen since the MPC’s previous meeting, ten-year governmentbond
yields across major advanced economies remained materially higherthan at the start of the
currentmonetary policy tightening cycle, by around 325 basis pointsin the United Kingdom.
There was some evidence that UK long rates had been more sensitive to changesin short
rates during this tightening cycle than during the period before the global financial crisis,
perhaps because of changes in market participants’ perceptions about the level of the neutral
rate of interest and aboutinflation persistence.

14. Medium-term inflation compensation measures in the United Kingdom had fallen slightly
relative to the MPC’s previous meeting. Although interpreting the level of these measures
continued to be difficult, they had remained lower than their peak in March 2022, but above
their average levels of the previous decade. The median MaPS respondent’s expectation for
CPlinflation three years ahead was 2.0% in the latest survey, down slightly relative to the
previous survey.

15. Aggregate sterling netlending by banks (M4Lex) had fallen in October, and the twelve-
month growth rate had continued to be negative, albeit slightly less so than in September.
Within that, annual growth in gross mortgage lending had slowed further. Quoted rates on
fixed-rate mortgage products had fallen further since the MPC’s previous meeting, largely
reflecting the pass-through of reductions in their corresponding risk-free reference rates.

16. The annual growth rate of aggregate sterling broad money (M4ex) had remained
negative in October, at around -3%. Within that, annual growth in household deposits had
continuedto slow, such thatthe ratio of household deposits to gross disposable income,
which had increased sharply during the Covid lockdown period in 2020, had now fallen to just
above its pre-Covid level.

Demand and output

17. The level of real GDP had been unchangedin 2023 Q3, in line with expectations at the
time of the November Monetary Policy Report, butweaker than the positive growth that had
been recorded during the first half of the year. Domestic demand growth had been weaker
than expected in Q3, with household consumption estimated to have fallen by 0.4%, and
business and housing investmentdown by 4.2% and 1.3% respectively.
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18. Monthly GDP had fallen by 0.3% in October, weaker than had been expected though
following a 0.2% increase in September. The declinesin outputhad been broad based
across the services, production and construction sectors. Abstracting from volatility in
government health services output, market sector activity had fallen to its lowest level since
December 2022.

19. Setagainstthat softness, the S&P Global/CIPS UK composite output PMI had risen back
above 50 in November, consistentwith broadly unchanged GDP. Business survey indicators
of future growth had also remained more positive. The latest intelligence fromthe Bank’s
Agents suggested that demand had weakened slightly further over recent weeks, however.
Overall, Bank staff now expected GDP to be flatin 2023 Q4, compared with the 0.1% positive
growth that had been projected in the November Report.

20. Signsof weakeningin household consumption had become more evidentsince the
MPC'’s previous meeting. Real household labourincomes looked to have continued to rise
during the second half of the year. Nevertheless, retail sales volumes had declined by 0.3%
in October, following a 1.1% fall in September, which had taken spending to its lowestlevel
since the 2021 Covid lockdown period. The Bank’s Agents had also reported flat or falling
consumer goods volumes compared to a year ago. GfK consumer confidence had risen in
November, although ithad been broadly flat since the spring at an historically weak level.

21. Alongside continued falls in housing investment, indicators of housing market activity and
prices had remained weak. The UK House Price Index had declined by 0.5% in September
butthat had reversed a similar-sized increase in August, and prices had been broadly
unchanged over the previous year. More timely indicators of prices had picked up a little over
recent months. A range of indicators of housing construction activity were consistentwith a
further decline in dwelling investment at the end of this year.

22. The Autumn Statementhad taken place on 22 November, accompanied by an Economic
and fiscal outlook from the Office for Budget Responsibility (OBR). The OBR had judged that
the medium-term fiscal outlook had improved, with receipts being boosted by the interaction
of higher nominal earnings and frozen tax thresholds.

