PRIME MINISTER

INDEXED GILTS - 13 JANUARY PAPER BY FINANCIAL SECRETARY
TO TREASURY

1103 I agree with the arguments set out in the Financial Secretary's
Ay —

Paper. One other consideration may be thought to be both relevant
and bullish. It is impossible to sell indexed gilts through the
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present arrangements; they must be sold by tender. This would
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facilitate more rapid movement towards MBC.

2. The financial implications could be quite dramatic¥* My judge-
ment is that if £10Bn of £20Bn total borrowing were indexed, the

real rate of interest on the indexed gilts would be only about 1% -
perhaps even negative - but take it at a high 2%. This would EEEEve
then the diff;;;;;e between the present 14% and 2%, ie 12% of £10Bn

(or £1.2Bn) from the PSBR in the current year. This reduction in

the "front end loading" of our present borrowing would be a very
useful ally in the difficult months ahead.

*Ignoring tax payments.
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