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was made clear in the*paper put to Ministers on the Exchange Control
decision ~ that for the longer term it will be necessary to avoid
techniques of monetary control (or arrangements for prudential
supervision, or a tax regime) that put the controlled institutions at
a competitive disadvantage compared with offshore (or foreign currency)

operations.

While these considerations are important for the longer
term, it was as you know decided to continue with the SSD scheme for
a further six months; and the CGovernor asked for assurances from both
British and foreign banks in London that, during the present extension
of the 8SD scheme, they will not seek to avoid its effects on them by
arranging for the rolevant transactions to be conducted outside the UK
by their branches or associates, This approach we believe will deter
the banks from actively exploiting the possibilities now open to therm.
While thersfore we would expect tc see some opening up of new channels,
if the demand for ligquidity and credit remains strong, we do not expec
this to become ja major problem. Opr

disintermediation in these circumstances will of cocurse remain.

We will of course continue to monitor the development c
the BEuro-sterling market and the other Euro-currency transaciions of
UK non-banks as far as we can. At present the B.IaS. cellages
guarterly data reperted through central banks by banks in the GI10
countries, Austria, Denmark, Ireland and Switzerland. These provig
information about liabilities and claims of banks in each country C
the reporting area, in sterling as well as other currencies ti
geographical breakdown and a division of the counterparties betw
banks and non-banks. So figures are availabl for the Euxo-stei
holdir n orrowings of UK banks nd non-J residen
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control outlined above, the question is whether such support would in
practice contain offshore disintermediation more effectively - and
whether market commentators would believe this to be the case - than
the request already made by the Governor, In our judgment it would
not. The US banks are not the only banks involved - and perhaps in
the Euro-sterling market not the principal banks involved - and an
agreement with the US alone would raise obvious questions about the
banks in other countries. An attempt to secure the agreement of all
the major countries would inevitably take a good deal longer, and would
run the risk that it would become mixed up with the wider discussions
on monetary control ef the Euro-markets the need for which we continue

to doubt.

Yours sincerely,
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