Monetary Policy in an
Uncertain World
Charles Bean

The great statesman and scientist Benjamin Franklin is famous for having
observed that there are only two certain things in life: death and taxes. But
had he been a member of the Bank of England’s Monetary Policy
Committee (MPC), he would have realised there is certitude about something else—namely, uncertainty. For uncertainty is an ever-present feature
of the economic landscape that monetary policymakers cannot escape.
Broadly speaking, there are three types of uncertainty that confront us
on the MPC: uncertainty about the data; uncertainty about the nature and
persistence of shocks; and uncertainty about the structure of the economy.
I shall address each of these in turn, drawing out some of the implications
for policy on the way. In the context of my discussion of uncertainty about
the structure of the economy, I shall also have quite a bit to say about the
possible explanations for the unusual stability in macroeconomic performance in recent years. But let me start with some observations on the problems posed by data uncertainty.1

Uncertainty about data
A former Chancellor of the Exchequer once remarked that steering the
economy was like driving along a winding road looking only in the rearview mirror. In fact there are times when it seems as if it is a great deal
more difficult, for that mirror itself is misted up. We do not know where
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For a more extensive treatment of some of these issues, see Bell, M. (2004) ‘Monetary policy, data uncertainty
and the supply-side: living with the statistical fog’, speech to the Society of Business Economists, 15 September.
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Figure 1: GDP growth estimates
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we are, or even where we have just been, with any precision. Virtually all
the data we rely on are subject to measurement error, either because of
sampling error or because they do not correspond exactly to the economic
concepts that we are interested in. They appear usually only with a lag and
can be subject to considerable revision.
As an illustration of the need to take this issue seriously, Figure 1 shows
the revision pattern in the recent history of UK GDP growth, from the
Office for National Statistics’ (ONS) preliminary estimate that is available
a couple of months after the end of the quarter through to more recent
ONS estimates. On average, first estimates of growth have been revised
up by 0.1–0.2 percentage points over the period since the preliminary estimate was first published in 1998 Q3, but more striking is the relatively
large variance of the revisions.2
2
For some analysis of revisions to National Accounts data, see Castle, J. and Ellis, C. (2002) ‘Building a realtime data base for GDP(E)’, Bank of England Quarterly Bulletin, Spring, 42–49.
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