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NOTE ON THE SEMINAR HELD AT 1500 HOURS ON WEDNESDAY 18 JULY 

IN THE PRIME MINISTER'S ROOM AT THE HOUSE OF COMMONS 


P r e s e n t : 	 P r i m e M i n i s t e r 

C h a n c e l l o r o f t h e E x c h e q u e r 

C h i e f S e c r e t a r y 

F i n a n c i a l S e c r e t a r y 

G o v e r n o r o f t h e Bank o f E n g l a n d 

C h i e f C a s h i e r 

Mr. Adam R i d l e y 

Mr. D a v i d W o l f s o n 

S i r J ohn Hunt 

S i r D o u p l a s Wass 

S i r K e nneth B e r r i l l 

Mr. M i c h a e l Bridgeman 

Mr. P e t e r M i d d l e t o n 

Mr. C l i v e Whitmore 

Mr. Tim L a n k e s t e r 


The s e m i n a r had b e f o r e i  t t h r e e p a p e r s from t h e T r e a s u r y ­
one on " M o netary O b j e c t i v e s and P r o s p e c t s " , t h e s e c o n d on 

" F u n d i n g t h e PSBR and t h e G i l t s M a r k e t " , and a t h i r d on t h e 

" M o n e tary Base". 


M o n e t a r y O b j e c t i v e s and P r o s p e c t s 

1. I n t r o d u c i n g t h e T r e a s u r y p a p e r , t h e C h a n c e l l o r s a i d t h a t t h e 

a c h i e v e m e n t o f t h e monetary t a r g e t was a c r u c i a l e l ement i n t h e 

Government's s t r a t e g y . I t would i n e v i t a b l y i n v o l v e a monetary 

s q u e e z e , and t h i s i n t u r n w o u l d mean h i g h i n t e r e s t r a t e s u n t i l 

bank l e n d i n g t o t h e p r i v a t e s e c t o r f e l l s i g n i f i c a n t l y f rom i t s 

p r e s e n t h i g h l e v e l . 


2. In d i s c u s s i o n , i t was p o i n t e d out t h a t what e v i d e n c e t h e r e 

was s u g g e s t e d t h a t bank l e n d i n g i n J u l y was c o n t i n u i n g at 

a h i g h l e v e l ; so t h e r e c o u l d be no q u e s t i o n o f an e a r l y c u t i n 

MLR. Bv t h e autumn t h e r e w o u l d no doubt be g r o w i n g c r i t i c i s m from 

i n d u s t r y i f i n t e r e s t r a t e s r e m a i n e d h i g h . The Government would 

have t o r i d e t h i s o u t . C o n f i d e n c e w o u l d q u i c k l y d i s a p p e a r i f t h e 

Government a p p e a r e d t o r e s i l e f r om t h e monetary t a r g e t , and t h i s 

w o u l d undermine t h e p r o s p e c t s o f r e c o v e r y i n t h e medium term. Even 

though bank l e n d i n g was r e l a t i v e l y i n s e n s i t i v e t o changes i n i n t e r e s t 

r a t e s , t h i s d i d not i m p l y t h a t t h e p r e s e n t l e v e l o f i n t e r e s t r a t e s 

was u n n e c e s s a r i l y h i g h . In p r e s e n t c i r c u m s t a n c e s , t h e m a r k e t s 

w o u l d not a c c e p t a f a l l i n MLR, and bank l e n d i n g w o u l d i n due 
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c o u r s e r e s p o n d i n t h e d e s i r e d d i r e c t i o n . Bank l e n d i n g m i g h t 

f a l l o f f somewhat as a r e s u l t o f t h e l i k e l y s l o w i n g down o f 

e c o n omic a c t i v i t y , and t h i s w o u l d h e l p t o b r i n g i n t e r e s t r a t e s 

down. But w i t h GDP i n n o m i n a l t e r m s g r o w i n g t w i c e as f a s t as t h e 

m o netary t a r g e t , i n t e r e s t r a t e s were a l m o s t bound t o s t a y 

r e l a t i v e l y h i g h . O t h e r i m p o r t a n t i n f l u e n c e s w o u l d be t h e l e v e l 

o f wage i n c r e a s e s o v e r t h e coming r o u n d , and t h e Government's 

s u c c e s s - o r o t h e r w i s e - i n s t i c k i n g t o c a s h l i m i t s . 


