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The C h a n c e l l o r o f the Exchequer sent the Prime M i n i s t e r a 

minute y e s t e r d a y e v e n i n g p r o p o s i n g t h a t MLR be r a i s e d by 

2 p e r cent t o 14 per cent today. The C h a n c e l l o r and the 

Governor c a l l e d on the Prime M i n i s t e r l a t e r i n the e v e n i n g 

t o d i s c u s s t h e p r o p o s a l . 


The C h a n c e l l o r and the Governor e x p l a i n e d the background. 

The l a t e s t b a n k i n g f i g u r e s i n d i c a t e d t h a t money s u p p l y was 

growing at more than 13 per cent at. an annual r a t e . T h i s was 

due t o e x c e p t i o n a l l y heavy l e n d i n g t o the p r i v a t e s e c t o r i n 

r e c e n t months and a PSBR r u n n i n g at an annual r a t e o f over 

£10 b i l l i o n . The post-Budge1" p r o j e c t i o n s were f o r a c o n t i n u a t i o n 

o f these t r e n d s at l e a s t u n t i l t he autumn. The Bank's and 

t h e T r e a s u r y ' s judgement was t h a t , w i t h o u t an e a r l y i n c r e a s e i n 

MLR, bank l e n d i n g would not be h e l d back and g i l t s a l e s would 

not t a k e p l a c e on a s u f f i c i e n t s c a l e t o b r i n g M3 back w i t h i n 

the 7-11 per cent t a r g e t which i  t had been d e c i d e d would be 

announced i n the Budget. A 2 per cent i n c r e a s e was the minimum 

needed t o c r e a t e the r i g h t e x p e c t a t i o n s so as to get g i l t s a l e s 

moving and t o b r i n g about a g r a d u a l r e d u c t i o n i n i n t e r e s t r a t e s 

i n due c o u r s e . 


As r e g a r d s t i m i n g , t h e r e were o n l y two r e a l i s t i c o p t i o n s 
t o announce the move today o r on Tuesday. The C h a n c e l l o r s a i d 

t h a t he would f a r r a t h e r t h a t the announcement s h o u l d come today. 

I t would thus be seen as an i n e v i t a b l e , and p r o p e r , response 

t o t h e ban k i n g f i g u r e s . I t would a l s o be out of the way and 

t h e r e f o r e another p a r t of the ' i n h e r i t a n c e ' , and t h i s would 

make f o r a b e t t e r Budget p r e s e n t a t i o n . The Governor s a i d t h a t 

he f e l t l e s s s t r o n g l y about the c h o i c e of da t e s : h i s p r i n c i p a l 

concern was t h a t the 2 per cent i n c r e a s e s h o u l d take p l a c e . 

None t h e l e s s , a f t e r the experience of Mr. Healey's Budget i n 

1978, he tended t o go a l o n g w i t h the C h a n c e l l o r . 


/ In r e p l y , 
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In r e p l y , the Prime M i n i s t e r s a i d t h a t she c o u l d not accept 

the C h a n c e l l o r ' s argument on t i m i n g . I t l e f t out one very 

i m p o r t a n t f a c t o r - the f a c t t h a t today i s p o l l i n g day f o r the 

European E l e c t i o n . A jump i n MLR today c o u l d , i n her view, 

have a s i g n i f i c a n t impact on the E l e c t i o n r e s u l t . But i n 

a d d i t i o n , she d i d not f i n d the p r e s e n t a t i o n a l argument a l t o g e t h e r 

c o n v i n c i n g . I f t h e r e had t o be an MLR i n c r e a s e , i t c o u l d j u s t 

as w e l l be p r e s e n t e d as p a r t of the o v e r a l l s t r a t e g y o f p u t t i n g 

the economy r i g h t , and a l s o - a l t h o u g h i t was p r i m a r i l y i n t e n d e d 

t o b r i n g the monetary aggregates i n t o l i n e - as a p a r t i a l response 

t o the t r a d e f i g u r e s . In any case, even i  f the i n c r e a s e were 

announced today, the C h a n c e l l o r would s t i l  l be h e l d a c c o u n t a b l e 

f o r i t as p a r t o f h i s Budget package. The Prime M i n i s t e r s a i d 

the i n c r e a s e would have t o be on Tuesday. 


As f o r the amount, the Prime M i n i s t e r s a i d she was d o u b t f u l 

whether a f u l l 2 per cent i n c r e a s e was needed. There seemed 

t o be l i t t l  e e x p e c t a t i o n i n the p r e s s t h a t t h e r e would be any 

i n c r e a s e ; l e n d i n g t o the p r i v a t e s e c t o r might p o s s i b l y d i m i n i s h 

i n the next few months as r e c e n t s p e c i a l f a c t o r s unwound; and 

the Budget i t s e l f ought t o improve the p r o s p e c t f o r g i l t s a l e s . 

Moreover, i  t was v e r y d e s i r a b l e t o a v o i d an unnecessary i n c r e a s e 

i n view of the l i k e l y r e p e r c u s s i o n s on mortgage r a t e s . None the 

l e s s , the Prime M i n i s t e r s a i d she was p r e p a r e d t o a c c e p t the 

C h a n c e l l o r ' s and the Governor's judgement t h a t a s i g n i f i c a n t 

i n c r e a s e was r e q u i r e d . Whether i  t s h o u l d be 2 per c e n t or 

something l e s s , she would l i k e them t o c o n s i d e r f i n a l l y i n the 

l i g h t o f developments over th e weekend. * 


I am c o p y i n g t h i s l e t t e r t o John B e v e r l e y i n the Governor's 

O f f i c e . 


* I would be g r a t e f u l i f you c o u l d l e t me know of t h e i r d e c i s i o n 

so t h a t I can i n f o r m the Prime M i n i s t e r on Monday ev e n i n g . 
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