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Co-operative Bank Limited

Head Office
P.O. Box 101
N MNew Century House
Manchester
M80O 4EP

Telephone: 061-834 8887

Telex No. 667274

Telagrams: Cosalebank, Manchester. Telex
Our Ref.  11./LM

Your Ref.

Please address your reply to the Chiei Genera Manager Zlst July, 1980

E. A. V. CGeorge, Esq.,
Bank of England,
Threadneedle Street,
London, EC2R 8AH

Dear Mr. George,

1 regret the delay in coming back to vour letter
of the 5th June which has been occasioned by the necessity
to take the views of a number of my collesagues and the
incidence of annual holidays which has impinged on this.

Our views on the subject matter of ihe Greén Paper
are therefore now submittad in the fori: of the attached
memoranaum,

Yours sincerely,
;‘\. i zq_,,_..at.,,_&__m
Chief General Manager-— 7
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Monetary Control

Further to your letter of 20 March,

-_Y N et v(__‘

As from:

-

TELEPHONE

0i1-8628 6712

Nationwide Building Society
New Oxford House

High Holborn

London WC1lV 6PW

1 August 1980
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I now enclose a copy of a

memorandum setting out the views of the Building Societies Association
on the Green Paper "Monetary Control" and the consultation paper by
the Bank and the Treasury on possible developments in the methods of

monetary control.

I am sorry if this paper is rather belated but there has, as you know,
been something of a dialogue going on over the last few months between
building societies and the Government on the place of building societies
in the monetary system and one has wondered at what point it was desirable
to pause and submit formal views.

I would be very happy to make myself available for further discussion
with you or officials of the Treasury if you should feel it appropriate

and, as is indicated towards the end of the memorandum, we may ourselves

request an opportunity for discussion in the light of developments.
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HER MAJESTY'S TREASURY

MONETARY CONTROL CONSULTATIONS

COMMENTS BY THE BSA
Note by the Secretaries

The attached memorandum by the Building
Societies Association is circulated for

information.

M D K W FOOT
M L WILLIAMS

H M Treasury



MONETARY CONTROL

Observations of the Building Societies Association

Introduction

1.

On 20 March 1980, the Governﬁent published a Green Paper “Monetary
Control" (Cmnd 7858). The Greem Paper included a consultation

paper by the Bank of England and the Treasury on possible developments
in the methods of monetary control. The Government invited the views

of the Building Societies Association.

On 21 May 1980, representatives of the Association had an exploratory
discussion with officials of the Treasury and the Bank and, over the
periéd since the publication of the Green Paper, there have been a
number of formal and informal comments by representatives of |
Government and building societies which have touched on the place of

societiez in the monetary system. These are reflected to some extent

The Building Societies Association notes that the Government has
decided to choose as its target for the purposes of monetary control
the monetary aggregate known as Sterling M3 (£M3) - an aggregate which
does not include deposits in building societies. quever, the Greén
Paper maskes it clear that £M3 may not remain the most appropriate
aggregate in the face of long term changes in the institutional
structure and this point was underlined in the speech made to the
Annual Conference of the Building Societies Association in May 1980

by the Financial Secretary to the Treasury.

2.
in this response.
The System of Monetary Comtrol
3.
4.

Because £M3 has been chosen as the appropriate monetary control target,
the changes in monetary control techniques which have been made and
suggested by Government as the means of achieving a smoother path in
the growth of the money supply over the relatively short term are ones
which apply specifically to the banking sector. They thus have mo
direct relevance to building societies and, indeed, it appears to be
the policy of Government to continue to influence the part played by
building societies in the monetary system'in the long term by general
interest rate policies and in the short term by consultation and

persuasion. The Association does not therefore propose to comment on

monetary base control or on indicator systems - issues which are specific

to banks and which are specially mentioned in paragraph 6.4 of the

consultation paper. There are, however, consequences which seem likely
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to flow from the changes proposed by the Government and the Association

wishes to comment on these.