3. I t was f u r t h e r argued t h a t t h e p o s t - B u d g e t f o r e c a s t f o r 

t h e PSBR must not be e x c e e d e d . T h i s r e q u i r e d , amongst o t h e r 

t h i n g s , t h a t t h e a s s e t s d i s p o s a l s programme was s u c c e s s f u l l y 

i m p l e m e n t e d . A s s e t s d i s p o s a l s "'ould not a f f e c t t h e PSFD, 

and t h e r e was l i k e l y t o be some s u b s t i t u t i o n o f a s s e t p u r c h a s e s 

f o r p u r c h a s e s o f g i l t s . On t h e o t h e r hand, t h e r e was l i t t l e 

d oubt t h a t , i  f t h e programme was not a c h i e v e d , g i l t s s a l e s w o u l d 

have t o be l a r i r e r ; and t h i s w o u l d push up i n t e r e s t r a t e s . 


4. The c o m n o s i t i o n o f t h e a s s e t s t o be d i s p o s e d o f s t i l  l had t o 

be s e t t l e d . I f i t were d e c i d e d t o make a m a j o r s a l e o f BNOC 

a s s e t s i n p r e f e r e n c e t o BP s h a r e s , i t m i g h t be d i f f i c u l t t o a c h i e v e 

t h e f u l l £1 b i l l i o n by t h e end o f t h e f i n a n c i a l y e a r . But p r o v i d e d 

t h e s a l e was t i e d up i n p r i n c i p l e by t h e n , and p r o v i d e d t h e r e was 

a s u b s t a n t i a l advance payment, t h e m a r k e t s m i g h t a c c e p t a few 

months s l i p p a g e w i t h o u t c o n f i d e n c e b e i n g u n d e r m i n e d . 


5. I t was a l s o s u g g e s t e d t h a t l a r g e s a l e s of New Town l a n d and 

p r o p e r t y ought t o be p o s s i b l e . The £70 m i l l i o n o f f e r e d by t h e 

S e c r e t a r y o f S t a t e f o r t h e E n v i r o n m e n t f o r 1979-80 was d i s a p p o i n t i n g l y 

s m a l l . I t m i g h t not be p o s s i b l e t o do more t h a n t h i s i n 1979-80; 

but a b i g g e r e f f o r t s h o u l d be made f o r 1980-81. DOE s h o u l d mount 

an e x e r c i s e t o l o c a t e p r o p e r t i e s w h i c h c o u l d be s o l d . 


6. Summing up t h i s p a r t o f t h e d i s c u s s i o n , t h e P r i m e M i n i s t e r 

s a i d t h a t t h e s e m i n a r g e n e r a l l y e n d o r s e d t h e T r e a s u r y ' s p a p e r . 

She w o u l d c o n s i d e r f u r t h e r how t h e work on d i s p o s a l o f New Town 

a s s e t s m i g h t be i n t e n s i f i e d . 
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F u n d i n g t h e PSBR and t h e G i l t s M a r k e t 

7. The P r i m e M i n i s t e r s a i d t h a t she had one p r i n c i p a l c o n c e r n 

about t h e T r e a s u r y p a p e r - namely, t h e arguments advanced i n f a v o u r 

o f c o n t i n u i n g t o o f f e r l o n g d a t e d s t o c k s a t c u r r e n t h i g h n o m i n a l 

y i e l d s . I f t h e Government were s e r i o u s i n i t s aim o f b r i n g i n g 

i n f l a t i o n and i n t e r e s t r a t e s down, b o r r o w i n g l o n g was s u r e l y 

e x p e n s i v e . On t h e o t h e r hand, i f i n f l a t i o n were t o c o n t i n u e a t a 

h i g h r a t e , t h e Government was i n e f f e c t d e f r a u d i n g t h e i n v e s t o r . 


