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The Governor will call on the Chancellor at 9.30 am and on the

Prime Minister at 3.00 pm on Wednesday 3 September.
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MEETING WITH THE CHANCELLOR
9.30 AM WEDNESDAY 3 SEPTEMBER

You may wish to have a (longish) list of possible subjects

which might come up with the Chancellor tomorrow.

Monetary and exchange rate policy

You are familiar with the complex of papers which
Middleton put forward to the Chancellor, and which will
no doubt figure prominently in your afternoon meeting
with the Prime Minister. The attached papers also
include some which you have not yet seen, including
CAEG's piece commissioned this morning.

Housing finance

Your letter to the Chancellor on this subject was
sent on 7 August. The ideas therein, of course,
interlock with the strategy of aggressive tapping
of personal savings by Government which is covered
in CAEG's note.

The Weir Group

You asked to be reminded of this rescue operation.
Briefing by DAW is attached.

Green Paper on Monetary Control

You may wish to consider raising the progress of
the consultations.
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DAW's letter to Couzens suggested, in the last W
paragraph, that you may wish to discuss this
subject with the Chancellor.

Relocation
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The Deputy Governor's exchange of letters with
the Secretary of State for Wales is enclosed.

Proprietorial role
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You will be aware that a Ministerial meeting is

being arranged for 16 September, to which you have “®Wok ‘b‘J**J

been invited. Vouca erows
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Possible UK contribution to an IMF subsidy account ©On "T“TS&PU

Treasury paper on sterling as a reserve currency
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MJIB has prepared a note summarising the latest state j%’
of play, principally as briefing for Sir Kenneth Couzens'
lunch visit tomorrow.
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From the Private Secretary /t\S/V 3 September 1980
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As you know, the Chancellor and the Governor of the
Bank of England had a meeting with the Prime Minister today
to discuss progress in the money supply. The Financial
Secretary to the Treasury, Mr. Burns, Mr. Middleton,
Miss Brown from the Treasury, and Mr. Goodhart from the Bank
were also present.

The discussion centred on the issues raised by the
banking figures due to be announced on Tuesday. The
Prime Minister expressed her serious concern that the money
supply would be seen to be out of control. The Government
would need to consider urgently how to act in the face of
this situation. In the Prime Minister's view, it would be
necessary to draw up a plan next month covering four elements:
the question of how to get back on target for a 7 to 11 per
cent growth in money supply, or alternatively what revised
target to adopt; whether to go back to allowing interest rates
to follow the market; whether to use the reverse asset ratio
for controlling purposes as well as a measure of prudence; and
how to carry to a conclusion the Green Paper discussion on
monetary base.

The Chancellor said that he would be ready to come forward
with proposals on these matters by the middle of October.

The Prime Minister was uneasy about forecasting of PSBR and
CGBR. She asked to see the best available profile of the future
performance of PSBR. The Chancellor explained that the best
immediately available profile would be provided by the CGBR
three monthly forecast, and he would arrange for the latest
update to be provided.

The Prime Minister asked about the handling of the banking

figures announcement on 9 September. The Chancellor said that he
had been giving very careful thousht to this, and would let the
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Prime Minister have a note by the time she returned to London
on Monday 8 September. There were two other issues which he
needed to raise with her in this context. One was policy on
interest rates, which would now need to be considered in the
context of the work commissioned for mid-October. The second
was the question of expanding, in stages, the '"Granny Bond"
principle to the population as a whole as part of an effort to
mop up liquidity in the personal sector. He had a scheme ready
for announcement, possibly on Tuesday. The Prime Minister
agreed that this was a necessary step.

The Prime Minister will be returning to London around 1 p.m.
on Monday, and it would be helpful if you could ensure that the
necessary material reaches us before she gets back. If, on
reflection, you feel it would be useful to let the Prime Minister
see any further material on these matters over the weekend, we
should be able to arrange to get it to her at Balmoral provided
that we have it in good time on Friday afternoon. Perhaps you
could liaise with Clive Whitmore about this.

I am sending a copy of this letter to John Beverly at the
Bank of England.
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A.J. Wiggins, Esq.,
HM Treasury.