Rates

5.

While different commentators have expressed different views, there
appears to be a balance of opinion that the Government’'s intention
to achieve smoother short-term growth in the money supply could
result in more frequent and possibly wider fluctuations in the
general level of interest rates. This is a prospect which building

societies cannot view with equanimity for a number of reasons.

Although deposits in building societies are raised almost entirely
from the personal sector, they now amount to about £45,000 million
and include a growing proportion of money which is extremely
jnterest-rate sensitive. While building societies have in recent
years endeavoured, by the issue of term shares, to incréase the
proportion of their capital which is held in relatively stable form,
more than 80 per cent of their capital is, in practice, withdrawable
at very short notice. At the end of April 1980, 84.3 per cent of
balances had a residual maturity of under one month; a further 3.2
per cent had a residual maturity of between one and six months; 6.3
per cent had a residual maturity of between six months and two years
and only the remaining 6.2 per cent had a residual maturity of two

years and over. Building socleties are obliged therefore to keep

‘their déposit interest rates closely in line with short term interest

rates in the personal money markets and they have over recent years

become increasingly wvulnerable to fluctuations in those rates.

At the same time, 80 per cent of the total funds of building societies
are invested in mortgage loans - almost all in relatively small sums
to individuals for home purchase. Virtually all existing building
society mortgages contain variable interest rate clauses which permit
the rate of interest paysble on loans to be raised or lowered on the
giving of appropriate notice by the society. Theoretically, the
variable interest rate mortgage should enable building society deposit
interest rates to be kept in line with the market because any increase
or decrease which is required in those rates can be compensated at
relatively short notice by an increase OT decrease in the rate of

interest charged on existing as well as new loans.



8. In practice, however, this ability to adjust readily to prevailing market
conditions has seldom proved possible of easy implementation. Apart from
the requirement to give notice of interest rate changes to borrowers and
the administrative problems df making consequential adjustments (often of
an individual and personal nature) to monthly loan repayments, the rate
of interest charged to borrowers (particularly existing borrowers) has
become a matter of considerable public and political concern. In
consequence, most building soclety interest rate adjustments are the
subject of wide coverage and comment in the media and some desirable
adjustments have been delayed and some undesirabie adjustments brought

gsbout by strong political pressure.

9. As a result of this public and political attitude towards building soclety
interest rates, the level of interest rates paid and charged by building
societies is sometimes out of line with the market for periods of time,
with the consequence that there are suﬁstantial flows of deposit monies
between Quilding societies and other deposit-taking institutionms,
particularly the banking sector. The nature and amount of these flows in

recent years is illustrated in the appendix to this paper.

10 Methods are being explored within building societies with a view to
ensbling a more flexible response to interest rate changes and to
ameliorating some of the consequences to borrowers. However, the
Association wishes to make the point, that, having regard to the pre-
eminently personal nature of their business and the role they occupy in
the social as well as the economic life of the nation, rapid response to
frequent and possibly wide fluctuations in ihe general level of interest
rates is unlikely to be as easy for building societies as it is for other
deposit-taking institutions. Nevertheless, if interest rates in the
economy generally are to vary more frequently, it is probably for the
benefit of building society investors and borrowers as well as for the
monetary system as a whole that building society interest rates should

follow, and this should be recognised by Government.

Competition
11 Another consequence which seems likely to flow from the changes proposed

by the Government is greater competition between financial institutions
in areas where they already tend to overlap. The building societies
particularly envisage increased competition from the banking sector,
especially from the major clearing banks which already have substantial

- connections with personal depositors and borrowers and large branch networks



12.

13.

14,

equipped to deal with personal customers.

