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1a It canrot be used to coatrol £M% without
e
causing disintercvediation overseas. The new M2

series, wiich may reduce this risk, is not yet ready
end it will be a long time before we can tell whether

ii. Even then it will be difficult to ensure that
such a schene did not cperate to a large extent by

iverting financial :1ows into other channels.

ense of a quantity rule

0 A& S
for The Bank's money market operabions, to achieve close

shcrt verm control of the narrow base (bankers' balances at
id be possible, but:

1s we have no rsason to suppose there is a close
the nsrrow base and the wide monetary
aggregates. So we would probably have tc avandon the
3 g, -/

. There is no guszrantee that our control over

| eri
very unstable, in which case it would be a very poor

fulerum for influencing monetary conditions.

far reaching implications for finaneciail instituticns.

G« rore generslly, cvutrolling tne monetary base as the
tien would be regarded as
a very narrow'ap.r aeh, It n2g not many supporters. A move

To a fully fledged regizas would inevitably be regarded as

position you took
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ie with giscretionary changes in interest rates.
e. There would be no need for changes in institutions

;
or techniques if we did this.

L But it is tadtamount to treating the monetary base
as another target ageregate, probably as an alternstive
to £11Z, at least over periods as short as a year.

& Work summarised in the paper on the narrow aggregates

for the Prime Minister's seminar suggests that the base
has some serious drawbacks when looked at from this point
of views ‘
B It is in many ways inferior %o other narrow
such as M1, Only the currency component
of the base appears to show any systematic relationship

To money incomes, or prices, but since this is entirely
demand determined, it provides no firm evidence of a

causal link.

ii. The relationship of the wide base tc interest
rates is not well determined and looks to be 1 prett
unstable; the greater the instabilis ty of the ¢n+eregt

rate response the more far reaching :he implications

h, This certainly does not rule o taking the base into
account amorng the other factors which deter mine interest rates.
] T:“.';f,‘?" 8 o K 397 et - 2 PP P . | e . * 1
4, Whatever Zjilstre may have said, MBC in any of its many
o 2 S e k. 3 .c’-' .' = 2 " . - . '
gulses, 1s cdefinitely not a way of cenoining guanvitative control

over caci witn Jdiscretionary control over interest rates., The

ES



rate movements, would be immediate and the benefits di~tant.
If we getl into another monetary crisis, the balance of arpgument
might change, but otherwise the risks seem disnroporticnate

: i A KR e e ey .
to the rewvards.

i s -
P E MIDDLETON

21 July 1981



MOUETARY BASE CCNTROL AND RHE KEW ARRANGEMENTS

Introduction

The papers prepared for the PM's Seminar last autumn
identified a number of problems with the system of monetary
control. as it then was. Since then, & number of innovations
have bzen znnounced which have beer publicly Jjustified both as
"desirable in their own right" and as contributing to a possible
eventual move to some system of monetary base control. The
paper on "The New Arrangements" describes these changes, how
they will function, and what they are seeking to echieve.
This peper looks at where we now,stand on the question of MEC.
Part 41 reviews the current state of the debate about lM1BC, and
tries to narrow down the serious options, in the light of the
ternal discussicns that have taken place since tThe Autumn.
Part 1f discusses how far the recently announced changes in

move to MBC, and how much we can expect to learn about the

-ﬁe

feasibility of such e wmove from the operation of the new system
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ncliusions are summarised in the final secticn.

I 1BC: CURRENT STATE OF THE DEBATE

(i) Monetary base control: as a technique of control

Ee The debate that followed the publication of the CGreen
Paper was dominated by the value of meonetary base control zs &
technique of control. In the absence of direct controls on
credit, the main way in which the Bank has sought to influence
monetary conditions is through its operations in short term

money markets® - ie. ‘DY supplying cash to or withdrawl

o)
m
e)
£
0
.

from the banking system through open market operations. with a

; " i N . s
*I+ also operates in other financial markets, notably the foreign
exchznge mariet and the il edged market. While iU now uses &

. LS & 4 i 4 A e . : - =
guantitative rule to determine iis operations 1n 1orelgn eXCialge
- o . s AL B . o PRI LU Cpi Y Ade A A & S A
(ie no rnet interwvention) it has tradaiticrally acted as & Price
o oy & N i iy I At - e
taker iv the gilt edged market., without Iormulaling preclse
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Traditionally, money market operstions have been directed
tovards sscuring the Bank's cbjectives for short term interest
rates. Monetaxry base control was seen, above all, as providing
an aliernative guantitative basis for these operations,
according to which the Bank would focus on the amount of cash
supplied rather than on its price. '
Be The technical case for MBC igs that it would provide a more
appropriete and reliable means of ntrolling the targeted
menetary aggregate than the alternative technique of
manipulating interest rates to influence the demand (znd supply)
of money. Discretionary control of interest rates was said to
nave the following disadvantages:-

