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MR. MIDDLETON

MONETARY TARGETS AND MONI

One or two thoughts follow:

2 I think we need to giv

(i) the personal sector z
wealth, and

(ii) keeps a certain proportion of the s
"liquid” assets?

(The same stock adjustment point would in principle apply to
PSL2, "§M3 & MI1.)

3. Can we argue that personal sector holdings of £M3 are

below an "equilibrium” level? If so, what sort of increase

would be expected in 1981-82, given the probable course of
inflation and real incomes? ;

4. If there is anything in this line of argument, we should
in effect be saying that the MTFS looked mainly at prospective
flows, on the assumption that the world remained much as it
had been in the 1970s: now, having seen that we were in a
rather different world, with a larger personal sector surplus
and a larger company sector deficit, we were re-specifying the
numbers which seemed likely to be consistent with given
inflation objectives.

B If this sort of argument will run, can we use it to explain
a reasonably high "expected increase” (not a target) in Ml as

/well as,
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well as, say, 10 pi

sector deficits rather than in a 1
if we ignore the effects on the fi
the overseas and company sectors, the act
the public sector's need to borrow automa
private sector's need to invest. It seems fashio
ignore this latter point.

8. I should like the point to be made explicitly in the Budget
that, with the sectoral imbalances likely to be associated with

an effective exchange rate remaining in the range [102-1086],
increases of

(i) [8-12] per cent in £M3 .
(ii) [6-14] per cent in M1

were likely to be consistent with the Government's inflation
objective, i.e. 10 per cent RPI in 1981 Q4 and single figures
around the turn of the year.

5o The Budget would also indicate that some further reductions
in interest rates were to be expected, consistently with the
reduction in inflation in prospect. To the extent that
inflation fell faster/slower than the forecast suggested, the
prospects for lower interest rates would be better/worse. We
should, however, avoid any precise commitment to the relation-

/ships



ships between inter
exchange rates:
relationships in thqga
very unstable.

10. The specification
the following lines:

(i) a rather faster
aggregates than

(ii) some recovery also
narrow aggregates;

(iii) [ ding on what h s
reductions to be looked for
interest rates, but with the t %
be decided in the light of trends in infl on and the
current balance of exchange rate; i

(iv) the "operating range” for short-term interest rates
to be set from time consistently with this approach,
with the authorities leaving the markets to
determine the rate within the range.

11. It is implicit in all this that, while reasserting the

MTFS framework - and in particular a cyclically adjusted path <
for the PSBR as a percentage of GOP - we should be setting

rather different numbers for monetary growth; and to the

extent that commitment to a "cautious" fiscal policy would

provide an alternative reassurance, we should reduce the

degree of commitment to particular monetary statistics in
particular years.

(W
P,
A.J. WIGGINS
15 February 1981
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