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SECRET

NOTES FOR MEETING WITH CHANCELLOR: 2 AUGUST

A Experience suggests that an active campaign by the Bank to lead

interest rates down would be very dangerous.

(1) Important to be confident that any reduction does not need to
be quickly reversed. Unfortunate precedents in 1982 and 1983
(separate briefing).

(ii) Many factors outside our control (for example, US interest
rates - where there is a general expectation of a further rise
- and o0il prices).

(iii) Despite Chancellor's comments about the primacy of monetary

targets, we cannot let the exchange rate go into a 'flat spin'.

B In any case, we cannot bring down market rates by our own
operations without reducing our dealing rates - which would be a very

'heavy' signal.

e Must first see market reaction to money supply figures. In

present irrational mood, no guarantee that market will turn bullish.

D But we are not trying to keep rates unnecessarily high, We do

want them lower, when conditions are right,

E We should press the case for maintaining satisfactory progress on

funding., This will be important for sentiment, and the mood should

be greatly helped if we can issue an orthodox partly-paid stock this
Friday. We are not keeping rates high simply to ease funding - but

R

successful funding 1s important i1n encouraging a move to lower rates,

F Intervention in support of sterling may not be a long-term
panacea, but it can have short-term uses, eg in buying time ahead of
expected good news, In any case, intervention 1s less of a major

decision than to flood the money market.

G Important to concentrate on the credibility of monetary policy

over the next few months.



THE GOVERNOR

We have now heard that the meeting with the
Chancellor to discuss money market management

will be on Thursday 2 August at 4.4% pm.

The Chancellor will be supported by Middleéon,

Cassell and Stewart.

Who would you like in your team, please? Perhaps

the Deputy Governor, Messrs Loehnis and Coleby?
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DRAFT (2.8.84)

SPEAKING NOTES

1 The preliminary money figures for July are now confirmed by

the provisional figures covering all reporting institutions.
Sterling M3 is shown as falling by 1% on the month to produce an
annualised rate of growth over the first five months of the current
target period of 9.1%. MO rises by 0.2% which brings down the
annualised rate to 5.7%. PSL2 also falls slightly to produce an

annualised rate of 15.6%.

2 The forecast for the current banking month is for a growth

in sterling M3 of 0.5%. That was based on projected gross gilt
sales of 1250, but also on a forecast of the CGBR which currently
looks like being overshot by some 350. Gross gilt sales to date
are’}lZGT/[lqﬂA

3 The domestic markets have in the past 24 hours become
distinctly more cheerful. The origins lie in changing sentiment

in the United States, which has seen a sharp improvement in bond

prices and an evaporation of fears of higher interest rates

though, as yet, no significant decline. Our own money market
rates have not declined at all far and the three month inter-bank

rate remains at 12 3/16%.
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