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BUDGET SPEECH: SEG?(GG ON MLR

As I mentioned to you the Bank said yesterday that they did not
like the version of Section G6 attached to my minute of 3 March.
They thought it difficult to refer to the PSL figures, partly
because they had not been referred to before and partly because
though PSI1 was growing slower than £M3, PSI2 is growing quicker.
Moreover they are a little apprehensive at referring to £M3 when
there has been a further increase this month in resident sterling
deposits, producing a :{axher large figure for M3.

24 I do not think tﬁese are overwhelming objections but. I have
had a further go at producing a draft which I think might be
acceptable to them. This I attach. For the sake of completeness
I also attach the two earlier versions.

P E MIDDLETON
5 March 1981

QLo Qb\

BUDGET SECRET 3



BUDGET SECRET
VERSION IIT C4
1. .Decisiona about short term interest rates will
con'ti;me to take account of the vhble range of monetary
indicators referred to earlier and other factors which
affect the significance of these numbers, especially the
progress of inflation. Modest reductions in interest rates
were made in the second half of last year. Progress in
reducing inflation, strongly positive real interet rates,
a noticeable slackening in the growth of £M3 in recent months,
and a marked fall off in bank lending point towards a further
reduction in rates. The i:creases in taxation which I have
Jjust outlined will make it possible to have an immediate

reduction.

2% The Bank of England is therefore, with my approval,
reducing its Minimum Lending Rate by (2) percentage points.
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BUDGET SECRET
-VIRSION II

1. Decxsiona about short tom interest rates will
continue to take account of tha whole range of monetary
1ndicatora referred to earlier and other factors which
affect the significance of these numbers, especiully the
progress ot inflation. Modest reductions in interest
rates were made in the second half of last yenr./ The
increases in taxation which I have Just outlined, will

make it posslble to make an immediate further reductlon.
& ol

Fomc
2. Recent monetary statistics. slackening bank lending,
further progress“m ;;ducins inflation, and sharply rising
real interest rates pomt in the same direction, The growth
of £M3 has-been coming down quickly when measured over
12 month, 6 month and 3 month periods. The provisional

Gk O avarwiz b
figures for banking Fe'bruary suggest it has grown bgr]_around
9% over the last three months, and-this 4is confirmed by 'the
even better performance of private sector liquidity whic;h

has been relatively unaffected by the corsets——

3, The Bank of England is therefore, with my approval,

reducing its Minimum Lending Rate by (2) percentage points.
i
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