
PRIME MINISTER 


Meeting w i t h Mr. Gordon Richardson:
F r i d a y , 13 J u l y 

 1630, 

You are s e e i n g the Governor tomorrow to have a general chat. 

You w i l l not want to a n t i c i p a t e too much the Monetary Seminar next 

Wednesday which of course the Governor w i l l be a t t e n d i n g . The 


Seminar w i l l be c o n s i d e r i n g methods of c o n t r o l l i n g the monetary 


aggregates, and i n p a r t i c u l a r the "monetary base" method suggested 


by Gordon Pepper; and methods of f u n d i n g the borrowing requirement, 


p a r t i c u l a r l y the o p e r a t i o n of the g i l t s market. The Bank have 


r e c e n t l y p u b l i s h e d a r t i c l e s on the monetary base, and on the g i l t s 


market. These are at F l a g A; they w i l l be on the agenda f o r 


next Wednesday, along w i t h Gordon Pepper's own paper, and papers 


by the Treasury. 


You might l i k e to r a i s e the f o l l o w i n g i s s u e s : ­

( i )	 I n t e r e s t r a t e s . Gordon Pepper i s e x p e c t i n g that 


i n t e r e s t r a t e s w i l l f a l  l s u b s t a n t i a l l y next year. The 


Treasury, on the o t h e r hand, supported I b e l i e v e by the 


Governor, are not so h o p e f u l : the post-budget f o r e c a s t , 


which assumes exp e n d i t u r e cuts on the s c a l e the C h a n c e l l o r 


i s l o o k i n g f o r , shows i n t e r e s t r a t e s c o n t i n u i n g at 


Present l e v e l s , and even p o s s i b l y r i s i n g a l i t t l e . The 


Treasury arguments f o r t h i s are t hat high r a t e s w i l l 


be needed i f the A u t h o r i t i e s are to s e l l enough g i l t s , and 


i n order to persuade people t o h o l d s m a l l e r monetary balances 


a g a i n s t a background of GDP i n money terms growing 


roughly twice as f a s t as the money supply. 


/ ( i i ) 
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( i i ) EMS. The Governor w i l l of course be aware t h a t we are 

r e v i e w i n g our p o s i t i o n on the exchange r a t e regime. He i s 

J l i k e l y t o favour our j o i n i n g , whereas the C h a n c e l l o r 

J has very c o n s i d e r a b l e doubts because of the s t r a i g h t j a c k e t 

which i  t would put us i n . 

( i i i  ) The o v e r a l l economic s t r a t e g y . I am sure the Governor 

f u l l y supports the C h a n c e l l o r ' s e f f o r t s to get e x p e n d i t u r e 

back t o 1978/79 l e v e l s i n 1980/81 ­ though he w i l l probably 

not be aware of the p r e c i s e amount t h a t the C h a n c e l l o r i s 

l o o k i n g f o r . You might ask what w i l l be the consequences 

X * ~~ of not a c h i e v i n g s u b s t a n t i a l c u t s . Is i  t p o s s i b l e , 

as even Mr. Nott has argued, that ­ because s t e r l i n g 

i s now a " p e t r o - c u r r e n c y " ­ we c o u l d l i v e w i t h a s l i g h t l y 

h i g h e r PSBR, and s t i l  l achieve our monetary and o t h e r 

o b j e c t i v e s ? 

( i v ) Asset d i s p o s a l s . How w i l l the Markets r e a c t i  f we 

s e l l up, say, £600 m of BP shares i n the autumn? 

(v) The e f f e c t i v e n e s s of the " c o r s e t " . Gordon Pepper 

argues t h a t i  t i s both i n e f f e c t i v e i n h o l d i n g back Bank 

l e n d i n g to the p r i v a t e s e c t o r , and t h a t i  t a l s o d i s t o r t s 

the f i n a n c i a l system. 

One p o i n t which the Governor may r a i s e w i t h you i s the Stock 


Exchange's request f o r exemption from the R e s t r i c t i v e Trade 


P r a c t i c e s L e g i s l a t i o n . This was r e f u s e d by the Labour A d m i n i s t r a t i o n , 

ar>d the D i r e c t o r General of F a i r T r a d i n g has r e f e r r e d the Stock 


Exchange Agreement to the R e s t r i c t i v e P r a c t i c e s Court. 


/ Mr. Goodison 
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Mr. Goodison has now a p p l i e d again to be exempted; and I b e l i e v e 


he has the Governor's support. Mr. Nott has so f a r taken the 


view - which you have endorsed - that i t would be hard to j u s t i f y 


not h a v i n g the Stock Exchange i n v e s t i g a t e d by the Court. 


The C h a n c e l l o r , however, has argued t h a t i  t would be b e t t e r i  f 


there were to be an I n q u i r y by some other body. 


The C h a n c e l l o r and Mr. Nott are due to d i s c u s s the matter 


s h o r t l y . I f the Governor does r a i s e i t  , I suggest i  t would be best 


f o r you to be non-committal. 


As background to the meeting, you may wish t o glance at my r e c o r d 


of your two meetings w i t h Gordon Pepper s i n c e the E l e c t i o n ( F l a g B). 


12 J u l y , 1979. 



