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MLR REDUCTION

You asked for reactions to the possibility of a reduction in MIR in
the period before the Budget. A reduction would of course be helpful
to the company sector and also, marginally, restrain the tendency of
the exchange rate to rise.

2. A possible time would be soon after the provisional monetary
figures for banking January are published on Tuesday, 10 February.

3. However, a reduction in MIR then does not seem-either desirable

or likely to be well understood and received by the market. If

the January £M3 figure is of the order of 1%, the annual growth rate of
adjusted £M3 over the target period would be about 19% over the last

11 months, 16% over the last 6 months and 15% over the last 3 months.
There has been some deceleration, though it has not been as fast as the
Treasury's September statement or your statement of 24 November were
teken to suggest. Even in the latest 3 months we have not got the growtl
rate down to the mid-point of the current target or of the target likely
to be set for 1981/82.

4. The November reduction of 2% in MIR was not well received by the
gilts market. But even on the assumption that a reduction in MIR would
now have a favourable effect, a reduction in order to sell debt in
banking February does not at present seem necessary. Nearly half the
convertible short was applied for on Wednesday; prices rose on
Thursday and again today and £150 million more of it has been sold. In
addition £70 million of the low coupon stock has been sold today. The
Bank are reasonably confident that they will be able to make sales of
the long tap during the rest of the banking month. =
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