8. In d i s c u s s i o n , t h e f o l l o w i n g p o i n t s were made ­

i . t h e b a s i c a p p r o a c h o f t h e a u t h o r i t i e s was t o f u n d t h e 

PSBR as c o s t - e f f e c t i v e l y as p o s s i b l e . T h i s i n v o l v e d o f f e r i n g 

a w i d e r a n g e o f g i l t - e d g e d s t o c k . The p e n s i o n f u n d s and t h e 

l i f e o f f i c e s , w h i c h now a c c o u n t e d f o r a m a j o r p r o p o r t i o n o f 

g i l t s a l e s , l i k e d t o keep a s i z e a b l e p o r t i o n o f t h e i r 

p o r t f o l i o s i n l o n g e r s t o c k s . S i n c e t h e a u t h o r i t i e s had t o 

o b t a i n f i n a n c e on s u c h a l a r g e s c a l e , t h e y had t o c a t e r t o t h e 

i n s t i t u t i o n s ' r e q u i r e m e n t s . 


i i  . even on r e l a t i v e l y o p t i m i s t i c a s s u m p t i o n s about t h e r a t e 

o f i n f l a t i o n , t h e r e a l c o s t o f b o r r o w i n g l o n g on p r e s e n t 

y i e l d s was s t i l  l cheap by h i s t o r i c a l s t a n d a r d s , and i t was o n l y 

s l i g h t l y g r e a t e r t h a n t h e c o s t o f medium-term b o r r o w i n g . 


i i i  . i f t h e a u t h o r i t i e s r e f u s e d t o o f f e r l o n g e r s t o c k t o t h e 

i n s t i t u t i o n s , t h e y w o u l d be more r e l u c t a n t t o buy g i l t s and 

t h i s w o u l d t e n d t o push up y i e l d s on s h o r t and medium t e r m 

s t o c k s . 


i v . w i t h more s h o r t s , t h e volume o f s t o c k m a t u r i n g each 

y e a r w o u l d i n c r e a s e and t h i s w o u l d add t o t h e a u t h o r i t i e s ' 

r e f i n a n c i n g b u r d e n . 


v. i f i n f l a t i o n d i d c o n t i n u e a t a h i g h r a t e , i n v e s t o r s i n 

l o n g g i l t s w o u l d i n d e e d s u f f e r ; b u t i n t h a t c a s e t h e 

Government was not p a y i n g o ut t o o much on i t s b o r r o w i n g . 
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v i . t h e a u t h o r i t i e s s h o u l d c o n t i n u e t o l o o k c a r e f u l l y a t 

t h e r e l a t i v e c o s t o f b o r r o w i n g on d i f f e r e n t t i m e - s c a l e s . 

G i v e n t h e p r e s e n t s l i g h t r e a l c o s t a d v a n t a g e o f b o r r o w i n g o v e r 

10 y e a r s and s h o r t e r compared w i t h b o r r o w i n g o v e r 20 y e a r s , 

t h e r e m i g h t be a c a s e f o r g r e a t e r emphasis on t h e medium and 

s h o r t e r end. 


9. Summing up t h i s p a r t o f t h e d i s c u s s i o n , t h e P r i m e M i n i s t e r 

s a i d t h a t she was s t i l  l not e n t i r e l y c o n v i n c e d by t h e arguments put 

f o r w a r d . However, she was p r e p a r e d t o l e a v e i t t o t h e Bank's and 

T r e a s u r y ' s judgement as t o how much r e l i a n c e s h o u l d c o n t i n u e t o be 

p l a c e d on l o n g - t e r m b o r r o w i n g . She a c c e p t e d t h e p r o p o s a l t h a t 

a new l o n g t a p s h o u l d be announced on F r i d a y . She was s t r o n g l y 

opposed t o t h e i s s u e o f i n d e x l i n k e d s t o c k . 


/Monetary Base 
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M o n e t a r y Base 

10. The G o v e r n o r s a i d t h a t t h e Bank had r e c e n t l y p u b l i s h e d 

a p a n e r on monetary base c o n t r o l (MBC), w h i c h was i n t e n d e d 

t o p r o v o k e comments and c o n t r i b u t e t o t h e on-going" d e b a t e 

on t h i s s u b j e c t . The Bank were a l s o w o r k i n g on a p a p e r w h i c h 

w o u l d p r o p o s e t h e a b o l i t i o n o f t h e s y s t e m o f r e s e r v e a s s e t 

c o n t r o l . The r e s e r v e a s s e t r e q u i r e m e n t had not been s u c c e s s f u l 

as a c o n t r o l on t h e monetary s u p D l y . I t s a b o l i t i o n was one change 

w h i c h t h e p r o p o n e n t s of MBC wanted. The Bank p r o p o s e d t o get 

r i d o f t h e r e s e r v e a s s e t r e q u i r e m e n t b e f o r e c o n s u l t i n g more 

w i d e l y on t h e monetary base p r o p o s a l s . The Bank i n t e n d e d t o 

h o l d d i s c u s s i o n s w i t h o f f i c i a l s i n Germany, S w i t z e r l a n d and 