23. Additional fiscal measures had been announced in the Statement, including a 2 pence
cutin the main rate of employee National Insurance Contributions, a permanent 100% capital
allowance for qualifying business investment, and a package of reforms to welfare and health
services designed to increase labour market participation. Relative to whathad been
assumed in the November Report, Bank staff had provisionally estimated that these
additional measures could increase the level of GDP by around ¥% over coming years. As
the measures would probably also boost potential supply to some extent, the implications for
the Committee’s output gap projection, and hence inflationary pressures in the economy,
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were likely to be smaller. A full assessment of this news would be conducted as part of the
February Report forecast round.

Supply, costs and prices

24. Reflectingin part the increased uncertainties around the ONS'’s official labour market
activity data, the Committee was continuing to consider a wide range of indicators that
collectively pointed to some loosening in the labour market. The ONS was expected to
release updated Labour Force Survey (LFS) estimates in January to reflect more recent UK
population figures, including higher net migration since 2021.

25. Quarterly employment growth had been slowing, as reflected by the HMRC PAYE Real
Time Information measure, and broadly in line with the November Monetary Policy Report
projection. Contacts of the Bank’s Agents had reported softening labour demand relative to
supply over the past year, consistentwith surveys such asthe REC/KPMG Report on Jobs
that had also indicated a continued easing in recruitment difficulties. The ONS’s experimental
estimate of the unemploymentrate, based on the LFS data for June projected forward in line
with the claimantcount, had remained flat at 4.2% in the three months to October. The
vacancies-to-unemploymentratio had fallen to 0.66 in the three monthsto October, slightly
above the levels seen just prior to the pandemic, accounted for mainly by a fall in vacancies.

26. Indicators of pay growth had declined, although they had remained elevated overall.
Annual private sector regular Average Weekly Earnings (AWE) growth had been 7.3% in the
three monthsto October, 0.8 percentage points lower than in the three monthsto July and
0.5 percentage points lower than the November Report projection. This decline had brought
the AWE series somewhat more in line with, butstill higherthan, otherindicators of pay that
had dipped below 7% in October. Excluding government-related sectors, a Bank staff
calculation based on HMRC PAYE Real Time Information suggested that median pay growth
had fallen furtherin November, although these data were early estimates subject to revision.

27. The downward trend in wage growth was broadly consistentwith more forward-looking
indicators. Expectations for future wage growth from the Decision Maker Panel (DMP) Survey
had fallen to 5% in October from around 6% at the start of the year. Early intelligence from
the Bank’s Agents signalled a fall in average annual pay settlements in 2024. The Committee
noted continued upside risks to wage growth forecasts, however. Thisincluded the direct and
possible indirect effects of the recently announced increase in the National Living Wage, for
example if existing pay relativities within businesses were re-established.

28. Twelve-month CPI inflation had fallen sharply from 6.7% in September to 4.6% in
October, 0.2 percentage points below the November Report forecast. The latest CPI release
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had triggered the exchange of open letters between the Governor and the Chancellor of the
Exchequerthatwas being published alongside these minutes.

29. The declinein CPlinflation over recentmonths could largely be attributed to fallsin
energy, food, and core goods price inflation, as external cost pressures had continued to
abate. Services price inflation had remained elevated, however.

30. The reduction in the Ofgem energy price cap in October had reduced materially the
typical household energy bill compared to a year ago. Despite the announced rise in the price
cap by around 5% in January, energy was expected to continue to contribute negatively to
annual CPlinflation overthe nextsix months, and to a greater extent than had been
expected previously, reflecting the recent declines in oil prices as well as in wholesale gas
futures prices if sustained.

31. Core goods price inflation was projected to fall furtherin coming quarters, reflecting base
effects and decreasing cost pressures, including from easing global goods price inflation.
Contacts of the Bank’s Agents anticipated further declines in food price inflation, with a
number having revised their estimates lower compared to November.

