
From the Prirate Secretary 

The Prime M i n i s t e r h e l d a meeting t h i s a f t e r n o o n t o d i s c u s s 

b u i l d i n g s o c i e t y mortgage r a t e s . The Home S e c r e t a r y , C h a n c e l l o r 

o f the Exchequer, the S e c r e t a r y o f S t a t e f o r the Environment, 

the F i n a n c i a l S e c r e t a r y , the Governor, S i r Douglas Wass ;.:id 

S i r John H u n t were p r e s e n t . The f o l l o w i n g a r e t h e main p o i n t s 

which came up i n d i s c u s s i o n . 


The Governor f i r s t d e s c r i b e d the monetary and i n t e r e s t r a t e 

background to the r e p o r t s t h a t mortgage r a t e s a re l i k e l y t o 

r i s e . Banking f i g u r e s f o r June were net y e t a v a i l a b l e , but i t 

Seemed l i k e l y t h a t l e n d i n g t o the p r i v a t e s e c t o r had c o n t i n u e d 

at a very h i g h l e v e l - between £7 00 and £900 m i l l i o n . The 

Government's f u n d i n g programme), p a r t i c u l a r l y o v er the past few 

days was goi n g v e i l ; but the c o i n t i n u e d h i g h l e v e l o f p r i v a t e 

s e c t o r l e n d i n g meant t h a t the money s u p p l y was c o n t i n u i n g t o 

grow at about 13% at an annual r a t e - s i g n i f i c a n t l y h i g h e r than 

the 7-11% monetary t a r g e t . The i n c r e a s e i n MIR i n the budget 

had been p r i m a r i l y d e s i g n e d t o a r r e s t the r e c e n t i n c r e a s e i n 

ban): l e n d i n g , but t h i s was u n l i k e l y to have a q u i c k impact. I t 

was e s s e n t i a l f o r the time b e i n g t o m a i n t a i n MLR at i t s p r e s e n t 

l e v e l u n t i l the r e d u c t i o n i n bank l e n d i n g began t o come through. 

To make any r e d u c t i o n now would suggest that the Government were 

no l o n g e r determined t o m a i n t a i n i t s p o l i c y of monetary d i s c i p l i n e , 

and would make i t i m p o s s i b l e t o a c h i e v e the monetary t a r g e t . On 

the o t h e r hand, t h e r e was a good case l o r a r e l e a s e of s p e c i a l 

d e p o s i t s which would h e l p t o keep s h o r t term r a t e s down: because 

of the recent g i l t s a l e s , the banks were f a c i n g a l i q u i d i t y squeeze 

and t h i s was f o r c i n g up s h o r t term r a t e s . With a s p e c i a l d e p o s i t 

r e l e a s e , s h o r t term r a t e s would be pr e v e n t e d from r i s i n g any 

f u r t h e r , and t h i s would be h e l p f u l t o the b u i l d i n g s o c i e t i e s . 

Jin hoped t h a t i t would be p o s s i b l e t o make an announcement e i t h e r 

tomorrow o r next Wednesday. 


The Prime M i n i s t e r s a i d t h a t she accepte d t h a t , i n view of 
the w o r r i e s about the money s u p p l y , i t would not be p o s s i b l e t o 
reduce ULR imm e d i a t e l y . However, she was determined t o a v o i d 
any i n c r e a s e i n the mortgage r a t e . Any i n c r e a s e would mean a 
f u r t h e r r i s e i n the RPI, which would be- seen as Government in d u c e d ; 
and t h i s would be p o l i t i c a l l y very damaging. i f the mortgage 
r a t e r o s e at a l l , i t was l i k e l y t o go above 12t%, which would be 
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The C h a n c e l l o r s a i d t h a t the Government 1 s coccmitnent to 
monetary p o l i c y would be f a t a l l y i m p a i r e d i f t h e r e was any attempt 
t o h o l d down i n t e r e s t r a t e s by a r t J I l e a l means. lie agreed w i t h 
the Governor t h a t :• t would be q u i t e wrong to reduce MLR: I f 
b u i l d i n g s o c i e t y r. -:es went up, the Government c o u l d argue t h a t 
t h i s was s t i l l p a r t of i t s i n h e r i t a n c e from Labour. However, a 
i n c r e a s e i n t h e i r r a t e s was s t i l  l not i n e v i t a b l e . The r e l e a s e o 
s p e c i a l d e p o s i t s would tend to h o l d s h o r t term r a t e s back; the 
s o c i e t i e s c o u l d be t o l d t h a t t h e r e was the p r o s p e c t o f MLR and 
i n t e r e s t r a t e s g e n e r a l l y f a l l i n g ; they c o u l d be t o l d t h a t a s h o r t 
term mortgage famine would not be a l t o g e t h e r u n a c c e p t a b l e ; t h e r e 
was the p o s s i b i l i t y t h a t they c o u l d draw on t h e i r s u b s t a n t i a l 
l i q u i d i t y ; and the r e d u c t i o n i n the composite r a t e s h o u l d a s s i s t 
them. 


The Prime M i n i s t e r then r e i t e r a t e d her view t h a t any r i s e i n t h 

mortage r a t e would be p o l i t i c a l l y d i s a s t r o u s . She d i s a g r e e d t h a t 

i t would be p o s s i b l e t o argue t h a t t h i s was p a r t o f the i n h e r i t a n c e . 

