
 

Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB 

Page 1 

Highlights of Catherine Mann speech 
6 September 2022, Tim Davis 

Markets pricing 70bp for next week’s meeting 

• Pricing for next week’s MPC meeting is steady this morning at 70bp (still higher than for the upcoming Fed and 

ECB meeting). It spiked briefly above 72bp after Catherine Mann’s speech yesterday in which she stated that “the 

gradual pace of increase in Bank Rate has not tempered expectations enough, allowing the embedding of the 

short-term inflation overshoot into the persistent drift in medium-term expectations… We cannot be complacent in 

the face of the short-term spikes and medium-term drift. Acting more forcefully now, to ensure that the drift does 

not become the norm, is designed to avoid depending on a deeper and longer contraction to return inflation to 

target.” 

• The overall tone of her speech does suggest that she is leaning to voting for a 75bp hike next week - particularly 

as she will have known what the market was pricing when she made this speech and out of the MPC members 

she is among the most attuned to making her comments with market pricing in mind. 

• Mann has been one of the hawks on the MPC for some time and with the exception of the March MPC meeting 

around the time of the start of the Ukraine war has voted for a 50bp hike at each of this year’s MPC meetings (as 

well as voting for an early end to QE last November). With only one 50bp hike in that period (at the last meeting in 

August) she has long thought the MPC was acting too slowly. 

• But this also makes her comments hard to interpret for the wider MPC – she does not necessarily hold the 

majority view and therefore tomorrow’s testimony will be important. It will also include Tenreyro (one of the more 

dovish members) as well as Bailey and Pill (the latter two have always voted in line with the majority decision). 

• Markets now price 192bp for year-end (down from yesterday’s close of 196bp and a spike of 199bp immediately 

after Mann’s speech). 273bp is priced for the year ahead (yesterday’s close was 277bp with a high of 282bp seen 

in the morning, with a smaller reaction to Mann’s speech than nearer-term pricing). All of these values remain 

higher than the equivalent for the ECB or Fed. 

Mann’s full speech from 5 September is available here. 

Speech highlights: Main Monetary Policy Implications 

• "When thinking about the tightening undertaken to date, my concern is that the gradual pace of increase in Bank 

Rate has not tempered expectations enough, allowing the embedding of the short-term inflation overshoot into 

the persistent drift in medium-term expectations. The stylized Phillips curve example shows why a shift outward of 

the curve implies that achieving the 2% target sustainably would be associated with permanently higher 

unemployment and lower aggregate demand. The 1970s, with ratcheting-up and persistently high inflation, 

required a long duration of elevated unemployment to bring inflation back down. A tighter policy stance now 

working through expectations reduces the degree of restraint to aggregate demand in the future." 

• "If monetary policy does not affect expectations formation – either because it is not forceful enough or if the 

required path is not credible –the drift in medium-term expectations is more likely to yield that worrisome shift of 

the Phillips curve." 

• "It is encouraging that long-term expectation metrics apparently remain anchored and consistent with the 2% 

target. It appears that the credibility of monetary policy is intact. However, just because credibility is intact does 

not say how the 2% will be achieved – it can be either through acting on expectations or through requiring a long 

period of slack. As noted, the drift in medium-term expectations is already apparent in the data. We cannot be 

complacent in the face of the short-term spikes and medium-term drift. Acting more forcefully now, to ensure that 

the drift does not become the norm, is designed to avoid depending on a deeper and longer contraction to return 

inflation to target." 

https://www.bankofengland.co.uk/speech/2022/september/catherine-l-mann-53rd-annual-conference-of-the-money-macro-and-finance-society
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Other speech highlights 

• "Some commentators have pointed out that the MPC’s central forecast projects a pro-longed recession over the 

next quarters, and that this slack would yield inflation falling below the target in year three... while some elements 

of this line of argument might hold in normal times, it is based on an incomplete view of the inflation process and 

of the channels through which monetary policy can achieve our remit... achieving the remit depends on ensuring 

that inflation expectations in the short-term do not become adaptive, and that medium-term inflation expectations 

do not drift, so that long-term expectations remain anchored." 

• "In the more nuanced formulation of the Phillips curve discussed [in this speech], inflation today does not simply 

depend on past inflation but depends as well on markets, firms, and household’s expectations, and crucially, how 

these expectations react to each other, are formed over time, and interact with our and others’ policy choices. 

The MPCs’ evaluation of inflation expectations therefore should take a central role in monetary policy decisions." 

• "In this more complex and arguably more realistic and relevant version of the inflation model, a fast and forceful 

monetary tightening, potentially followed by a hold or reversal, is superior to the gradualist approach because 

doing so is more likely to promote the role that inflation expectations can play in bringing inflation back 

sustainably to 2% over the medium term. This policy strategy would reduce the risks of a more extended and 

costly tightening cycle later that depends primarily on shrinking aggregate demand." 

• "One plausible mechanism for such endogenous regime shift – proposed by Cornea-Madeira et al. (2019) – 

arises if we think of two types of firms and households in the economy: forward-looking “fundamentalists” and 

backward-looking “random-walkers”... when shocks drive inflation away from target for extended periods and the 

fundamental rule produces larger forecast errors, more firms and households use the backward-looking rule to 

form adaptive expectations. In this case, experiences of past high inflation can become embedded in firms’ and 

households’ price-setting decisions and the aggregate Phillips curve becomes more accelerationist over time." 

• "Long-term inflation expectations remain relatively well anchored and the MPC has credibility to be able to fulfil its 

remit. This is unequivocally a good thing but survey measures do not tell us how we actually get to the objective 

of 2% – through aggregate demand compression or other ways. Second: Short-term inflation expectations are 

worryingly elevated but mostly reflect past inflation and are likely not a good guide for policy choices or outcomes 

in real time. Third, of significant concern: Medium-term measures of inflation expectations have drifted up 

alongside realized inflation, albeit not by as much. This may indicate a worrying shift in trend inflation, e.g. a shift 

in the Phillips Curve. A drift in medium-term inflation expectations is the development that monetary policy needs 

to firmly lean against and it should be a key yardstick for whether the MPC’s decisions are effective." 

• "Solidly medium term, roughly expectations of inflation between 3 and 5 years ahead. At that horizon, direct 

effects of shocks ought to have already played out. Therefore, expectations at that point mainly reflect possible 

second- and third-round effects as well as, importantly, the effects of current and anticipated policy choices. We 

need to pay significant attention to these measures since they can tell us something about the adequacy of our 

policy strategy... Of concern is that the measures that we have for this horizon have been drifting up and have 

remained at levels inconsistent with the target... the DMP introduced a new question in May of this year directly 

asking for firms’ expectations of aggregate consumer price inflation... their 3-year ahead expectation has held 

firmly at 4.2 percent, despite prospects for a significant slowdown in economic activity." 

 


