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c. Mr. Hoskyns 

PRIME MINISTER Mr. Wolfson 


Meeting w i t h t h e C h a n c e l l o r - Thursday A O c t o b e r 


The C h a n c e l l o r w i l l no doubt want t o r e p o r t on the 
Commonwealth F i n a n c e M i n i s t e r s and IMF/World Bank m e e t i n g s . 
Nothing of much s i g n i f i c a n c e a p p e a r s to have happened at 
e i t h e r of t h e s e m e e t i n g s . I a t t a c h t h e communinue o f t h e 
I n t e r i m Conroittee. The one s i g n i f i c a n t i n i t i a t i v e - h i c h t h e 
Committee c o n s i d e r e d was t h e i d e a of a S u b s t i t u t i o n Accou t: 

t h i s i s t h e p r o p o s a l t h a t C e n t r a l Banks s h o u l d deposi 
e x c e s s d o l l a r h o l d i n g s w i t h t h e IMF and r e c e i v e i n r e t u r n 

bonds denominated i n SDRs. The Americans and t h e Germans 

have been v e r y keen on t h i s p r o p o s a l b e c a u s e i t would t a k e 

p r e s s u r e o f f t h e d o l l a r . I u n d e r s t a n d t h a t t h e C h a n c e l l o r 

i s r a t h e r lukewarm no doubt b e c a u s e he i s s c e p t i c a l about 

t h e p r o s p e c t s f o r SDRs b e i n g f u l l y a c c e p t e d a s an i n t e r n a t i o n a l 

c u r r e n c y . A number o f problems r e m a i n t o be r e s o l v e u : t h e 

s i z e o f t h e Account, t h e r a t e of i n t e r e s t t h a t would be p a i d 

on t h e bonds, and t h e q u e s t i o n of e x c h a r g e r i s k . The I n t e r i m 

Committee have a s k e d t h e IMF t o do f u r t h t . work on t h e Account, 

and r e p o r t back. 


The w o r l d economic a s s e s s m e n t which has emerged from s p e e c h e s 
. i . i n B e l g r a d e i s p r e d i c t a b l y gloomy. Mr T-.lcNamara has a l s o , a s 

w o n
- rcv» $»l<Uy t  , been e m p h a s i s i n g t h e p l i g h t of t h e w o r l d ' s p o o r e s t 
and l a m b a s t i n g t h e USA i n p a r t i c u l a r f o r t h e i r a i u p o l i c i e s . 


The C h a n c e l l o r may a l s o r a i s e w i t h you t h e q u e s t i o n o f NEDC 

membership. T h r e e members - L o r d R o l l , Mr M i c h a e l Shanks, and 

S i r L e s l i e Murphy - a r e coming up f o r r e n e w a l . The C h a n c e l l o r 

wants t o r e p l a c e L o r d R o l l by t h e Governor of t h e Bank: t h i s 

seems v e r y s e n s i b l e g i v e n t h e i n t e n t i o n t o o u i ^ d t h e NEDC up a 

l i t t l e ( r a t h e r t h a n p u r s u e t h e i d e a o f a s e p a r a t e Economic Forum). 

M i c h a e l Shanks (who r e p r e s e n t s t h e consumer i n t e r e s t ) has not been 

an e f f e c t i v e member, and t h e C h a n c e l l o r wants t o r e p l a c e him - I 

t h i n k w i t h a r e p r e s e n t a t i v e o f s m a l l b u s i n e s s . I t h i n k s m a l l 

b u s i n e s s s h o u l d be r e p r e s e n t e d , but so too s h o u l d consumers 
even though Shanks may not be the b e s t p e r s o n . But i f Shanks o r 

someone e l s e r e p r e s e n t s consumers (Why not woman? T h e r e a r e 

none on NEDC a t p r e s e n t ) , t h e r e may be a problem i n b r i n g i n g i n 
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a s m a l l b u s i n e s s r e p r e s e n t a t i e. One p o s s i b i l i t y would be f o r s u c h 