32. Services price inflation had remained higherthan overall CPlinflation at6.6% in October,
a fall of 0.3 percentage points from September and 0.3 percentage points lower than
expected in the November Report. This downside news, however, had been accounted for by
those components thatwere nottypically reliable indicators of trends in inflationary
persistence, such as non-private rents, accommodation and airfares. Excluding these
components, services inflation had been more stable at continued high rates, in line with the
preceding six months.

33. The S&P Global/CIPS UK services inputand output price PMIs had remained below their
peaks in early 2022, while Agents’ contacts had reported that non-labour cost-pressures
were moderating. Although a general easing in services price inflation was therefore
anticipated over 2024, a temporary spike was likely in January. Large and unusual fallsin a
number of services prices at the beginning of 2023 were not expected to be repeated at the
start of next year, which would increase mechanically the annual percentage change in
services price inflation in January. This positive base effect was expected to increase CPI
inflation from justunder 4%2% at the end of this year to around 4%.% in January, before falling
back closer to 4% in February.

34. Inflation expectations for the year ahead had remained at elevated levels, particularly for
businesses. Short-term business expectations, as measured in the DMP Survey, had eased
slightly, although three-year expectations had been marginally higher. Households’ short-
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term inflation expectations had continued to fall below the peaks seen in 2022. Longer-term
household expectations had remained higher, butat close to their historical averages.

The immediate policy decision

35. The MPC sets monetary policy to meet the 2% inflation target, and in a way that helps to
sustain growth and employment.

36. In the MPC’s November Monetary Policy Report projections, GDP had been expected to
be broadly flatin the first half of the forecast period, in part reflecting relatively weak potential
supply. An increasing degree of economic slack had been expected to emerge from the start
of next year, although the pace at which that slack emerged would depend on the relative
contributions of supply and demand news to developments in activity. The Committee was
undertaking a full review of the overall supply capacity of the economy in its regular stocktake
ahead of the February Report.

37. As anticipated, tighter monetary policy was leading to a looser labour market and was
weighing on activity in the real economy more generally. Based on the latest official and
survey data, Bank staff expected GDP growth to be broadly flat in 2023 Q4 and over coming
guarters. The Committee would continue to monitor closely the impact on activity and
inflation of the significantincrease in Bank Rate. It would also considerthe impact of recent
financial market movements on its macroeconomic projections as part of the forecast round
ahead of its next meeting.

38. In the most likely, or modal, November Report projection, conditioned on a market-
implied path for Bank Rate that had remained around 5%% until 2024 Q3 and then had
declined gradually to 4¥4% by the end of 2026, CPI inflation had been expected to return to
the 2% target by the end of 2025 and to fall below the target thereafter. The Committee had
continued to judge that the risks to its modal inflation projection were skewed to the upside,
such thatthe mean projection for CPI inflation had been 2.2% and 1.9% at the two and three-
year horizons.

39. Sincethe MPC'’s previous decision, CPlinflation had fallen back broadly as expected, to
4.6% in October. Key indicators of UK inflation persistence remained elevated. Services price
inflation had declined to 6.6%, although much of the downside news relative to the November
Report had reflected movements in components that might not provide a good signal of
underlying trends in services prices and of persistence in headline inflation.

40. There had been some downside news in private sector regular Average Weekly Earnings
growth, but it was important not to over-interpret developmentsin any one measure, which
had to be placed in the context of the evolution of broader pay dynamics. There remained
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upside risks to the outlook for wage growth, including from the possible effects of the recently
announced increase in the National Living Wage. Relative to developments in the United
States and the euro area, measures of wage inflation were considerably higherin the United
Kingdom and services price inflation had fallen back by less so far.

41. The MPC’s remit was clear that the inflation target applied at all times, reflecting the
primacy of price stability in the UK monetary policy framework. The framework recognised
that there would be occasions when inflation would depart from the target as a result of
shocks and disturbances. Monetary policy would ensure that CPI inflation returned to the 2%
target sustainably in the medium term. Monetary policy was also acting to ensure that longer-
term inflation expectations were anchored at the 2% target.

