_FEBRUARY, 1981 AT 3.00 P.M.

Chancellor of the Exchequer
= Chief Secretary
- Financial Secretary
Mr. Burns
Sir Kenneth Couzens
Mr. Ryrie
' Mr. Middleton
Mr. Britton
Mr. Monck
Mr. Unwin
Mrs. Lomax
¥ Mr. Turnbull
Mr, Ridley

Mr. Walters - No.10

said that although there had been a cass
consumer credit controls, the time for this
nuld 5ul:h controls fit wall as part of a new |

It was generally
ke alpeady dons was satisfactory, and |
further work, It was noted that
-he Bank's Wirectional guidance”
s was a secondary and minor issue.




bly the last date on which a change could be made before
‘the Budget. In further discussion it was noted that the most
co venient justification for a reduction in MLR would be the slow

targets and monetary controls.
re-emphasise its character as an
ered rate, and would not be consistent with letting the
markets have a bigger say in the determination of interest rates.
Meanwhile it could well be that expectationsof a change in MLR
wert doi-ng more to secure gilt sales and to edge down the dollar
ge rate than would be achieved by the change itself. It was
agrasd that the discussion should be resumed later in the week, in
the light of further information about the January money figures.

consistent with an eventual move ta Monetary Base
), but without the authorities being committed to such
he Bapk had now produced proposals invelving the

(No progress had yet bezen made on
learers' cash ratio and the future arrangements
ncome.) The Bank proposed in future to

ns in commercial bills, and had proposzd

\ ket as a means of ansurU\g that

rangamants ‘and the
n of the banking systemy



administrative steps would be required before a quick move to
He: thought such a move should be possible within 9 months,
n goodwill on all sides (although he expected the Bank

ously to oppose such a movel. In the absence of statistics

1_ : fur M2, he accepted that MBC would have to be on a nan- mandatory
o B basis; and he also agreed that a quick move to MBC would mean a
- different decision on the future of call money with the discount
Y market. He envisaged that the decision to move directly to MBC
Ii ‘might be announced in the Budget speech, with a view to completing

the arrangements by the end of 1981. He noted that the Treasury
‘were working urgently on a paper which was intended to clarify the
necessary steps on the way to an early move to MBC and the differencs
between such an approach and the approach previously announced by
Chancellor.

" In further discussion, it was noted that, if the approach
ﬁlnmmanded by the Bank were to be adopted, tha next step would be
i . the band within which interest rates would be left to
. The authorities would then be able to
ng about the banking system's demand for cash in
‘*F much greater uncertainty which would thersby be
ere decided to shore up the Discount Market to

ore taking decxsinns whether or not
C; the Bank would probably be content
rangements indefinitely.



in the dark”. If, nonetheless, it were decided to
course, it was important that markets should be given
‘time to adapt to the new situation this would create -
ular, people would have to come to terms with the

sappearance of the overdraft system. The Chancellor asked that

lutad without delay, so as to make possible resumption of the

ssion on 5 February in advance of his meeting with the Governor
February.

on 6
- Monetary targets

i, :Mn} /R!ria“suggestad that there were two main questions to be
considered:-

(i) should M1 be established as a supplementary or
‘as an alternative target to §M3?

) Should next year's monetary target(s) be in some
ly conditional on moves in the exchange rate?

questioned the Bank's view that the appreciation in
‘rate had contributed to tha monetary over-run; how
nt with the general approach which ssught to
i’ﬁtkwention in the foreign exchange markets because

Me. Britton said there were differences
t:a‘l appraaches Fullnwad by the




oned how a monetary target conditional

d work in practice; if the exchange rate
ptable band, presumably it would be necessary
st rates and to intervene in the foreign exchange
exchange rate back within the band - but, once
arget would reassert itself, thus leading to
ates which would once again push the exchange
It was generally agreed that the concept of
ngt really enable a satisfactory reconcilation
men ry 'targets and exchange rate objectives;

to the point, a mnnh»y target conditiopal on the

te ery little gifficwolt from an exchange rate

in of the merits of different monetary
points were mads:-



Ty were preparing a note on the

a ;we’ighfad average monetary measure

the German "central bank money”;

0 owever, that the weights were inevitably
ary, and that such a measure might be thought to
"fiddle”.

The authorities should not be too pessimistic

he possibility of controlling $M3; attention
ﬁi‘ﬂmﬂe been focused on short-term interest
nd the PSBR as the only available instruments,
ere was now a prospect of achieving adjustments
m interest rates which would be a substantial
NMr. Walters thought the Government had been too
cupied with movements of €M3 on a month to
- there was no point in trying to hit a
M3 i’argat.

dew of the theoretical advantages which M2
o have, it would be undesirable to change
t variable now, since it would then become

t should
ever,



W

(A.3. WIGGINS)
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