a r e p r e s e n t a t i v e to r e p l a c e L e s l i e Murphy; but I u n d e r s t a n d 

t h e C h a n c e l l o r wants t o keep Murphy on f o r one more y e a r . The o t h e r 

o p t i o n s a r e : e i t h e r t o i n c r e a s e t h e t o t a l numbers ( b u t t h e r e i s n ' t 

room round t h e NEDC t a b l e ! ) , or to a s k t h e C B I J t o g i v e up one of 

t h e i r s i x p l a c e s , o r t o r e p l a c e C h a r l e s V i l l i e r s i f and when he 

goes from B r i t i s h S t e e l (and not to a p p o i n t h i s s u c c e s s o r t o NEDC). 


I have a s k e d t h e T r e a s u r y f o r a d v i c e on when "ou s h o u l d t a k e t h e 

c h a i r a t t h e NELC. I t seems to me t h a t you s h o u l d do t h i s be Lore 

l o n g - t h e g e n e r a l economic d i s c u s s i o n w hich i s p l a n n e d i n l i e u o f t h e 

Economic Forum would be a good o p p o r t u n i t y . You might p r e s s t h e 

C h a n c e l l o r on when t h i s p a r t i c u l a r m e e t i n g i s t o t a k e p l a c e : i f i t 

i s t o have any i n f l u e n c e on t r a d e u n i o n t h i n k i n g t h i s w i n t e r , i t 

r e a l l y ought t o be no l a t e r t h a n December. E d e c i d e d t h e m e e t i n g 

s h o u l d be i n December, but t h e T r e a s u r y i s showing s i g n s of w a n t i n g 

t o put i t o f f . 


Other I s s u e s 


i ) The C h a n c e l l o r may want t o come back t o you on e n t e r p r i s e 

z o n e s . You have s a i d t h a t he must not announce t h i s 

p r o p o s a l a t B l a c k p o o l - q u i t e r i g h t l y s i n c e t h e i d e a i s not 

f u l l y worked out y e t , and J i m P r i o r i s f a r from happy. 


i i ) Exchange C o n t r o l . I have s u g g e s t e d t h a t t h e C h a n c e l l o r 

s h o u l d come and d i s c u s s h i s p r o p o s a l f o r a f u r t h e r package 

when he has something i n w r i t i n g - p r o b a b l y t h e week a f t e r 

n e x t . 


i i i  ) Mortgage R a t e s , The p r e s e n t p o s i t i o n i s t h a t t h e b u i l d i n g 

s o c i e t i e s w i l l i n c r e a s e t h e mortgage r a t e from 111 p e r c e n t 

t o 12* per c e n t from 1 J a n u a r y u n l e s s competing i n t e r e s t r a t e s 

f a l l back s i g n i f i c a n t l y i n t h e meantime. The g r o s s e d - u p 

i n v e s t o r s r a t e was put up from 11 f p e r c e n t t o 12* p e r c e n t 

i n August, and t h e l o c a l a u t h o r i t y three-month r a t e - w h i c h 

i s t h e main competing r a t e - i s c u r r e n t l y 14J p e r c e n t . 

To p r e v e n t an i n c r e a s e i n t h e mortgage r a t e , t h e l o c a l 

a u t h o r i t y r a t e would need 
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to come clown to 12 p e r c e n t a s a maximum - and 

p r o b a b l y lower. Only i n t h e s e c i r c u m s t a n c e s would t h e 

b u i l d i n g s o c i e t i e s be p r e p a r e d to r o l l back t h e i n v e s 

t o r s r a t e t o l l  j p e r c e n t - which i s what t h e y would have 

t o do f o r t h e mortgage r a t e t o s t a y where i t i s and f o r 

them t o c o v e r t h e i r c o s t s . (At p r e s e n t , o f c o u r s e , w i t h 

t h e mortgage r a t e l ower t h a n t h e i n v e s t o r s r a t e t h e y a r e 

