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PRIME MINISTER 


I am a f r a i d there i s more bad news (to p l a c e a l o n g s i d e 

the trade f i g u r e s ) to show t h a t our i n h e r i t a n c e was much worse 

than we had a p p r e c i a t e d . 


2. The money supply f i g u r e s f o r banking May show a growth of 

1.2 per cent (an annual r a t e of ^ j ^  l per cent s i n c e l a s t 

October). For banking June the f i g u r e s w i l l be h i g h e r , p o s s i b l y 

2 per cent i f we take no a c t i o n . And the CGBR (£730 m i l l i o n i n 

banking May) i s expected to be £1,300 m i l l i o n i n the next month, 

even a f t e r seasonal adjustment. The f i g u r e f o r bank l e n d i n g 

to the p r i v a t e s e c t o r (banking May) i s up to £870 m i l l i o n 
n e a r l y twice the average monthly r a t e f o r e c a s t . 


3. These f i g u r e s were c o n s i d e r e d by Treasury and Bank o f f i c i a l s . 

And I met Gordon Richardson t h i s morning ( t o g e t h e r w i t h John 

B i f f e n and N i g e l Lawson) to d i s c u s s the p o s i t i o n . 


H. Gordon's view was c l e a r - and he emphasised t h a t he would 
have had to g i v e the same advice to the l a s t Government, Budget 
or no Budget - to the e f f e c t t h a t MLR would have to go up 
tomorrow by 2 per cent to lH per cent. This i s  , of course, 
bound to r a i s e mortgage r a t e s - not n e c e s s a r i l y immediately, 
out probably to 13 per cent. 
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5. None of us has any doubt t h a t the r a t e would have to go 
up. And a n y t h i n g l e s s than 2 per cent would simply arouse 
e x p e c t a t i o n s of more. For i t i s the only p o s s i b l e response to 
money supply f i g u r e s moving, as they a r e , r i g h t o u t s i d e even 
Denis Healey's t a r g e t range. That case i s  , of course, even 
s t r o n g e r f o r us, .since we are working to a t a r g e t of 1 - 1 1 per 
cent at an annual r a t e from mid June 1979 to mid A p r i l 1980. 
And our commitment to monetary d i s c i p l i n e i s w e l l known, although 
i t has yet to be shown i n p r a c t i c e . 

6. The only q u e s t i o n was over the t i m i n g of the necessary 
response. Nobody argued f o r i  t to be announced on Budget Day 
(Denis Healey made th a t mistake l a s t y e a r ) . A f t e r the Budget, 
at any time and i n any s t a g e s , i t would look l i k e a vote of 
no confidence i n the Budget. Yet a l  l our a d v i s e r s are agreed 
that the Budget s h o u l d , i n i t s e l f , ue w e l l r e c e i v e d and have 
a good e f f e c t on c o n f i d e n c e . 

7. We are l e f t then w i t h tomorrow. Even then, there i s some 

r i s k t h a t the announcement could d i m i n i s h the impact of the 

Budget. But t h i s i s not thought l i k e l y . For the d e c i s i o n to 

r a i s e MLR would be seen as a more or l e s s i n e v i t a b l e response to 

the d e t e r i o r a t i n g monetary s i t u a t i o n . And t h a t judgment would 

be seen as j u s t i f i e d i n r e t r o s p e c t by F r i d a y ' s trade f i g u r e s . 


8. This was a most d i s a g r e e a b l e problem to have to f a c e . But 
g i v e n the c h o i c e between r i s i n g i n t e r e s t r a t e s and d e c l i n i n g 
confidence a f t e r the Budget, and a f i r m d i s p l a y of our 
d e t e r m i n a t i o n to r e a s s e r t monetary d i s c i p l i n e , i n face of an 
obvious need, before the Budget, I am as c o n f i d e n t as anyone can 
be i n such cases t h a t we have made the r i g h t d e c i s i o n . 

9. I am copying t h i s minute to Gordon Richardson. 


Approved by the C h a n c e l l o r of the (G.H.) 
Exchequer and signed i n h i s absence June, 1979 
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