At this stage, it is not possible to forecast how emnergetically the

banks propose to compete with the building societies for personal sector
deposits and house purchase loans but lending by the banking sector for
house purchase has been growing rapidly over the last year or so and,

with the abolition of the Supplementary Special Deposit scheme, the

major clearing banks have announced new schemes to attract and retain
personal deposits. It is understood to be the desire of Government not

to see any significant changes in the relative rates of growth of persomnal
sector deposité held by, and house purchase loans made by, major fimancial
institutions and this view has no doubt been made known to other financial
institutions as well as the building societies. The relative rates of

growth will obviously be carefully monitored.

However this may be, it seems evident that a more dynamic approach by other
large fin?ncial institutions to the marketing of deposit and lending
services in the personal sector cannot but affect the ways in which, and

the terms on which, building societies conduct their business. Increased
competition for personal deposits in particular would seem likely to lead

to upward pressures on deposit interest rates with consequential effects,

as far as building societies are concarned,.on the rates of interest charged

on house purchase loans.

There are, of course, quite considerable differences between the statutory
powers, the methods of operation, and the administrative and other
restrictions and regquirements placed upon building societies as compared
with other institutions and while much has been made of the competitive
advantages alleged to be enjoyed by building societies, societies are in
fact subject to many restrictions on the way they undertake their business
and are certainly required to disclose a great deal more information of
value to competitors thamn are other institutions. Building societies will
be observing competitive developments with considerable care and, if
necessary, will request the opportunity of discussing these developments

at an appropriate time with an appropriate level of Goveranment.
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Personal Sector £m

Deposits with
Banking Sector

Deposits with
Building Societies

740
682
308
822
953
1,767
L51
84y
900
1,186
- 3,381
820
767
Lus
941
2,973
-62
641
220
175
974
=154 ( -146)
399 ( 218)
657 ( 402)
355 { 355)
1,257 ( 829)
=131 ( -318)
319 ( 53)
193 ( -67)
176 ( 93)
557 ( =239)
308 ( 88)
1,038 ( 697)
1,087 ( 693)
723 ( 756)
3,156 (2,234)
725 ( 611)
1,681 (1,095)
1,863 (1,456)
1,896 (1,808)
6,165 (4,970)

1,090
762
890

1,484

1,961

2,139

438
755
482
513
2,188

133
468

540
828

1,969

907
1,175
986

1,093

1,180
912
695
514

3,301

811
1,689
1,419

2,013

5,932

1,259
1,083
1,0”8

1,449

4,849

1,181
1,399
1,394
1,645
5,619

Sterling Deposits only from 2nd quarter of 1975

Building Soclety
Advantage

350
80
582
662
1,008
372

=13

-89

418
=673

~687
-299

g5
-113

969
534
766
S8
3,189

1,334
513
38
159
2,044

942
1,370
1,226

456
-282
-469
-251
—546

Figures in brackets relate to individuals, households and personal trusts

only, i.e. they exclude unincorporated businesses and private non-profit-
making bodies.
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Tolagramet ACCEPTCOM, LONDON, E.C. B i 2 CRUTCHED FRIARS
: LONDON, EC3N 2Nj
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Tth August 198Q,

The Governor, {
The Bank of England, '
London, EC2R BAH,

~. ~ '
i_)...,«i':’_:.'_-—r { (V " 6%}1\_%{*)

Monetarvy Control

—— - =

You will remember that you wrote to my Chairman on the 5th June,
1980 inviting the Accepiing Houses Committee to comment on tre Green Paper,
"Monetary Control™ (Cmnd. 7858).

as to the timetable within which the considered comments of the iccerting

i subsequently spoke to Mr., Charles Gocdhart to obtain ar indicatio

Hdouses could be collated and communicated to the Bank., T irdicated to
Mr. Goodhart that I hoped to be able to submit the Committee's comments in
the course of this present month.
| afted

now enclos copies cf a paper setiing out the Commitiee's
commenta. I think that it represents the nearesi that could he expected to
a consensus on the part of the 16 Houses which could reasonably be expected
on: guch a aubject.

