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MINIMUM LENDING RATE

4] I agree with Mr Monck's comments below. The case for
reducing MLR is based on opportunism. The combination of a
small reduction in MLR plus agressive selling of stock could
enable us to sell a lot of stock for banking Febrnary and March.
It would help mop up some of the liquidity in the system whecih
is shown by the increase in £M3 and the other wider aggregates.

2. But of course what is needed for this is the expectation

of lower interest rates. There is no doubt that such an
expectation is already about - market rates are ‘below MLR and

a reduction in MIR is widely forecast by the commentators. The
convertible unlocked the demand for stock which had been building
up in the institutions. I agree with Mr Monck that the Bank's
confidence in its ability to sell stock in these conditions should
be well placed. An actual reduction is not needed for funding
purposes.

3. If we are talking about a 1% change in MLR which is all

I think we could be contemplating - it is doubtful whether there
would be much noticable effect on the exchange rate. Much larger
changes seem to have had no effect at all. It would be more of

a gesture than anything. And though one can see the importance
of this, and the expectations raised by the Prime Minister's
appearance on Weekend World, it has to be weighed against the
difficulties it would cause.

4, These mainly concern the future of monetary policy. The
January £M3 figure at 1% is not a good one. We cannot keep
reducing interest rates while the monetary aggregate we are
targeting is rising way outside the target range without creating
a confusion in explaining policy which goes beyond the markets.
In the budget - in 6 weeks time - you will be trying to set the
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