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PRIME	 MINISTER 


MONETARY SEMINAR 


I now e n c l o s e t h e t h r e e T r e a s u r y p a p e r s on t h i s 

f o r e s h a d o w e d i n my P r i v a t e S e c r e t a r y ' s l e t t e r o f 

3r d J u l y , namely:

( i )	 t h e p a p e r on monetary base c o n t r o l by 

T r e a s u r y e c o n o m i s t s ; 


( i i )	 a p a p e r on f u n d i n g t h e PSBR, w h i c h has as 

an annex a summary o f the v a r i o u s p r o p o s a l s 

f o r changes i n t h e g i l t s m a r k e t , and 

comments on them - p a r t i c u l a r l y drawn f r o m 

t h e Bank's p a p e r ; 


( i i i )	 a s h o r t g e n e r a l p a p e r on t h e Government's 

monetary o b j e c t i v e s and p r o s p e c t s . 


2. You may l i k e t o s t a r t t h e s e m i n a r by a d i s c u s s i o n o f 

the monetary p r o s p e c t and the i m p l i c a t i o n s f o r monetary 

c o n t r o l s e t out i n t h e t h i r d T r e a s u r y p a p e r and t h e n t u r n t o 

t h e main p a p e r s on the g i l t - e d g e d market and monetary 

b a s e . 


3. The p r o p o s a l s f o r changes i n t h e s e two p a p e r s 

v a r y v e r y much i n t h e t i m e span i n w h i c h t h e y c o u l d be 

pu t i n t o e f f e c t . Some a r e o f immediate r e l e v a n c e 
p a r t i c u l a r l y w h e t h e r we s h o u l d be c o n t i n u i n g t o i s s u e 

l o n g s t o c k s , and w h e t h e r the y s h o u l d go i n t o t h e n e x t 

c e n t u r y . At t h e o t h e r e x t r e m e , t h e s w i t c h t o a 

monetary base s y s t e m o f c o n t r o l w o u l d t a k e s e v e r a l y e a r s . 


/ I t w o u l d 
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I t w o u l d i n v o l v e a change i n t h e f i n a n c i a l s y s t e m a t l e a s t 

as f u n d a m e n t a l as was i n v o l v e d i n " C o m p e t i t i o n and C r e d i t 

C o n t r o l " , and i t w o u l d r e q u i r e c o n s i d e r a b l e p e r i o d s f o r 

eac h o f d r a w i n g up t h e p r o p o s a l s i n d e t a i l , c o n s u l t a t i o n 

w i t h t h e v a r i o u s g r oups o f i n s t i t u t i o n s a f f e c t e d , 

r e v i s i o n o f t h e p r o p o s a l s , and i m p l e m e n t a t i o n . 


4. I w o u l d t h e r e f o r e s u g g e s t t h a t we m i g h t t a k e t h e main 

i s s u e s w h i c h a r i s e on the p a p e r s i n seq u e n c e . They 

a p p e a r t o be:

( i )	 w h e t h e r we s h o u l d c o n t i n u e t o i s s u e l o n g d a t e d 

s t o c k ; ( 1 C i n t h e Annex t o t h e T r e a s u r y p a p e r ) 


( i i )	 w h e t h e r t h e a t t r a c t i o n s o f an i n d e x - l i n k e d s t o c k 

a p p e a r t o o u t w e i g h t h e g e n e r a l o b j e c t i o n s t o the 

f u r t h e r s p r e a d o f i n d e x a t i o n s u f f i c i e n t l y t o 

j u s t i f y p r e p a r i n g and e v a l u a t i n g a d e t a i l e d 

p r o p o s a l , i n c l u d i n g c o n s i d e r i n g t h e i m p l i c a t i o n s 

f o r t a x a t i o n ; ( p a r a g r a p h 1^ and 5C i n t h e Annex 

t o t h e T r e a s u r y p a p e r ) 


( i i i )	 w h e t h e r t h e Bank c o n s i d e r t h a t t h e r e i s any 

o t h e r way out o f t h e p r e s e n t s i t u a t i o n i n 

w h i c h we l a c k a means o f r a i s i n g t h e l e v e l o f 

l o n g t e r m i n t e r e s t r a t e s ; ( p a r a g r a p h i a ^ o f 

th e T r e a s u r y p a p e r ) 


( i v )	 w h e t h e r we a c c e p t t h e c o n c l u s i o n s o f t h e T r e a s u r y 

e c o n o m i s t s ' p a p e r t h a t t h e r e i s s u f f i c i e n t 


/ a t t r a c t i o n i n 
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a t t r a c t i o n i n t h e monetary base c o n t r o l as 

a way o f a c h i e v i n g t h e n e c e s s a r y changes i n s h o r t e r 

t e r m i n t e r e s t r a t e s t o j u s t i f y t h e f u r t h e r 

s t u d y i n d e p t h o f some p a r t i c u l a r o p t i o n s . 


5. I am s e n d i n g c o p i e s o f t h i s m i n u t e t o t h e G o v e r n o r 

and S i r John Hunt. 


£ J u l y , 1979 
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17 t h	 J u l y , 1979. 


MONETARY SEMINAR 


I am a f r a i d t h a t t h e r e f e r e n c e s t o p a r a g r a p h s i n t h e T r e a s u r y 

paper* i n p a r a g r a p h 4 o f the C h a n c e l l o r ' s m i n u t e o f 1 3 t h J u l y 

t o the Prime M i n i s t e r were n ot amended t o t a k e a c c o u n t o f 

r e v i s i o n s t o the p a p e r s . 


The c o r r e c t r e f e r e n c e s s h o u l d be:

i . 1C i n t h e Annex t o the T r e a s u r y p a p e r on 

the g i l t s m a r k e t ; 


i i  .	 p a r a g r a p h 19 i n t h e p a p e r and comment 5C 

i n t h e Annex; 


i i i  . p a r a g r a p h s 11 and 18 i n the p a p e r . 


T h e r e was a l s o an e r r o r i n t h e t a b l e i n p a r a g r a p h 7 o f 

the T r e a s u r y n o t e "Monetary O b j e c t i v e s and P r o s p e c t s " . The 

p r o v i s i o n f o r s a l e s o f o t h e r p u b l i c s e c t o r d ebt i n t h e f o r e c a s t 

f o r 1979-80 i s £2 b i l l i o n , n o t £3 b i l l i o n . 


F i n a l l y , I s h o u l d e x p l a i n t h e a p p a r e n t d i s c r e p a n c y between 

the f i g u r e s i n t h a t t a b l e f o r s a l e s o f g i l t s and o t h e r p u b l i c 

s e c t o r debt i n 1978-79 and t h o s e i n t a b l e on Page 2 o f 

the g i l t s p a p e r . The d i f f e r e n c e i s i n t h e t r e a t m e n t o f t h e 

N a t i o n a l S a v i n g s Bank I n v e s t m e n t A c c o u n t . The f o r m e r t a b l e 

f o l l o w s t h e n o r m a l s t a t i s t i c a l c o n v e n t i o n o f i n c l u d i n g i t s 

t a k e - u p o f g i l t s i n s a l e s o f g i l t s t o t h e non-bank p u b l i c , 

w h i l e i n t h e l a t t e r t h e i n f l o w i n t o t h e a c c o u n t  i s i n c l u d e d 

w i t h i n N a t i o n a l S a v i n g s . 


(M.A. HELL) 


T. P. L a n k e s t e r , E s q . , 

10 Downing S t r e e t , 

LONDON. S. W. 1. 