The paper is at present unsignaé. Unfortunately my Chairman will
not be back in his office until the end of August. He may wish to put some

finishing gloss on to paper; but he did see it substzntially in its present

form ard I dc not expect it to be materially altered.

Yours sinoerely,

Ll

Ltaﬁ._u&jr“m“*
Directior-Ceneral.,

n



ACCEPTING HOUSES COMMITTEE

Trlephonen: O1dB0 189
wiAst ROMAN WALL HOUSE,
Tepra * LPIC PDOYN, E.C3. . . 1y X
Teligrams At{i‘l]{,l‘..’l!\?, LONBON, F.C3 1.2 CRUIGiL ¥ RIARS,
LOXNDON, EC3N2N)
owr ret.  £1IC/550/C.

The Governor,
The Zank of England,
London, =C2R 84K,

. You have zsked for our comments on the Gre
conirol with particular referencs to the gquestion
of that paper, Before discussing these s ifie
besi to outline our zeneral appro ach to ti

oI mone tary

& Fape
outlined in paragrarh 6.4
ticns i1 nay perhaps bz

The first point to be made is that we do r
rate of monetary growih eperienced in this counizy
to defective teckniques of monetary corntrel. It
believe that improvements in the technicues of monstar

isolation, be expected to resolve these problems. nas been lax
throu ghout the period of high monetary growth znd few goveruments have ever
run large ang PET”lB»Eﬁt fiscal ceficits wlthOLt 91k8“=¢TC ng hign rates of
monelasy growth. {(In this connection it is zt we regard the
argument thai, adgasund fﬁ“ infiation, the public sector has been yumning a
fiscal surplus as misleading and dangerous if used as a basi ¥
adjusted for inflation, goverrnment was in subsiantial surplu
Veimar inflation).

w Y

The probliem in the U.X. has been that
consistently been of a scale vhich reguired v
outside the banking system. For much of the
albeit at the cost of subsiantial distortion
the scale of the deficit has been such thai an

:as had substantial monestary conseguences.

[od

These problems have been
the public sector on the gilt-edged m g a source
the mid sixties a very subctantial poriion of the ub“c Qecvoh

n 4

helé directly by the personal sector through
Savings, so that the pudblic sector drew
and the personal savings markei. Durin
the mid seventiss this paiiern changed
of the personal savings narket falling

institutional market rose to a point a2t which
excluded.

N AT R A et A s — -
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Th~ Governsr,

Tir ZPond of "meand 7ih swoust 1880

Trhus a sharp rise in the public sector's borrowing reguirement
has toen accompanied by a2 sigmificant norroving ie furdai tese T
ronelary cunrequences of ihece tvo irends have F
ithe fTirsncial reguircmentes ¢f the public sector !
Vheres n ithe fifiies and sixties the azuthoritie

g 3
vith debt mansgement, by the latter hLalfl of the
to nset & demanding funding progremme.. In the ¢
relied 2lmost exclusively on z

; he only
the 1 ic sectcr has not been

ih
«ffzctive borrowers, The resvit S hat
able to acceierate the pace of its funding without the capital
account and the savings of the personal sscior.

Second, the corporate sector has effectively been excluded from the
carital market and ithus driven to reply almost exclusively on ithe banking
mzrket for its external furding. It should be stressed that this uas not a
necessary conscquence of inflation but rather of the scale and de

terinination
of governrent funding operations. Vhere government has relatively modest )
funding reguirermente, as in the U.S.4., inflation may cause z hiatus in the
corporate bond market but it will not kill it. The closurs of the capital
narket to corrorate Lorrowsrs in recent yecars has ad3ed subslantially
to banv lozn demand, and vhere the funding of this loan cdemzrid has conilicted
with targets for £1i3, =sterling deyosits held by overseas residenis have made

up the shortfall.

