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From J Bruce-Gardyne, MP

. . " July 22nd, 1979
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I was frankly rather corcerned to see from(your reply, to my
PQ on Thursday that you have apoarently abandoned t h>~idoa~of publishing
nedium-range targets for the money suvoly and PSBR; and I am venturing to
write to sugzest the desirability of second thousghts about this.

. ' I readily accept that the PSBR even for the year in course re-
presents the sum of imponderables, and hence that the scope for error is

_large; and I also accevt that any one dencminator for the money stock, taken
in isolation, may orten give a most misleading impression. Yet these
considerations have not, in the past, deter-ed the Treasury from publishing
objectives for PSBR up to two yeaw= in advence when it has the IMF breathing
down its neck - and ev en on occaxion from making (admittedly unquantified )
statements of intention regarding the direction of the trend in the money

sup:-ly.

The case for the publicaticn ot medium-term quantified objectives
seems to me a double one, In the first place it must surely strengthen the
-)( hand of th e Treasury in dealing with the spending departments, by enabling
it to point out that failure to practice economy will lead to a need for
higher tax recebpts, since the .atching world would be quick to draw its owm
! conclusions from the abandonment of previcusly-announced targets. Is not that
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the lesson of the current financial year, in that if Labour had won
the Rlection, Hezley could and would have been obliged to honour the
£8.5bn PSBR ceiling however uncomfortable this misht have been for
his colleagues?

The second leg of the argumsnt, surely, is that publication of
medium-term PSBR 2nd money supply targets (always providing, of course,
that they are judzed to bz compatible yith each other, and moving in
the direction of balance) should make it easier to finance the curr-
ent year's PSBR without enlargement of the credit base of the banks.

I realise that to vhat I have called the ‘'unreformed neo-
Keynasians of Great George Streei', vhile long-term planning of spend-
in g programnes and rosy-tinted forecasts of the five-year g.d.p. pro=-

file are de rigeur, even medium~term objectives for PSBR and the money
supply conflict with the possible requiremznts of fine-tuning and
pump~-priming. But I confess that seems all the more reason for putt-
ing them in the shop-window.
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You wrote on 22nd July about my reply to your PQ
concerning my publishing medium term objectives for money
supply growth and the PSBER.

\\i My reply was no= meant to imply that I had abandoyed
'the idea. The publication of s=taged targets can certainly
have advantages, not least through their impazt on
inflationary expectations. The simple commitment to a
progressive reduction of money supply growth that I gave
in my Budget Statement does not, of course, go that far.

] But if we are going to go further, we need to te

reasonably sure that we shall get it right! It is important,

. as you say, that our objectives should be recognised as
achievable and compatible. As I emphasiced in my reply our
first priorities since coming into office have inevitably
focussed on the first stage Rightly or wrongly, I have
taken the view that until we can be sure that money supply
has been brought back under control, and we have comvleted
our decisions on public expendi ture it would be unvise to
go further. But I can assure you Lhat tthe notion is far
from dead.
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