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The Prime Ministe hen reiterated her view that any rise in
mortage rate would be politically disastrous . She disagreed tha
it would be possible t arcue that this was part of the inherita
The pre-budget spending spree, which appeared to have continued,

was all too likely to be attributed to the new administration;

and this had clearly influenced the level of private sector borrcwin
She was opposed to any subsidisation of the societies' interest
rates. But the Covernment should be prepared, if necessary, to
lend them money on the condition that it had to be repaid during
this financial year. This would be on the lines of the scheme

put together by Mr. Harold Lever in 1974.

The Financial Secretary pointed out that a lending scheme
could be very costly in terms of public expenditure if interest
rates failed to fall and the societies were unable to repay.

The cost might be as high as €750 million. The Secretary of State
for the Environment commented that home owners were already
subsidised, and that on existing mortgage rates there was already

a substantial queue of potential borrowers. The recent spending
spree suggested that people had money in their pockets, and that

an incre:se in the mortgage rate would not be as politically damaging
as the Prime Minister had implied. He was opposed to a loan

scheme for the same reasons as the Financial Secretary; and he
would prefer to sce the mortage rate rise so as to maintain the
current level of lending for the sake of the construction industry.

After further discussion, it was agreed that there was a
reasonable prospect of persuading the societies to hold their
interest rates at present levels at least until September. But
they would need to be pressed hard; and the arguments mentioned
by the Chancellor would have to be put to them persuasively.

It would be important to get an undertaking from them that they

/ would give
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would give the Government advance warning before deciding to
raise their rates. The Government should have ready, on

a contingency basis, a loan scheme which would be implemented
if the societies did decide to increase their rates.

Summing up the discussion, the Prime Minister said that
there should be no early reduction in MLR, but action should be
taken to release special deposits; the amount and timing of
the latter should be left to the Governor and the Chancellor to
decide. The Secretary of State for the Environment, accompanied
by the Financial Secretary, should see representatives of the
building societies urgently and should seek to persuade them
not to increase their rates. They should in any case obtain
from the societies an undertaking that Ministers would be
given due warning of an increase. At the same time, a contingency
plan should be drawn up to provide loans to the societies
in case they insisted on putting up their rates; but a decision
to implement this plan would need to be considered in the light
of further developments. The societies should not be told that
this contingency plan was being prepared.

I am sending copies of this letter to John Chilcot (Home
Office), David Edmonds (Department of the Environment), Paula
Diggle (Financial Secretary's Office), John Beverly (Governor's
Office), Nick Sallnow-Smith (Sir Douglas Wass's Office) and
Martin Vile (Cabinet Office).

Tony Battishill, Esq.,
H.M. Treasury.
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