It should be evident from the above that the background to our vieuws
on the technical issues of monetary -control is a firm convictiion ihat the
cverall fiscal siance and. funding policy of the .public sector are of far more
gecisive importance. That being said, we would noti suggest that the technicues
ot monetary conirol are without significance for both ihe choice of target and
the precise control mechanism used to achieve it can have 2 significant impact.

The use of £113 as the target monetary variable is now a well
blished practice in this country with which the rarkets are thoroughly
liar. The monetary base proposals would involve a radical shift away
from this policy and we tazke the proposals in Chapier 5 of the Green Paper
as evidence of astrong official predilection for retzining £13 as the target
monetary varizble.

Our view is ihat reliance on a single monetary variable is inherently
‘undesirable. There are both general znd specific reasons fer this. On
general grounds the continuous structural evolution of the financial system
makes it unlikely that any single monetery agsregate will remain én accurate
measure of monetary growih over time, On rore specific grounds experience
hae shown that attempts to control a particular ag-regate will tend to distort
its relationship to ihe system as a whole, 2 point well iliustrated by the
experience of the Supplementary Special Deposits Scheme. If targets were to be
expressed in ierms of a number of monetary aggregates such distortions would be
less likely io occur and a better overzll measure of menetary growth would be
achieved,

’ i &
{ ontineed )vawews



The Governsr,
The Ban' of Tngla:d
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to ihe Cuhtr}4 of a yaJuac. ;
particiyanic are awere of the complexities
ihis rsascn watch the “FVOTOYuaat o_ 2

:".n

{0 the conirolo”a single monet tary agsr
distoricd, not lenst oy official contre
we copsider that 2 troad comniiment to tne conirel
carry more conviction than a particular target for an
is not understood. TFor these reasons we would argue tib
market participants and the public at large would be en
to the control of a rarge of arsregates.

The choice of azsregates is cbvicusly 2 aat
but we would argue that measures of both liguidiiy am
Ligquidiiy measures should range from messures of the
through narrow and dbroad definitions of the money suppl

¥ broad mearurf of

liguidity in the economy. Meazsures of credit lieve tecomz of much greater

significarce in the last year or so with the revival in sterling's international
=D

role znd the relaxation of exch:onge control.

4 preference for judging policy by reference 10 2 numoer of =
N :

must imply a general preference for ithe use of interesi Ta he 1
reliznce on specific quantitaiive cgnirols. It doss not however necessarily
preclude control of specific quantities as a rmeans of in nfivencing the price of
money.

The monetary base propesals
invoive relying on the control of base
a broader monetary agzregate. CEecond,
volume of roney rather than attempling ic i
the price of morney. The lati{er aprroach, in i
inveolves 2 mezsure of judgemeni on the ;:rt of

rates nesded to achieve a partiicu 1
& proposals are inherently non-¢i

=y e T s
aCTing QLT

t inforzation,
to the level
growth whereas

n would e for % £
c as & whole.

ere are iwo distinact guesiions &zoc

o be answvered, Trhe first is vhether

'ng the monetary system., The second is what

10 he pertfolio Ttshaviour of banks anﬁ heir ¢ &f 213
n Y

to a
for the
disinter-
siem., The
carry a
: i e may not be
rue 3% 21l slage rest rate i it dmplieitly
aansunes that base morﬁy is thﬂ owlv form of ¥4 quidl the banking
eystom, 1If no discouni facility is avallabtle it is itruec 1o ray that bense money



e Governor,

e Furl of “nvland 7in 4u

ol s

ir the only abeolute liguidi
it in 1rzciice chort
Loth 1’“V ahd non- :awb

In a couniry such as Switoerland vhere
exirerely concervative fiscal policies over man
consecouently little federal government paper ;n th

FIT 3
such prime assets is nececsarily limited so thatil tanking s
has no real alternative to base money zs a source of liquidity. In =such
circumstarnces the control of monetary tase is probably ihe most efficient wa
of controlling ihe money supply, but it is vortih noting that zgainst 2 dback-
zround of fiscal conservatism such as has characterised ine Swiss economy for
many years the problems of controlling domestically-generated monetary growth

are not sxcessive.