The pre-budget spending s p r e e , which appeared to have c o n t i n u e d , 

was a l l too l i k e l y t o be a t t r i b u t e d t o the new a d m i n i s t r a t i o n ; 

and t h i s bad c l e a r l y i n f l u e n c e d the l e v e l o f p r i v a t e s e c t o r borrev.ir. 

She was opposed t o any s u b s i d i s a t i o n of the s o c i e t i e s ' i n t e r e s t 

r a t e s . But the Government s h o u l d be pr e p a r e d , i f n e c e s s a r y , t o 

len d them money on the c o n d i t i o n t h a t i  t had t o be i e p & i d d u r i n g 

t h i s f i n a n c i a l y e a r . T h i s would be on the l i n e s of the scheme 

put t o g e t h e r by Mr. H a r o l d Lever i n 1974. 


The F i n a n c i a l S e c r e t a r y p o i n t e d out t h a t a, l e n d i n g scheme 
c o u l d be very c o s t l y i n terms of p u b l i c e x p e n d i t u r e i  f i n t e r e s t 
r a t e s f a i l e d to f a l l and the s o c i e t i e s were unable t o repay. 
The c o s t might be as high as £750 m i l l i o n . The S e c r e t a r y o f S t a t e 
f o r the Environment commented t h a t home owners were a l r e a d y 
s u b s i d i s e d , and t h a t on e x i s t i n g mortgage r a t e s t h e r e was a l r e a d y 
a s u b s t a n t i a l queue of p o t e n t i a l b o r r o w e r s . The r e c e n t s p e n d i n g 
spree suggested t h a t people had money i n t h e i r p o c k e t s , and t h a t 
an increase i n the mortgage r a t e would not be as p o l i t i c a l l y damaging 
as the Prime M i n i s t e r had i m p l i e d . Re was opposed t o a loan 
scheme f o r t i i e same reasons as the F i n a n c i a l S e c r e t a r y ; and lie 
would p r e f e r to see the mortage r a t e r i s e so as t o m a i n t a i n the 
c u r r e n t l e v e l o f l e n d i n g f o r the sake o f the c o n s t r u c t i o n i n d u s t r y . 

A f t e r f u r t h e r d i s c u s s i o n , i t was agreed t h a t t h e r e was a 
rea s o n a b l e p r o s p e c t of p e r s u a d i n g the s o c i e t i e s t o h o l d t h e i r 
i n t e r e s t r a t e s at p r e s e n t l e v e l s at l e a s t u n t i l September. But 
they would need to be pr e s s e d hard; and the arguments mentioned 
by the C h a n c e l l o r would have t o be put t o them p e r s u a s i v e l y . 
I t would be important to get an undertaking from them t h a t they 
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would g i v e the Government advance warning b e f o r e d e c i d i n g t o 

r a i s e t h e i r r a t e s . The Government s h o u l d have ready, on 

a c o n t i n g e n c y b a s i s , a l o a n scheme which ^could be implemented 

i f the s o c i e t i e s d i d d e c i d e t o i n c r e a s e t h e i r r a t e s . 


Summing up the d i s c u s s i o n , the Prime M i n i s t e r s a i d t h a t 

t h e r e s h o u l d be no e a r l y r e d u c t i o n i n MLR, but a c t i o n s h o u l d be 

taken t o r e l e a s e s p e c i a l d e p o s i t s ; the amount and t i m i n g of 

the l a t t e r s h o u l d be l e f t t o the Governor and the C h a n c e l l o r t o 

d e c i d e . The S e c r e t a r y of S t a t e f o r the Environment, accompanied 

by the F i n a n c i a l S e c r e t a r y , s h o u l d see r e p r e s e n t a t i v e s o f the 

b u i l d i n g s o c i e t i e s u r g e n t l y and s h o u l d seek t o persuade them 

not t o i n c r e a s e t h e i r r a t e s . They s h o u l d i n any case o b t a i n 

from the s o c i e t i e s an u n d e r t a k i n g t h a t M i n i s t e r s would be 

g i v e n due warning o f an i n c r e a s e . At the same t i m e , a c o n t i n g e n c y 

p l a n s h o u l d be drawn up t o p r o v i d e l o a n s t o the s o c i e t i e s 

i n case they i n s i s t e d on p u t t i n g up t h e i r r a t e s ; but a d e c i s i o n 

to implement t h i s p l a n would need t o be c o n s i d e r e d i n the l i g h t 

o f f u r t h e r developments. The s o c i e t i e s s h o u l d not be t o l d t h a t 

t h i s c o n t i n g e n c y p l a n was b e i n g p r e p a r e d . 


I am s e n d i n g c o p i e s of t h i s l e t t e r t o John C h i l c o t (Home 
O f f i c e ) , D a vid Edmonds (Department of the E n v i r o n m e n t ) , P a u l a 
D i g g l e ( F i n a n c i a l S e c r e t a r y ' s O f f i c e ) , John B e v e r l y (Governor's 
O f f i c e ) , N i c k S a l l n o w - S m i t h ( S i r Douglas Wass's O f f i c e ) and 
M a r t i n V i l e ( C a b i n e t O f f i c e ) . 

Tony B a t t i s h i l l , Esq 

H.M. T r e a s u r y . 
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