(i) if the authorities fix interest rates, errors

and unexpecited shocks will show up in the target

variazble - money. There is z risk of giving

misleading signals to the merket. Policy mey,

unwittingly, be given an infliationary bias, as

inflationary shocks are accomnodeted and prove hard to

reverse; ‘

(ii) +the authorities cen only directly influence

short rates but bread money depends on relative

interaest rates. The link between the level of short

ratez and broad money {and possibly other aggregates)

is tenuous and pocriy understood;

(iii) interest rates are too political an instrument to

use flexibly (there will be a"bias to delay" at least in

the case of upward movemeznts).
., How far is MBC an effective answer to these problems? Wheth
(i) is a serious problem at 21l depends on the nsature
of tne shocks o which the demand for money is most
frequentiy subject. 1In scie C2SES it may be desirable to allow

iv whiel

lve, ch may be used to a greater or lesser extent
rx of ,disccunt window lending.
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“he money supply to respond to unforeseen events. Failure to

accomnodate unexpected changes in the demand for money,
10Mm

]..l-

relative to

3

nal incomes. will involve unnecessary changes
in interest rates which will destabilise the real econony.
On the other hand, the appropriste response tc unforeseen
movements in ncminal incomes will typically be an offsetting
movement in interest rates.

-

shether interest rates or the
monetary hase provide a better operating guide is therefore an
empirical issuc.

S It is sometimes argued that choice of a money supply
target establiches some presumptiocn in favour of the base as

n operationzl rule. It is true that similar questions arise

in choosing between the monetary aggregates and interest rates

as intermediate targets; and that one implication of setting

ney supply targets is that unpredictable shifts in velocityare, in

practice less of a problem than unforeseen movements in nominzsl
incomes. But separate issues are involved in adopting some form
of MBC. Choice of a money supply target assumes only that
velocity is relatively stable. Chcice of MBC requires the
additional azssumption that the relstionship between the monetary
base and the money supply {(the mone >y multiplier) is fairly stable,
at least compzred with the link between interest rates and the
demand for money. In principle, there is nothing inconsistent ir

U}

opting for a money supply target., and attempting to achieve it by

manipulating interest rates.

5. Nor is MREC hecvasarLIy the best answer to (ii). An
alternative solution would be To target one of the narrow
aggrecates which has a better defined relationship with short
term interest rates. Even if this is not possible., the case for
MBC depends not just on the empirical weakness of the lirk

between interest rates and the demand for money, dut on the

=

demonstrable superiority of the relationship between base money

4]

money supply. In pratice, however. institutional

ct

and the targe
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arrangements have made it impossible to judge this peoint in the
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7. VWhether MBC is 2 solution to (iii) is more open. ©On

the one hand, it can be argusd that the mere fact thst
interest rates are o0 highly pelitical makes it impractical

er them, as implied by MBC. On the
inilar arguments apply to exchange rates. and
the Government has had some success

to relinquish control ov
other nand., s

in convincing sections
of opinion tThat; given the monetary target,

o

5 the exchange rate
cannot be regarded as & policy instrument and directily
controlled by t

L

%

ne auvthorities.

8. Before lezaving technigues of control, it is worth noting
another group cof problems which we identified last autumn

hzve an indirect bearing on the case for

which
MEC ~ fthe shortage of
effective monetary policy instruments. The suthorities have no
direct control over long term interest rates - though wheth
this is self-imposed or an inevitable corclliary of the
Goverament's domination of UK long term capital merkets has
been hotly debated. The range of available debt instruments is
limited (though it is being extended). The scale of the
distortiocns revealed by the removal of the SSI schens has, for
the time aeing, sericusly discredited direct control 5, while
the abolition of exchange controls has severely limited
potsntia

their
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g. There ars a number of implications for the MBC debatea. First,
the snortaze . of alternatives underlires the need to conduct

ons as effectively as possible. Second. i¥
he range of ronetary policy that would be an
tage. It is sometimes argued for example, thatl
MBEC would be a way of put%ing pressure on the banks to mod ity

1d be Lelp¢u‘ to monetary contxrel

I L e - : E S
than.as et present, respending passively to

e
short term borrowlng, and raise more medium term finan
t

customers. Abtractive as thie srgument is, however 1t has been
trecied with congiderable aceptizism by elmost eveyone who has ever
had anytbing to do with practical banking -~ and whx :le that is
scarcely conclusive, there is no evidence ©0 the contrary eithexr. .