: The level of the public sectorts primary debi and ihe lack of
fiscal conserveiism in this couniry in our view pre“TUce: the irtreduction
of non-mzndatory base system. The 5ntroduction of a mandztory base sysiem
in this country would bave a profound effect on the banking system. Reserve
costs in this courtry have typically bteen low, in sharp o qtrast to couniries
such as the U.S. and Vest Ge:many, &nd this is reflected in the structure of
our barking sysiem.

(ﬁ

The imposition of reserve "or base cosis on the U.K. gomestic

~a 4

banking system vould nnceqsarily lead %0 2 period of siructural change in the

barking system and its relationship to the brozder financial system. For a

time the f*"ures {for monetary growth would serious understate the trend in
s

<Y

the growih of liquidity and credit in the economy bu itrend distiortion
would d;sapneav as the adjusiment was completed. It can be argued that such
rroblems would be transitional and aralogous to ihose &sso ciated with the
1ﬁuro~"tlan of Competition and Credit Control. This

justify ignoring the considerable risks involved in tih
mendatery base system,

1f the transitional problems could be successfully overcome the

werkings of the system would depend on which of the two fundamsntal varianis
of mandziory ronetary base described in the Creen Paper was adcpted. If 2ll
Vanking clzims againsi the central bank were to be treated as base asseis then
day to day control of base assets would have to deprend on the authorities
rzintaining an overfunded position and then using discreiicnary repurchzce
agrecments to inject sufficient bzse assets into the systiem to achieve ihe
desired level. Two iscues zrise from this. The first is that of access to
repurchase agreemznts. These should in cur view either be oren to all

r
competing banks or resiricted to institutions su h'as the discount houses who

such as
do not compete directly with other tanks. In this connection we note with
approval the decision to open receni repurchase agreements to all listed banks.



The Governor,
The Eenv of Fagsland Tih furust 1980

The recond icous concerns it .
vrepsreé to enter repurchas ita
technical point it could te a se of
of asseis vere uvnduly narrowly defined,

We are confident that in rrinciple

managed on such a hasis with the caveat

deficit wonuld still rroduce significant

of vhether the base asset reguirement

lagring we are agnostic. There seems to ndaire; ey ¢ cecneider
any of tihese systems unworkable and no doubt the banking system covld adupt

to deal vith any of them. If we have a preference it wiuléd bs for & coincident
requirsment. It should be noted that cur confidence that such 2 system wouléd
be ranageable depends on our judgement as 1o banks! likely perifolio bLehaw our

under such a system which is set out below,

The other principal variant of mandat
out in ihe Green Paper is the p“oponal to cresate
(N.E.s). 35 the agcregate supply of these woul arbiira:
a2uthoritics it cannot be dcubted that such a systiem coulé be ra
the technical sense. There are however %iwo principzl objeciions to such a
scheme, First, the removal of pressurs on the authorities to either control
or fund its deficit could well lead to & dangerous build vy of liguidity in
the systiem, Second, the revenue potential of such 2 sysiem {rom the oflficial
point of view could, if exploited, lead to 2 very high level of disinter-
mediation.

The issue of disintermediation is crucial to the =znal
various mandatory monetary base systems. The issus is 1ot a si
that both corporate and public funding derend in the first irstaﬂce on
encouraging a p*ocecs analogOLs to disintermediztion {and both coniribute to
monetary contrel). T the public sector sells stock tv a bank depositer and
reduces iis liabil 11;&9 to the banking system the wmoney supply falls but a
similar process involving Treasury Bills although aralogous in its initial
mcnetary effect is in practice fundamentally different in that it is readily
reversible. Iowever, although these exzmples may be cl=ar cut there are
necessarily mazny which occupy a less clear cut middle erzund such zs trans-

zciions in flecating rate stocks.

