
PRIME MINISTER 


Meeting w i t h the C h a n c e l l o r - Thursday 8 November at 9 a.m. 


I understand that the C h a n c e l l o r and the Governor decided 

t h i s evening not to propose an i n c r e a s e i n MLR tomorrow. They 

decided, i n s t e a d , to put o f f the i n c r e a s e , which they regard as 

i n e v i t a b l e , u n t i l next week. The disadvantage of postponing i s 

that we w i l l l o s e another week before g i l t s a l e s s t a r t moving again. 

On the other hand, there are s u b s t a n t i a l advantages of w a i t i n g . 

These are that the i n c r e a s e - and I do not t h i n k a f i g u r e has yet 

been decided - would be accompanied by the announcement of the 

new s i x monthly monetary t a r g e t and p o s s i b l y the ending of the " c o r s e t " . 

We are committed to announcing a new t a r g e t very soon; moreover, 

as you know, the " c o r s e t " has been i n e f f e c t i v e f o r some time i n 

c o n t r o l l i n g the money supply b r o a d l y d e f i n e d and i s l e s s e f f e c t i v e 

s t i l  l now that exchange c o n t r o l s have been a b o l i s h e d . The draw­

back of g e t t i n g r i d of the " c o r s e t " i s that i t w i l l b r i n g i n t o M3 

money which i s c u r r e n t l y not recorded as p a r t of i t ; and t h i s w i l l 

g i v e a once and f o r a l  l boost to M3. On the o t h e r hand, we are 

i n t e r e s t e d i n c o n t r o l l i n g the money supply p r o p e r l y measured, and 

most commentators are now w e l l aware t h a t M3 - w h i l e the " c o r s e t " 

continues - does not p r o v i d e an adequate measure. 


The C h a n c e l l o r w i l l be sending over a note l a t e r t o n i g h t . 

Subject to whatever that says, you might ask him:­

i ) How b i g an i n c r e a s e i n MLR he envisages next week? And 

what e f f e c t w i l l the i n c r e a s e have on s t e r l i n g ? ( s t e r l i n g 

was very s t r o n g today). 


i i ) What are the r e a l causes f o r the surge i n the money supply 

i n October? The Treasury t e l l me that VAT r e c e i p t s were 

probably postponed because of i n d u s t r y ' s worsening f i n a n c i a l 

p o s i t i o n - i n t u r n , p a r t l y due to the e n g i n e e r i n g s t r i k e , 

p a r t l y to the PAYE refunds. These l a t t e r f a c t o r s no doubt 

go to e x p l a i n the very high l e v e l of bank l e n d i n g to the 

p r i v a t e s e c t o r . High bank l e n d i n g does not necessary 

imply that the r e c e s s i o n i s being postponed: i t c o u l d 

be t h a t f i r m s are borrowing to f i n a n c e s t o c k s they cannot 


/ s e l l 