10. Thirdly, the objections to direct controls extend to some
forms of MBC as well. We concluded last autumn that the
abolition of exchange controls made it impractical to attempt
to control &#M3 (or any other broad money aggregate) by
mandatory MBC.* The reasons were spelt out at length in the
TCSC Report on Monetary Policy. While in principle it might be
possible to use IMBC to control a narrower aggregate, like M2,
there would still be scope for domestic distortions and Jeakages
from the control aggregate, especially if building society
deposits were excluded from the definition of M2. The value of
so doing, despite these problems, also depends, of course, on
whether the narrower zggregate was thought to be sufficiently

well related to final objectives to be suitable as a target.

(ii) Monetary base: as an intermediate target

11. The debate about control technigues took it for granted
that the intermediate objectives of monetary policy would be
defined by a target for the money supply. 3ut subsequent
discussions have. ranged more widely. The unexpectedly rapid
growth of £1%, at a time when other indicators were suggesting
that policy was very tight, raised fundamental questions about
the way in which monetary policy objectives were defined. Was
&M% & suiteble target? Was it sensible to rely only on one
measure of the money supply? Vas it even right to defin
monetary policy exclusively in terms of a money supply target
and ignore other indicztors of monetary stance like real

interest rates and the exchange rate? lonetary base controcl

*Or by a negotieble ertitl

ements schems.
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as defined avove (a rule for determining the basis on.which

Lo -

opern market operations are onducted) has a place in this

o
wider debate. since what should be controlled turns, at
least in part, on what can be controlled. But *he monetary

bpase was also considered 1ot as a short term operating

1§
target, but as & longer tern intermediate target - a
proposal which deoes not necessarily involve radical changes
in technigues of control (though it might).
12. The case for the monetary base as an intermediate target
is that it is &t least as well relsted to final objectives as

1

being more directly controllable. Both propesitions are

t

t is only the currency component of the base
that appears to be systenatically related to GNP or prices:

but since currency has been entirely demand determined it is

difficult to see this as evidence of a causal link from the
base to nominal incomes. In the short term at least

ast, it would
be surprising if the relationship between the base and noming

incones werz as.good as thai between broader measures of money

and GNP, since (zs noted in parz 5 above) the base/GNP relation-
ship will be disturbed by shifts in the money multiplier as well
as by the shifts in velocity which upset the link between broad
money and GIP.

5. There is reason to beliesve that the wide base could be more

difficult to control that M%i. True. there is daily irnformation
about the base. But 85% of the base consists of the public's

holdings of notes and coin. The enormous disparity between the
)

banks holding of cash and the public's mezns that a simpl
olicy of offsetting movemerts in one against the cther would
‘) . - -

not be practical. Coniro
different in principle from control of
Bank's operating rule

*Sec "The Role of the Narrow Agcr
TiLg on paras 12 and 1

= il Lond



quantities. A surge in the public's demand for notes and
coin would reguire the Bank either to squeeze the supply

of cash to the banks (or eguivalently, to drive up interest
rates). until the banks Pid notes and coin away from the
non-banks (or. what amounts to the same thing, the public's
demand for notes ‘and coins is reduced to the required extent).
The preblem is that the relationship between the wide base and
interest rates seems o be considerably weaker, less statle
and more poorly determined than that between M1 and interest
rates. Contrecl of the base would probably be less certain.
and require wider swings in short term interest rates, than
control of M4.

(iii) Narrowing the options on MBC

14 We see severe problems with at least two versions of

-

(1) MBC as a technique for controlling broad money

=

[y

(£4% and the FSL's) certainly in mandatory form;
(ii) +targeting the monetary base as an alternative
to the money supply proper (M1 or £M3).

That leaves mandatory MBC g means of controlling narrow
measures of money; and nonw_a_da+ory control of bank hold
of cash (ie bankers' balances and, possibly.till money).
Memories of the corset maske all forms of mandatory MBC fairly
unattractive. Bul the mzin problem is the lack of a suitable
target =ggr éat Disinternmesdiation would a2imost certainly be
prob blem with M7. Figures for M2 will be available
later this year. but it will be 2 matter of years before we can
tell whether it will be =z suitable target aggregate. For

d Severe

rectical purposes. therefore. we can probably rule out an early wmov
purty I ¥ 13

to any form of mandatory monetary base control.



