


it
7

.: » I
-
'l%
2 ‘
'ﬂ, *‘&"”»CV" 4
‘ .» |




e SR S ———

[ { ) " My g .
A ateedy N T AN v Awaow L 4 ; A ?
! ) P RERLREVION ENERA ) b ‘ i epno el b ‘ "
[IREAE L] ‘ L AURTEARTIE O ST W TR 2 ? A 0 y W/ 1 s LW i . by
! / J ) Y f 2 /N it oS Y I | ( [ ]
{ ft Al I&. ‘ WP IENA AP , Fi : y :
et ie sl evian g dsp onal avvntvare sk vt : 7 AR LS S f I
] |

MEETING ON NATFS
N t-‘;\’z—O“A&l(\"rcc,xu‘~~-i '*“cw\_, METING
witH C /& Ol Jd.BD

NMonday Ol Februaly
Afres Pyooes

o0
Ceve [norsS K oo

Those attending:

Nor Atte kalunq

BG (an Oervundic
JSFI ( G-

Relevant Papers

== To be adowsed

; 45\/
: )/

LS SPRES

o
2 AW mTTITE
DRSSy Y tREs

=

15 o'y
R R T e g

Pl

H-‘Dl b T L

?é
/

aSLETT
S

S

-y

o mm

rEdman . some oy

3
5
1

{
5

j e s RIS (R o :_' P v : ,w-uamr n'vwvrnp' S Ty g Py g graria 2040
Ao v e o . B “/4/{,?’ Pr P Ry g . " ’ ‘ ¥ | VAR ‘ 3 . ; , ",-
I y

P s

)
|

1 g’



S e T

OO NI T .\\:N\_
.

AR 1 »vwv-tﬂ.v'*lgt""»"v"vv’~' i
i g

i

-‘
!

pusn—— vy crp

m...”‘n,. PURE L ARTs ,“'n““ q'ron-‘
LTy H

]

)
! ) ) o Pl O M Ly “,’.v‘;ﬂf""
Pivd ‘ TR RTIPY PRI T . o . o I I , " ’ ',“"‘W 'qu"-p-éom'-vmm»mw-_r,. e
CONFIDENTILAL

i
1

B < minme

RECORD OF A DISCUSSION ON THE MEDIUM TERM FINANCIAL STRATEGY

AT 2.15PM ON 21 FEBRUARY AT THE TREASURY

Present: Chancellor Governor —— Professor Walters

Economic Secretary Mr George Mr Cassell
Sir D Wass Mr Loehnis Mr Kerr
Mr Burns Mr Goodhart Mrs Lomax

Mr Middleton

The meeting considered the draft of the 1983 MTFS which had been

circulated with Mr Burns' minute of 18 February.

2. The Chancellor suggested that the key issue was Ehe appropriate
target monetary ranges for 1983—84. It had been agreed that the
target period should be 14 mqnths, starting in February: the issue
was whether the ranges should be 7-11, or 6-10. The latter might

perhaps have a better impact on expectations about inflation.

3. The Governor thought it important to maintain consistency in

successive MTFSs: the fact that RPI inflation had fallen faster

than expected did not constitute a case for further ratcheting

down the deceleration of monetary growth. And to go for a range

of 6-10 would on the one hand cause concern by appearing to damage
the prospect of recovery: it might, on the other hand, also raise
issues of credibility. A range of 7-11 looked achievable, but to
go for a lower range would probably necessitate adopting a separate,

and higher, range for Ml. Mr George added that the market reaction

to 6-10 would be unfortunate, for it would imply that the task of

reverting to a declining interest rate path would be harder.

4. Sir Douglas Wass and Mr Burns agreed with the Governor. To

ratchet down to 6-10 would be seen as reducing the headroom for

real growth. Professor Walters however thought that to stay with

7-11 would suggest acceptance that the process of working inflation
out of the system would be long and slow. To go for 6-10 would

/signal greater
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signal greater resolve, and would have considerable symbolic
value. If it was thought necessary to hold to 7-11 for 1983-84,
it would be as well to move to 5-9 and 3-7 for the two subseguent

years.

P In further discussion, it was suggested that the markets
expected the Government to hold to the path shown in the 1982
MTFS, and would find it difficult to reconcile a lower path

with lower interest rates and higher output; that lowering

the target ranges now could entail a significant tightening

of policy in due course; that to the extent that inflation

was likely to rise during the year the 7-11 range would impose

a tighter discipline; and that a lower range would be likely - at

least in the short term - to lead to higher interest rates.

6 It was agreed that the balance of advantage lay in retaining
the path shown in table 3 of the draft MTFS, ie ranges of 7-11

in 1983-84, and 6-10 and 5-9 in the two subsequent years.

e The meeting then considered a number of drafting points.

It was agreed:-

a. that the discussion of Ml in para 7 should be

condensed,

b. that the last sentence of para 1l should be
omitted, but that the first sentence of para 12
should be subsumed in para 11, which should also

set out the agreed target period;

e, that the reference, in para 13, to the
exchange rate assumption deserved further study.

It was argued that the reference to "no major
change" could be construed as implying expectation/
acceptance of a further 10 per cent fall; though it

was noted that
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was noted that its replacement by a new phrase
would be s eenas significant, and might be no

less likely to provoke questions;

d. that the PSBR figures in para 17 were provisional,
and that decisions would be taken in due course

in the light of a further forecast; and

i that a full discussion of the relationship
between the GDP deflator and the RPI might be
required in para 18, or a foot-note to para 18,

depending on the extent of the discussion in part 3

of the FSBR.

It was noted that the Bank would submit detailed drafting

suggestions.

8. At the conclusion of the meeting, the Chancellor thanked
the Governor for his letter of 18 February on short term interest

rates. He accepted that in-the light of current uncertainties,

and particularly developments in the o0il market, it would not be
appropriate at present for the Bank to seek to bring down the
general level of rates. But it was of course agreed that the

would resist any renewed threat of higher rates.

J O KERR 22 February 1983

Distribution:

Those present

Chief Secretary Sir A Rawlinson
Financial Secretary Littler Monck
Minister of State (R) Mr Byatt Odling-Smee

Minister of State (C) Mr Cassell Ridley
Mr Evans Shields
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