
NOTE FOR THE RECORD 


Mr. John Sparrow c a l l e d on the Prime M i n i s t e r at 1600 on 

Tuesday 19 June. The f o l l o w i n g are the main p o i n t s which came 

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


Mr. Sparrow s a i d t h a t the C i t y was b a s i c a l l y p l e a s e d w i t h the 

Budget. The immediate marking down of g i l t s p r i c e s was i n e v i t a b l e , 

g i v e n the i n c r e a s e i n MLR - which i n i t s e l f had been somewhat 

unexpected. But the MLR i n c r e a s e c l e a r l y i n d i c a t e d t h a t the 

Government was i n t e n t on keeping the money supply under c o n t r o l , 

and t h i s ought t o p r o v i d e a good b a s i s f o r the s a l e of g i l t s 

over the next few months. The take-up o f the new tap s t o c k s 

on Thursday would be watched very c a r e f u l l y . Another more 

p r o m i s i n g aspect was the f a c t t h a t c o r p o r a t e l o a n demand was 

l i k e l y t o be r a t h e r lower over the next few months because of 

the r e c e n t a c c r u a l of cash from the pre-Budget spending spree 

and because of the s h o r t - t e r m cash f l o w e f f e c t o f the VAT i n c r e a s e . 


Mr. Sparrow went on to say t h a t he d i d not t h i n k the c u r r e n t 

l e v e l of s t e r l i n g c o u l d be s u s t a i n e d - g i v e n the r e c e n t t r a d e 

f i g u r e s . The r a t e was b e i n g pushed up by the combination of 

h i g h i n t e r e s t r a t e s and the f a c t t h a t many regarded s t e r l i n g as 

a " p e t r o - c u r r e n c y " . 


The Prime M i n i s t e r s a i d t h a t she was concerned about the 

c u r r e n t p r o v i s i o n s f o r c o r p o r a t e s t o c k r e l i e f . Her i m p r e s s i o n 

- and t h i s was confirmed by Mr. Sparrow - was t h a t i t had a 

d i s t o r t i n g i n f l u e n c e on company behaviour: companies tended 

t o i n c r e a s e t h e i r s t o c k s u n n e c e s s a r i l y at the end of the f i n a n c i a l 

y e a r , which was a waste of r e s o u r c e s and which meant a l o s s t o 

the Exchequer. Mr. Sparrow added t h a t c o r p o r a t i o n t a x g e n e r a l l y 

had become an " o p t i o n a l t a x " . I t s h o u l d e i t h e r be a b o l i s h e d or 

made o p e r a t i v e : he would p r e f e r the l a t t e r . Mr. Sparrow then 

r e f e r r e d t o PRT, and s a i d t h a t he was w o r r i e d t h a t the Exchequer 

was l o s i n g unnecessary funds because of the " u p l i f t " p r o v i s i o n . 

T h i s meant, f o r example, t h a t BP would be exempted from s u b s t a n t i a l 

amounts o f t a x when they took over p a r t of the B e a t r i c e F i e l d , as 

they were r e p o r t e d t o be p r o p o s i n g to do. 


/The Prime M i n i s t e r 
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The Prime M i n i s t e r asked Mr. Sparrow f o r h i s views on the 

p r e s e n t methods of f u n d i n g the borrowing requirement. Mr. Sparrow 

r e p l i e d t h a t he would l e t the Prime M i n i s t e r have h i s views i n 

w r i t i n g , but d i d not not accept the Bank's argument t h a t the 

i n s t i t u t i o n s n e c e s s a r i l y r e q u i r e d long-dated s t o c k . T h i s was 

an e x c e s s i v e l y expensive method of f u n d i n g . On the o t h e r hand, 

he thought t h a t t h e r e must be a r e v i v a l of i n t e r e s t i n e q u i t i e s 

at the expense of g i l t s b e f o r e too l o n g . The Prime M i n i s t e r 

commented t h a t she c o u l d not see how b u s i n e s s e s would be w i l l i n g 

t o borrow f o r investment purposes at c u r r e n t r a t e s of i n t e r e s t . 

F i n a l l y , Mr. Sparrow s a i d t h a t i n h i s e x p e r i e n c e i n d u s t r y was 

a l r e a d y becoming more aware of the need t o n e g o t i a t e r e s p o n s i b l y 

on the pay f r o n t : they were b e g i n n i n g to r e a l i s e t h a t from now 

on they, r a t h e r than the Government, were r e s p o n s i b l e f o r t h e i r 

a c t i o n s . But i  t would be h e l p f u l i  f the Government c o u l d 

produce a new " s t a n d a r d o f l i v i n g " i ndex - t h i s would i n v o l v e 

r e g a r d i n g t a x as p a r t of the cost of l i v i n g . The Prime M i n i s t e r 

s a i d t h a t the Treasury were working on such an index. 


TV. 
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