15. The mein problem with non-meandatory control of banks'®
holdings of cash is that there is no guarantee that it would
lead to improved monetary control. That would depend on the
stability of the money multiplier.* While we can infer
mething about the money nmultiplier by observing the
stability of the relat tionship between the public's holdings

of notes and coins and totzal de

its. recent institutional
arrangemnsnts mean that the panks have not had a well determined

’Li

demand for bankers' balances: their uemdna for cash has been denamincte
by their pracautionary holdings of till money. There is every
reason To expect changes in the terms on which cash is supplied

to produce changes in the nature of the bank's total

demand for cash. In cur present state of knowledge we are in no
position to judge whether or not the money multiplier is likely

to te more stable than the relationship betwen short term

59

interest rates

o

nd the relevant measure of the mcney supply.

16. Non-mandatory MBC might also raise the que
q

ot

ion of the

[4)]

4

.gat turn out
to be well related to M7 or M2, but not to &£M%. But the value

appropriate monetary target. The narrow bese m

Lde

o
of such & link with narrow morey would depend on the
significance attached to targeting these aggregates.

* The money multiplier m, is defined as i, where M is

broad money, and B is the monetary base. It can be

expressed &s: - .
(i) m= 1+¢
r+ ¢
Where ¢ is the ratio of the non-~-bank private sector's

holdings of currency (Cp) to total bank deposits (D). 2
r is the ratio of bank holdings of base money {in the form
of currency C, and deposits at the Bank of England R) to

total derosits

D
((1) is obtained by manipulating the identities:-

03]



‘7. A key issue is the extent to which monetary policy
objectives are defined in terms of money supply targets.

MBC presuproses a fairly clear commitment to using targets
for the monetary aggregates as the basis for setting interest
rates. The Budget marked a re-affirmation of broad money
targets as a basis. for setting fiscal policy instruments: but
the decision to take a wider range of factors into account in
determining interest rates seemed to imply a shift in emphasis
away from money supply targets as the basis for determining
monetary policy instruments (ie. interest rates). There is an
obvious tension between making interest rate decisions nore
discretionary (as is involved in widening the range of relevant
criteria) and making them more endogenous to decisions about
quantities (as implied by MEC).

IX RECERT CHANGES IN MONETARY CONTROL TECHNIQUES

(i) Coansistency with an eventual move to MBC

18. ether the UK finally adopts some form of MBC and if so.
wien, and in what form. remsirns an open issue. At a technicel
level, many features of the new arrangements are likely to be
helpful if and when we decide to adopt MBC, in the sense of a
quantity based approach to morey market operations:-

(a) the abolition of the reserve asset ratio.
This is the most important: a primary liquidity
requirement is quite incompatible with sny form
of MBC as it encourages the banks to tress
certain short term liquid assets as very close
substitutes for casb.

(b) Steps to broaden the bill markets. by wideniug
the range of eligible bills. By improving the
flexibility of the Bank's open market operations,
this should meke it easier to contirol the supply of
base money in the f: £

~ 5 | a4 "
ace o0f large, and cftex

unpredictable, swings in the CGER.



(¢) Reduced reliauc

141]

on discount window lending.
This is a necessary step if interest rates are
ever to be fully market determined, given the
Target for the bass. As long as discount window
tions are a regular fesature, the rate at which
ared to lend to the market will
tend to put az ceiling on short term rates.

osal to let interest rates fluctuate
in 2 band (2% in the first instance). This
should femiliarise market operators with more day
to day voiatility iz short term interest rates and
could cause them to differentiate more sharply
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other liquid assets. If the
position of the band is changed relatively mcre
frequently, the private sector might be prompted to
make more far-reac

[t

1.0g changes eg. to the terms on
which loans are extended - though this would be more
likely if there were a clear declaration of intent to
move to MEC on an announced timetable. OFf course
unless interest rate bands are scmenow related to
quantitative targets(eg. for the base)they willi mark

a very partial move in the direction of MBC.