Urder a mandatory base asset scheme banks would haves to resolve the
conflict veiween ihe desire of their commercizl customers for flexible
borrowing fecilities and the avthorities! determination tc 1imit the growth
of the base assels of the banking system. They would é5 so eiiher by carry

ing
excess base assets, which would be expensive, or by holding z growing proporti
of their ezssets in a form which could be readily talien up ocutside the bankir ng
system. The important point to note is that profit raximisation would geyend
on developing an asset structure which could be chezyply and efficiently
Gisinlermediated in times of strong lcan demand and reintermediated in times of

{continued).....
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The Fark ol *wr'a 1d 7ih Av et 1380

vezk lozn demand, Thus ih
sncournged by a rmendatory ﬁ“ﬂet‘*} b—*e <
significance in lerms of either liguidity
keep moretary growih in the narrovw cense

For these rearons we wonld be oupoced fo a randatory monotary

The indicater proposals cutlirned in-Cuapier 5 of the Creen Paper
‘ra2ject ihe substance of the monetery base propccals but would inv rolve a
major shift from a discretionary to an aa*or tic system of interest rate
adjustment, which it has been argued could reduce 2 bias towzrds delay in
interest ruie adjusiment. As mentioned above ve have consideratle reserva-
tions about any system based on £M3 znd as is outlined in the Green Paper.
Jowever, setiing ihis guection apart, there zre & numler of gereral points
0 be made about autoratic systems even when, &s proposed in ihe Green FPaper,
there is a residual pover to over-ride the indicated rate.

The Tirst concerns the potential irstabiliiy of inilewvest rzter.
The experience with market dectermined changes in MLR vas not an entirely
happy one and protlems were experienced during periods of both rising and
falling interest rates. In practiice the authorities chose to over-ride the
market freguenily in the rast ané we see no reason to expect maiters to be
different in the futiure.

‘l:

ihether the present systen of discreticnary chean
rates is necessarily biased itcwards monetary ezse is in ou o ¢! de
There will always be pressures influerncing the conduct of menetary policy and
whather they zre to over-ride an automatic change or io initiate a discretionary

chanze the authorities must bear them. The real darger with an automatic sysiem

is that the authorities may be inhitited by the system from a proper exercise

of their judgement and in conseguence lose iheir direci resporsibility for the

outcome. ‘
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A more general point emerging from these questions concerns the
significance of short term fluctuvations in ronetary growth. The official
view as embodied in both the Green Paper and the recent Budget Report would
seen 1o be that shor+ term fluctuations in ronetary Srowin dc not matter in

any otjective sern in that the relationship beiween monzy supply and money
G.X.P. is ecsent¢a11y a medium term relationship. Imporiance is nevertheless

attached to such movements on the grounds that they affect market confidence,
and indeed ihe indicator system would involve an zulomatic response of interest
raies to such shori term fluctvations., Our experience is that market
participante share the official view that short term fluctuations in monetary
growth are of little fundamental imporiance but waich them u;tn creat attention
bzcause they have learnt that they provide & good indicator of ihe zuthorities’
immediate intentions with respect to interest rates and furvhn operations.

In countries such as Switzerland and Germany the market acceptis large
fluctuations in he raie of monetary growth guite calmly beczuse they have
learnt by experience that the authcrities' own policy actions will not be
influenced by them.

{continued).....
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In sending you our courents we have treated the Creen Fegper

in isclation. Howvever these nzilers zre clocely related to both the

igcues raiced by the paper on the Iezrurenent of Liguidity arnd ihe

iremised pzper on the Cash Requircment. TFor this rearen we have been

somevhal less specific on certain points ihan we might have wished,
but we wculd hope to revert to them in the light of the continuing
d¢iscuscion with the Bark on the Liguidity pzmner znd of ihe paper on
ihe Cash Requirement,

Yours sincerely,