42. Given the significantincrease in Bank Rate since the start of thistightening cycle, the
currentmonetary policy stance was restrictive. The decision whetherto increase or to
maintain Bank Rate at this meeting was again finely balanced between the risks of not
tightening policy enough when underlying inflationary pressures could prove more persistent,
and the risks of tightening policy too much given the impact of policy that was still to come
through.

43. Six members judged that maintaining Bank Rate at 5.25% was warranted at this
meeting. Although some of the news in key data had been to the downside since the MPC’s
previous decision, economic developments had been relatively limited overall. For most
members within this group, it was too early to conclude that services price inflation and pay
growth were on a firmly downward path. Both of these metrics of inflation persistence
remained higherthan in other major advanced economies, possibly reflecting less favourable
supply-side developments and stronger second-round effects in the United Kingdom.
Second-round effects were likely to be slow to unwind and, with the labour market still tight,
the extent to which wage and price-setting would take account of the downward path of CPI
inflation was notclear. The risks to CPl inflation in the medium term remained skewed to the
upside including from events in the Middle East. For one member, the risks of overtightening
policy had continued to build. Lags in the effects of monetary policy meant that sizeable
impacts from past rate increases were still to come through.

44. Three members preferred a 0.25 percentage pointincrease in Bank Rate, to 5.5%, at this
meeting. Although currentindicators of economic activity had remained subdued, real
household incomes had continued to edge up, and forward-looking indicators of output had
remained positive. The labour market was still relatively tight, consistentwith a rise in the
medium-term equilibrium rate of unemployment, and the pace of loosening had been slow.
Measures of wage growth had moderated slightly but had remained at rates above those
consistentwith the inflation target. Underlying services price inflation had remained elevated.
These members continued to judge that there was evidence of more persistentinflationary
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pressures. Financial conditions had eased since the November Report. An increase in Bank
Rate at this meeting was necessary to address the risks of more deeply embedded inflation
persistence and to return inflation to target sustainably in the medium term.

45. The MPC would continue to monitor closely indications of persistentinflationary
pressures and resilience in the economy as a whole, including arange of measures of the
underlying tightness of labour market conditions, wage growth and services price inflation.
Monetary policy would need to be sufficiently restrictive for sufficiently long to return inflation
to the 2% target sustainably in the mediumterm, in line with the Committee’s remit. As was
illustrated by the November Monetary Policy Report projections, the Committee continued to
judge that monetary policy was likely to need to be restrictive for an extended period of time.
Furthertightening in monetary policy would be required if there were evidence of more
persistent inflationary pressures.

46. The Chairinvited the Committee to vote on the proposition that:

Bank Rate should be maintained at 5.25%.

47. Six members (Andrew Bailey, Sarah Breeden, Ben Broadbent, Swati Dhingra, Huw Pill
and Dave Ramsden) voted in favour of the proposition. Three members (Megan Greene,
Jonathan Haskel and Catherine L Mann) voted against the proposition, preferring to increase
Bank Rate by 0.25 percentage points, to 5.5%.

Operational considerations

48. At its September 2023 meeting, the MPC had voted to reduce the stock of UK
governmentbond purchases held for monetary policy purposes by £100 billion overthe 12-
month period from October 2023 to September 2024, comprising both maturing gilts and
sales. The MPC had been briefed on progress on these gilt sales and on the operational
arrangements for 2024 Q1, which would be published in a Market Notice at 4.30pm on 15
December.

49. On 13 December, the total stock of assets held formonetary policy purposes was £744
billion, comprising justunder £744 billion of UK governmentbond purchases and £0.4 billion
of sterling non-financial investment-grade corporate bond purchases.

50. The following members of the Committee were present:

Andrew Bailey, Chair
Sarah Breeden
Ben Broadbent
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Swati Dhingra
Megan Greene
Jonathan Haskel
Catherine L Mann
Huw Pill

Dave Ramsden

Sam Beckett was present as the Treasury representative.