{(e) The proposal to 2bolish MLR as a posted rate.
This is essential if the interest razte bands are
to be, as intended,unpublished, (at least so long
as MIR continues to have some cperatiocnal
ignificqnce): and. & fortiori.,if the authorities

LO]

were to operate without any interest rate bands at
all (in a fully fledged MBC system).
19. The proposal not to publish the interest rate bands has
been zttacked by i

mmentators as irrelevant to MBC

its own sake. But
uncertainty about interest rates is a likely

o
r‘,-t o]
Hh
O
H
[N

and as crezting uncertaini
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consegquence of introeducing NBC, though it is not the
purpose of doing so. lloreover, greater uncertainty

ebout the terms on which cash will be available may be
required to give cash the special status vis-a-vis other
liquid assets which is 3implicit in the MBC approach to
meonetary control. DBut the critics have a roint. A failure
to couple the announcement about unpublished interest rate
bands with some statement about the nsw (possibly quantity
based) rules by which the authorities will be operating in
future could lay the Gevernment open to the charge of
gratuitously increasing uncertainty.

20. The feature of the new arrangement which is least
obviously consistent with a move to MBC is the undertaking
which eligible banks* will have to give to place an average
agreed level of funds with the discount houses. The
objective is to ensure that tbe ending of the RAR does not
cauge a sharp decline in call money, which would undermine
the discount houses a2bility to discharge their present role
as market makers in bills. While a well functioning bill
market would wmake it easier to move to MBC, it is not clear
that the discount houses themselves would be able teo survive
a move to MBC (or et least some formsof MBC).

21. During the monetary control consultations, it was widely

accepted, not least by the Discount Houses Association, that

using MBC as a control technigue would probably mean

the end of the disccunt market in its presernt form. The

special position of the discount houses stems -from their

priviledged access to cash. If discount window facilities

are granted less freely, and on less predictable and favourable

termns. while the terms on which other assets can be turned into

cash become more uncertain as the by-product of operating an

MBC system.the discount houses may find it impossible to make

a profit from accepting money at call. But we cannot be certain
]

that the discount houses would fail to adapt to the chang
o

circumstances under MBC. It appears that the Discount Houses

- & e s e .
o Rank e i oo By o S = - T R - = h®
ie. bopks whoseg bille are eligible for diccourt zt the Bank
Al - 3 +1 3 - = = =
I kEnglend, under the new arrangements.



themselves now Take a more senguine view of their ability

to survive a move towards MEC, taough what has caused them

to change their original assessment is less clear. The new
arrangements Iror securing a high voiume of call money are

not in our view a significant cbstacle to an eventual move to
MBC;but arguably they are not a significant step in that
direction either.

ii) New Evidence on MBC

22. We cennot expect to deduce from the operation of the
new system how well a fully fledged system of MBC would
work. We will only lea™Mthat by makxing the switch. But,
on a less exbitious plane., there ars 2 number of things we
may hope to learn in the next few years. TFirst, we shal
start collecting figures for l}¥2. That will tell us whether
e ow aggregate which is suitable as the
dencninator of a cbmpulsory cash retic in a mandatory 1IBC
cond, we should be 2ble to see how responsive the
banks demand for czch is to changes in the way the Bank
conducts its money market operatiorns. At present we do not
know if there is likely to be a stable money multiplier at
21l. Even though the value of the multiplier would cexrtainly
shift as we moved closer to MB ooservation of the behaviour of

C,
of the base under the new sysiex may help us to decide whether

|-$

there is likely to be & reascnevle behavioural link between
bank cash z2nd deposits. The existence of such a link is
important information, even i1f the parameters cannot be

o

deternined in advance of a full move to MBC.

23. We may also learn something abcout how.the system responds
to more fiexible, and possibly more volatile, short term
interest rates. That includes the effect cn financial
institutions - discount houses, barks, building societies =

end possibly on conpanies. It could also include the Government.

4 3 v .~ b 4, e o =t R - . 4 o =
We may alsc be abie to observe the effect on other ecounomic

variables - notably the exchange rate. ZIZven if there is no
o

¢

& . 4= e I F A e crA
response to a 2% interest band,



that will be information of a s
very little idea what degree of

would provoeke

24. DMore ambitiously, we might

significance to be attached to diff

significant changes in e

ort

- at present we hsave
interest rate volatility
conomic¢ behaviour.

discover more sbout the

rent monetary

aggregates. The divergent behaviour of the broad and

narrovw aggregates in 1979 aind 1980 is not entirely

unpreceie- ted, but it was very striking. It will be interesting
to see whether the lessons commonly drawn from the 41972/5 pericd
receive any conirmation. If they do, then ocur relative

neglect of the narrow aggregates in setting monetary policy
instruments may be vindicated. Since the case for MBC (in

-
na

both mandatory or non-

part on the relevanct® of the
that

decided before pszas

control, is in many

=

(=5

sing

ndatory

narrow

-\.

