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MONETARY TARGETS AND MONETARY CONTROL

The monetary targets and interest rates
The Chancellor recalled that the Governor was anxious the

authorities should not be committed to unrealistic targets; but b
there was a risk this might result in a position in which there ‘
were no targets at all. He asked whether the Treasury were

reasonably confident that £M3 would be on a declining trend.

Mr. Middleton said that a PSBR of £11% billion, combined with a <
reduction in MLR, was bound to be seen as putting at considerable

risk the prospect of £M3 growth of about 8-10 per cent. It

seemed unlikely that the growth of £M3 would be within the 6-10 per
cent range during the first few months of 1981-82, and it would
therefore be necessary to qualify the target in some way, or perhaps
to extend the range.

2. Mr. Ryrie urged the importance of doing something to help
industry. His preference would have been a reduction in the NIS,
leaving interest rates where they were and accepting an extra

£0.4 billion on the PSBR. Given, however, that this was excluded,

e Sk 2R



psychologically and practically a}
keeping the PSBR as low as reasonal
MTFS monetary targets.
the markets were probably alraad& expect:
to be overshot in the early months of 13
more that the sensitivity of £M3 to inte:
be exaggerated. He agreed that a redu
be further pursued, but wanted to see some rs,,@
rates as part of the Budget. g

Sl In further discussion the following main points were made:

(i) The risks involved in reducing interest rates while
maintaining the 6-10 per cent target for £M3 arose
over the whole target period rather than in the
opening months of 18981-82; in the short run a

reduction in interest rates could even be helpful in
slowing down the growth of sterling M3, in that it
might both help gilt sales and reduce companies’ need
to borrow from the banks.

(ii) It would be important to give the markets sufficient
assurance that the authorities were making real
effort to control monetary growth. In practice the
substantial deflationary impact of the Budget at a
time of deep recession should provide an adequate

measure of reassurance for the markets.

(iii) There could be a case for widening the target range,
and letting monetary growth rise towards the top of
the range if the exchange rate were under upward pressure;
it would be implicit in this that if the exchange rate
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(iv) It would be as well to
would not be relying ma:
achievement of a £M3 target;
desirable to "de-couple”
£M3.  The fact that action was bein 3
as well as in the fiscal area shouls ide a Juré
measure of assurance on the feasibility of achieving a
£M3 target. X : g v,’

(v) One possibility might be to avoid any explicit coﬁmttmgnt
to a target for £M3 in 1881-82, by presenting the MTFS
as a whole as the target. It was generally thought
however, that this formulation would represent too much
of a watering down of the Government's commitment, although
it was agreed that there should be no commitment to rolling
the target forward halfway through the year (but equally
no commitment to not doing this).

4. The Chancellor, summing up this part of the discussion, said
that the 6-10 per cent range should be retained for the £M3 target
in 19681-82. However, it would be necessary to make clear that, in
pursuit of the target, and in the determination of nominal interest
rates, the authorities would also have regard to movements in the
narrower monetary aggregates, in real interest rates and in the
exchange rate. Clear notice should be given ttet circumstances
might arise in which it would not be appropriate to seek to

achieve the 6-10 per cent target. He asked Mr. Middleton to
prepare a draft of the relevant paragraphs of his Budget speech,
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Cash ratio NS
5. The Financial Secretary
Bank of England directly f:
of action which could be £

cash ratio to the rest of the
ind t to "disin ati

probably be to leave things as they werej
possible to agree a satisfactory alterna
available.

6.
of England, whether through a Parliamentary Vote or through a
revised Treasury minute on the terms under which the Bank paid e
over the profits of the Issue Department would both imply some
increase in accountability to Parliament. The Governor had
indicated he had decided against a solution on these lines; it
appeared that the threat of greater accountability might oblige
him to intensify his efforts to find some other solution.

7 In further discussion it was suggested that the problem of
possible disintermediation should not be exaggerated; if the
cash ratio were to be extended across the whole banking system,
and converted into a daily minimum, that minimum would not exceed
! per cent of eligible liabilities. There was no evidence from
BIS statistics of any rapid growth in disintermediation through
the Euro-markets, following the abolition of exchange control.

8. The Chancellor emphasised the need for him to be able to
say something in his Budget speech about progress towards the
changes in monetary control foreshadowed in his 24 November
statement. The reserve asset ratio, the future arrangements for
Prudential supervision, the way the discount market would operate
and the cash ratio all formed part of the same picture;
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