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Since we spoke on Sunda i I have chec

¥xed that

is no question of building soc’ety interest rates going up

the next few days. The Bui ng Socleties ZAssociation Policy
v (=] -3

5
Committee 2nd Council reet ectively on 12th and 13th July,

and they will be consideri: ne issue thzn. The Joint Adv

Committee betwsen i s and

es departments wil

meeting on 5th July 2 us

intentions. T be time for us to consider

to probe their

with Micheael

2 Present ieties will

to raise amount wilil
very much on rates than
prospect as
to 11.43 per

rates with

running

bring

move the mortgage e

present level of 11} pe

S -




3. We might be able to persuade the bufiding socicty leaders
-to postpone a move until their next meéting in September if we
could assert confidently that market rates will have fallen
significantly by then. We are not able to do this at present.
I would hope, that we will be able to have some relaxation of
short-term interest rates in the coming manths, but cannot be
certain of this. Ve should not reduce MLR until there is clear
evidence that bank lending is under control. If we do, we run
the risk of having to raise it again later. Also, the scope
for a fall in short-term rates is limited. Ve have set a
deliberately tight monetary target; it will not be

achieve this with ncminal interest rates mizeh below

rate of inflation (23 per cent). If societIes' shar

too far out of line, they will have to reduce their len

down their liquidity (which will prejudice the firancing

PSBR) and be unable Lo help to finance courticil house sale

know that you woulg be prepared to see them holding bzeyx

resent cn this new policy commitment, if that woul:
3

their rates.)

4, Treésury end DOZ officials have

ways of enabling societies to maintai;
without putting up the mortgage rate.
basically two. One is to pay an inter=st
directly as we dig for a few months in 1

conposite te - this would

Governmeng

grave objections
to public expendit
certainty for how lo

inmediate efrect on




“when we need to bring down the rate of growth vhich we inherited.
Ve have secured considerable credit for our willingness to

adopt a tight nonetary stance and to take tough measures to

Secure it. 7 change of this kind would sericusly damage th
Government's credibility on that front. In the markets, i

would almost certainly 1ead to other interest rates being forc

up against us. lioreover such a change involving public expenditur
on this would rzke it much less easy to resist other claims on

the much reduced contingency reserve - if it did not exhaust the

reserve itself.

6. I realise that the alternative of allowing building
societies to rzise their intérest rates is unpalatable. That
1Sy #hy Af will cleafly be important to re-sxamine the pcsition
or currsturn from Tokyo early next week. But I should not
like to leave you with the impression thzt it will ve ez b
"avoid what musi be seen as an inevitable ccnsecuence of our
general econcmic strategy in the very difficult circumstan

that we have innerited.

% I am sending copies of this minute to Michael ileseltine

and Sir John Eunt.
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