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I I .	 G i l t - e d g e Funding nf'.

Mr. Pepper s a i d t h a t the Bank : s h o u l d have been c o n c e n t r a t i n g 


4^ t o a g r e a t e r extent on s h o r t e r dated s t o c k . T h e i r f a i l u r e to 
announce a new s h o r t tap immediately a f t e r the Budget had been 
a g r e a t mistake. F o l l o w i n g the announcement of the MLR i n c r e a s e , 
they had dropped the p r i c e o f t h e long tap by 5$ p o i n t s . T h i s 
had caused a shambles amongst the Jobbers and B r o k e r s , and w i t h 
the shortage of s h o r t dated s t o c k i  t had r e s u l t e d i n a very 
u n s a t i s f a c t o r y y i e l d curve - w i t h y i e l d s at the s h o r t e r end f a r 
below y i e l d s at the l o n g end. Both the e x i s t i n g tap s t o c k s were 
now exhausted and the q u e s t i o n arose as t o what new s t o c k s 
should be announced. Mr. Pepper's own view was t h a t i  t would be 
r i g h t t o i s s u e both a new l o n g and a new s h o r t s t o c k - perhaps 
£1 b i l l i o n of each. But the B a n k ; s h o u l d t r y t o s e l l the s h o r t 

s t o c k more v i g o r o u s l y than the long s t o c k and e s t a b l i s h a smoother 

y i e l d curve. The i n s t i t u t i o n s were c u r r e n t l y r a t h e r s h o r t of 

l i q u i d i t y , w h i l e the c o r p o r a t e s e c t o r was r e a s o n a b l y l i q u i d : 

so t h i s c o n c e n t r a t i o n of the s h o r t e r end should be f e a s i b l e . 

I t might a l s o be a good i d e a f o r the Governor t o i n d i c a t e i n a 

f o r t h c o m i n g speech t h a t the Bank were going t o c o n c e n t r a t e more 

on the s h o r t e r end. 


I I I .	 Money Supply 

Mr. Pepper s a i d t h a t i t was very d i f f i c u l t t o e s t i m a t e at t h i s 


stage what the June banking f i g u r e s would look l i k e . There was 

a good d e a l of a n e c d o t a l evidence t h a t bank l e n d i n g t o the p r i v a t e 

s e c t o r was c o n t i n u i n g at a h i g h l e v e l but t h i s was not n e c e s s a r i l y 

c o n c l u s i v e because of t h e window d r e s s i n g by the banks f o r t h e i r 

h a l f - y e a r l y make-up. Noneth e l e s s , he c o n t i n u e d t o be very 

w o r r i e d about the money supply f i g u r e s . The r e c e n t heavy s a l e s 

of g i l t s were l i k e l y t o have been o f f s e t by c o n t i n u e d p r i v a t e 

s e c t o r l e n d i n g at a h i g h r a t e . The l a t t e r was suggested by h i g h 

r e t a i l s a l e s , f o r example, of c a r s . The main element i n t h i s 

was l i k e l y t o be p e r s o n a l l e n d i n g ; c o r p o r a t e loan demand by 

c o n t r a s t , which always lagged at t h i s stage of the c y c l e , was 

l i k e l y t o be r u n n i n g at a r e a s o n a b l e l e v e l . 
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