J.

ms) depends in large

aggregates to monetary

(iii) Further Steps to IMBC
25 The most important single development needed to
transform the new systen of control into a proper MEC

ways the most impocrtant issue to be
final verdict on MBC.

regime would be for the authorities to formulate objectives

for
rates o respond more closely t©
the target.
setting them with movements in

operating instructions might be

quantities (targets for the supply of cash to the

rather than prices (short term
would not regquire institutional

monetary conirol

though they n

o divergences of the base

That would mezn both widening the bands and

the base in mind. Ultimate

couched entirely in term

S

interest rates). These ch

hanges in the system of

lght provoke institutionszl

banks) -

some measure of the monetary base, and tc allow interest

from

iy
of

anges

changes in the private sector.

26. There are two possible changes to the existing franework
that might be needed depending on the fo of MBC adopted.

The first concernes the cash ratio. Under the new arrangements,
the cash ratio has no ronetary ceontrol function. It ouid

remain as it is, if we adopted non-~mandatory MBC. but a

mandatory system would have to be bzsed on z new,

appropriately defined cash reguirerment (eg. as in the
illustrative scheme oullinéd in the papers For the autumn seminar)



the way in which the Bank organises its
harhets. if changes in the terms on which
caused & sherp contraction in th

the Bazk would have to deal directly with
AT present they see real difficulties

ecau the interban% market is dominated by the
clearers, who (like the Bank) are net suppliers of cash to
the rezt of the system. With such & market structure , the
Bank hzve a:gued, it is unrezlistic to lcok for interest
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is not clear whet the answer to this problem is, or

(S

even if ince the discount houses migh%

s

survive a move %o MBC. One possible solution would be for

the Bank to influence the base
1

t is a rezl problen
i

<3

by operating in a short ternm
assel market which is less dominated by the oligopolistic
clearers. An obvious candidate ig the foreign exchange
marxet, since the base can be influenced by sales and
purchases of foreign exchange, as well as by open market
operetions in bills. One immediate objection te this course
is the effect on the exchange rate woich, unless domestic
and foreign assets are perfect substitutes, would be more
affected by opérations in the foreign ex cchange market than
in the domestic short term money markets. No doub:t there

are other problems. But the idea might be worth exploring

i
further, if the problems of operating in the interbank market

looked like posing a major cbstacle to further movement
towards MBC.

IIX COk ICLUSION:

28. & move to MBC is sometime
operationsl conseguence of ad
corollary certainly holds - ¢

cleay commitment to formulati ng mornstary ob;ec*ives in

s
exchzuce rstes. Monetary base control has little to offer a
if the authorities want a wide range

ff Tor-Are + Ty e 3 L B T e o PR S R R 1
>l XE&CU0rs U0 Lave 2 pearing oo movenents on short term int

rates. There 1is rcom for discretion in operating an MBC sysf
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of course, but if hat direction is %o mean

!

anything , it must mean a switch of emphasis away

from interest rates, as important inst“uments of policy,
s

towards quantitie

29. The analogy with the foreign exchange market is
illuminating. Between the extremes of pure floating and
totally fixed exchange rate regimes there ..s 2 wide range of
" options. The opposite ends of the spectrun
arly defined. Similarly, MBC is, in

he opposite end of the spectrun from a

purely discretionary interest rate regime.

i
are however cl

ot m m

principle, =at

30. It is not obvious what MBC could offer, as long as the
authorities continue to define their monetary objectives
primarily in terms of &l15. MBC is

unlikely to be an effective instrument for cont treolling broad

money. Moving to MBC would involve adopt ing a target for

m

nsrrow aggregete, possibly one for which we do not yet have
figures. The merits of such a target would need exzmining
in its own terms.

241. We mezy now be in a position to narrow down the
options on MBC. Targeting the wide base has no clear
a

ntage over targeting M7, and some disadvaniages.

Mandatory MBG. in any form is not an immediate opticn,
there is no suitable aggregate ageinst which reserve
requirements might be set. Even 1if there were. the risx of
creating unnecessary distorticns meke it fairly unzattractive
That leaves (non-mandatory) control over the narrow Dase.
The only seriocus objection is that we cannct tell whether
moving in this direction would improve meonetary C atrel ©
not. |

15
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