The N e t h e r l a n d s l a t e r i n t h e autumn on p o s s i b l e MBC s y s t e m s ; 

t h e BIS were p l a n n i n g a m e e t i n g on MBC i n November; and a f t e r 

t h i s , t h e Bank migh t h o l d a s e m i n a r on MBC w i t h a c a d e m i c s , 

b a n k e r s and market o p e r a t o r s . 


11. The G o v e r n o r went on t o say t h a t he had an open mind about 

t h e m e r i t s o f MBC. The p r e s e n t methods o f c o n t r o l l i n g t h e money 

s u p p l y were i m p e r f e c t . However, he was by no means c e r t a i n 

t h a t t h e r e w o u l d be any net g a i n from moving o v e r t o an MBC 

s y s t e m . I f i t d i d t u r n out t o be an a t t r a c t i v e p r o p o s i t i o n , 

i t w ould not make i t any e a s i e r t o a v o i d h i g h i n t e r e s t r a t e s . 

N o n e t h e l e s s , t h e Bank were r e a d y t o examine v a r i o u s MBC o p t i o n s 

i n d e t a i l . 


12. In a s h o r t d i s c u s s i o n , i t was a r g u e d t h a t , w h i l e MBC 

w o u l d not be p a i n l e s s i n t h a t t h e r e w o u l d be no way o f a v o i d i n g 

h i g h i n t e r e s t r a t e s i f monetary growth had t o be b r o u g h t down, 

i t m i g h t s t i l  l o f f e r t h e p r o s p e c t o f b e t t e r c o n t r o l . On t h e 

o t h e r hand, i t s i n t r o d u c t i o n w o u l d i n v o l v e a m a j o r s t r u c t u r a l 

change f o r t h e b a n k i n g s y s t e m . B e f o r e t h e r e c o u l d be any s e r i o u s 

t h o u g h t o f i t s b e i n g i n t r o d u c e d , a l l t h e p o s s i b l e weaknesses and 

i m p l i c a t i o n s o f t h e s y s t e m w o u l d have t o be t h o r o u g h l y c o n s i d e r e d . 

T h e r e was a s t r o n g c a s e f o r g e t t i n g on w i t h t h i s work, r a t h e r 

t h a n w a i t u n t i l t h e l a t e 


/autumn. 
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autumn. The T r e a s u r y and t h e Bank c o u l d j o i n t l y c o n s i d e r 

p o s s i b l e MBC schemes, and t h i s work c o u l d p r o c e e d a l o n g s i d e 

t h e Bank's work on a b o l i s h i n g r e s e r v e a s s e t r e q u i r e m e n t s . I n 

due c o u r s e , a d e t a i l e d p a p e r m i g h t be p u b l i s h e d as a b a s i s f o r 

c o n s u l t a t i o n and d i s c u s s i o n ; but b e f o r e d o i n g s o , i t wou l d 

be n e c e s s a r y t o c o n s i d e r t h e p o s s i b l e market o b j e c t i o n s - s i n c e 

p u b l i c a t i o n of s u c h a p a p e r might i t s e l f have an u p s e t t i n g e f f e c t . 


Summing up, t h e P r i m e M i n i s t e r s a i d t h a t t h e r e a p p e a r e d t o 

be s u f f i c i e n t m e r i t i n MBC t o j u s t i f y a more d e t a i l e d s t u d y t h a n 

t h e Bank and T r e a s u r y had so f a r u n d e r t a k e n . They s h o u l d now 

p r e p a r e a j o i n t s t u d y , w h i c h w o u l d c o n s i d e r a v a r i e t y o f p o s s i b l e 

c o n c r e t e schemes. A f t e r t h e s t u d y was c o m p l e t e d , i  t w o u l d be 

f o r c o n s i d e r a t i o n w h e t h e r i t s h o u l d be p u b l i s h e d and what form 

c o n s u l t a t i o n on i t should t a k e . 


19 J u l y 1979 