o p e r a t i n g a t a l o s s . ) The b u i l d i n g s o c i e t i e s a r e 

b e g i n n i n g to send out n o t i c t - s c o n f i r m i n g t h a t t h e mort

gage r a t e w i l l go up i n J a n u a r y . They c o u l d send out 

f u r t h e r n o t i c e s r e v e r s i n g t h i s i f i n t e r e s t r a t e s d i d 

come down; but t h e y would need a f i r m i n d i c a t i o n o f lo w e r 

i n t e r e s t r a t e s by t h e end of November i f t h e y were t o do 

t h i s - s i n c e t h e y need t o g i v e a month's n o t i c e t o 

i n v e s t o r s i f t h e r e i s t o be any change i n t h e i n v e s t o r s 

r a t e . 


I t seems i n c r e a s i n g l y u n l i k e l y t h a t we w i l l a c h i e v e 

t h e n e c e s s a r y f a l l i n i n t e r e s t r a t e s i n t i m e . I n d e e d , 

t h e r e c o u l d be p r e s s u r e f o r a s t i l l h i g h e r mortgage 

r a t e t h a n 12J p e r c e n t . F o r i f t h e p r e s e n t d i s p a r i t y 

between t h e three-month r a t e and t h e b u i l d i n g s o c i e t y 

i n v e s t o x s r a t e c o n t i n u e s , i t i s u n l i k e l y t h a t t h e b u i l d 

i n g s o c i e t i e s w i l l be a b l e to a t t r a c t enough funds t o 

c o n t i n u e l e n d i n g at what t h e y and t h e b u i l d i n g i n d u s t r y 

c o n s i d e r t o be a d e s i r a b l e l e v e l . The August b u i l d i n g 

s o c i e t y f i g u r e s show a n e t i n f l o w o f j u s t under £ 3 0 0 

m i l l i o n - which i s w e l l up on t h e p r e v i o u s two months' 

f i g u r e s , but about £ 1 0 0 m i l l i o n l e s s t h a n what DOE con

s i d e r to be n e c e s s a r y i f t h e i r l e n d i n g i s t o c o n t i n u e 

a t t h e p r e s e n t l e v e l . 


When we considered a l l t h i s i n J u l y , you as k e d f o r a 

c o n t i n g e n c y p l a n t o be drawn up f o r e i t h e r p r o v i d i n g 

b u i l d i n g s o c i e t i e s w i t h a s u b s i d y , o r l o a n s w hich would 

be r e p a i d d u r i n g t h e c u r r e n t F i n a n c i a l Y e a r . 

The C h a n c e l l o r was s t r o n g l y a g a i n s t any s u c h scheme 

b e c a u s e o f i t s p u b l i c e x p e n d i t u r e i m p l i c a t i o n s , and 
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b e c a u s e i t would look l i k e a " U - t u r n " on monetary 

p o l i c y . I n a d d i t i o n , the b u i l d i n g s o c i e t i e s c h a i r m an 

( L e o n a r d W i l l i a m s ) t o l d Mr. H e s e l t i n e and Mr. Lawson 

t h a t they would not be w i l l i n g t o a c c e p t a l o a n o r 

i n t e r e s t r a t e s s u b s i d y scheme. I u n d e r s t a n d t h a t t h e s ^ 


t 

schemes a r e "on t h e s t o c k s " , and c o u l d be r e a d i l y 

a c t i v a t e d ; but d e s p i t e t h e p o l i t i c a l d i f f i c u l t i e s o f 

t h e 12$ p e r c e n t mortgage r a t e coming through i n 

J a n u a r y , I t h i n k t h e o b j e c t i o n s to e i t h e r o f t h e s e 

schemes a r e v e r y g r e a t . 


Are you c o n t e n t f o r a c t i o n on t h e s e schemes t o be 

s t o o d down? Or do you want t o r e t a i n t h e o p t i o n o f 

i n t r o d u c i n g one o r o t h e r of them? I f t h e l a t t e r , I 

s u g g e s t you s h o u l d mention t h i s to t h e C h a n c e l l o r now. 
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