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Attached is the Minute to the

Chancellor on limiting bulldog
issues referred to in my note

for record of 29 June 1982.
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30 June 1982
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THE BULLDOG MARKET

24 June 1982

When we spoke on the telephone this morning we provisionally
arranged a meeting for 4.%0 pm on Monday in my office, to which
you and other recipients of this letter are invited.

e I am copying to you with this letter, with apologies for not
having done so earlier, the submission we put To Treasury Ministers
‘ngEerday apbout & possible limit on sterling bond 1ssU&S Dy overseas
panies and Governments. This follows your letter to me of
16 June, and some further discussion in the context of the planned
monetary statement. Although I have not yet seen anything in writing,
I believe the Chancellor is content. I hope that this will give you
sufficient cover for the time being to act to damp any sudden
excessive overseas interest in sterling issues. But you willl see
that it proposes further consideration between you and us about the
case for a more formal limitation, and the form such a limit should
take. That is the purpose of my meeting on lMonday.

3. I think my note to the Chancellor (which I feanr shows all the
signs of having been prepared in some haste) acts to some degree
as a commentary on most of the points raised in your letter of

16 June. But to summarise very briefly:-

(a) In the Treasury we are not inclined to accept that
there are any very strong general arguments for a limit

on overseas sterling issues either 1n terms of the exchange
rate or "crowding out"/impact on sterling interest rates.
If there were they would amount to a general case for
reimposing exchange controls.

(b) There are in any case difficult presentational
aspects international and also domestically given the
Government's general policy on international capital flows
and exchange control




(c) But we do accept it would be embarrassing if the

first or main result of the clarification of tTaxX

treatment for deep discounted bonds was a rush of issues

by US companies in the sterling market. And more generally
we accept there is a case on market management grounds for
maintaining a limited and orderly queue of overseas sterling
borrowers - if anything perhaps leaWing 1n a more restrictive
direction (as the Japanese and Germans%.

4. You said you were now giving thought to revised written
guidance for the new issue market to supplement that previously
issued by the Bank. If you agree, I would like at my meeting to
run through the various options for what that might sayj,and more
generally for our future public stance towards the bulldog market.
As I see it the main options are as follows:-

(a) 4 limit (not necessarily gquantified) on all overseas
sterling issues (possibly extending to the Euro-sterling
market also) explicitly imposed by the Treasury and policed
by the Bank under the Control of Borrowing Order.

(b) Continuation of the arrangements you have operated
nitherto to limit issues by informal means through the new
issue queue - with consultation between us 1f you IfeltT we
nzd Teached a point at which you could no longer limit
overseas issues to the level you would like by reference to
the dangers of market congestion. We would then consider
petween us of what if any action to take.

(¢) 4As (b), but with a presumption that we would allow the
volume of overseas sterling issues gradually to increase as
it became clear that the market could cope. -

(d) An arrangement to parallel those operated in Japan

and Germany under which overseas issues are restricted,

but, so far as the formalities are concerned, not by the
authorities but by the market itself. (I am attaching an
internal note about a recent OECD meeting at which, as you
see, the Japanese representatives firmly denied any official
responsibility for their restrictions, and described how
they worked). An alternative would be an arrangement in
which the Bank, again so far as the formalities are concerned,
took it on itself to control the market on behalf of market
participants.

5. I hope that Juliet Wheldon (Treasury Solicitor) .will be able
to advise us about which of these options would require formal
notification under EC Directives. 1 am attaching a note by Mark
Perfect here setting out the position as we currently see it.

6. Copies go to Juliet Wheldon, and to Andrew Turmbull and
Peter Sedgwick in the Treasury.
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MONETARY PACKAGE: A LIMITON BULLDOG ISSUES?

The Bank believe that after Friday's statement they could _face

many enquiries about the p0551b11;ty of American companies issulng
deep-discounted sterling stock in London. They also foresee &

pick up in interest in sterling issues by foreign governments now
that Falklands uncertainties are out of the way. They have
suggested there should be a formal 1imit on overseas sterling bond
1ssues ("bulldogs"), and that if necessary -they should go public.
They would like to have Ministerial backlng for-this. A further
po*51b111ty would be to include a sentence about this in this
week's Parliamentary Answer on the monetary package, or to 1nd1cate
~ the policy in background briefing. This note advises against going
public at any rate-at.this stage, and the Bank are not pressing us
to do so. While we consider the case for ard against a public limit
more carefully we suggest that the Bank be given cover to continue
as hitherto to seek to limit:the volume of overseas sterling

issues by informal means, through the new 1ssue gqueue.

Background

A Up to now, as you know, the Bank have operated an informal

1imit of around £100 million a month on new bulldog 1ssues through

-
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their queuing arrangements. In practice interest by borrowers

has been modest, and the average volume of issues has been well
below that limit. The specific point arising from Friday's
announcement is that US corporate borrowers may be interested in
taking advantage of the lifting of the embargo on zero and low-
coupon bonds. Because UB companies enjoy taxation of such bonds
on an accruals basis they might find the UK market more attractive
than UK companies.

- If demand does pick up the Bank believe that sooner or later
they will either have to allow a greater volume of issues, or to
lay down a more explicit limit. In the latter case they would
expect appeals to Ministers, both 1in private, for example by
soverelgn borrowers like the French or the World Bank who are

denied early access to the market, and in public.

A possible sentence for the Parliamentary Answer

4. Were we all agreed that an explicit limit was the right course
there would be a case for. saying so in the text of this week's

= s -

Parliamentary Answer:-

€1} In that context it would be clear that the limit was
not belng 1mposed because of concern about the exchange rate -

but because of worrles about overseas borrowers in the bond -

fimarket crowdlng out potentlal domestlo corporate borrowers. -

: (ii) it,would also-provide‘some presentational reinforcement

_“to the rather thin 1line at present on measures to encourage
‘corporete borrowing - though that would risk putting more
weight on the point than 1t would bear.

(iii) The Government might be exposed to criticism if it
turned out that the most immediately obvious result of
measures designed to ease access by UK companies to the
sterling bond market was a rush of interest by overseas
corporate or sovereign issues, and the existing informal

queue was inadequate to contain 1t.
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The case against

5. The case for some kind of limit on overseas sterling 1ssues

would have to be:-
(a) There may be something in the argument that foreign
sterling issues crowd out domestic ones, or raise domestic
sterling interest rates. Capital markets are not perfect;
and the domestic capital market's capacity to absorb new
bond issues may be limited in the short run. But any upward
impact on interest rates could in principle be offset by
selling less gilts, which in the circumstances should be
possible without adverse monetary effects. And there 1s
also the argument that foreign sterling bond issues could

encourage domestic issues through a demonstration effect.

(b) Similarly it is possible that there could be some
minor support for the exchange rate from limiting issues
by those overseas borrowers likely to sell the sterling
proceeds for foreign. currencies (not always the case),
But the flows on this account are -of course pretty small

in relatlon to total capltal outflows.

6. Nelther of these- p01nts 18 very compelllng, indeed 1f accepted
they would- amount to a general case in-favour of exchange controls.
Like other controls on capltal—flows,—a llmlt that acted as a real
constraint would be easy enough to get around._ It might give a
boost to the Euro-sterling market; or lead to a rise, for example,

in direct placements with UK 1nst1tutlons (since the limit would . !

apply to market issues). There is nothing to prevent UK funds buying
iscsves made by overseas companles and governments in New York and
elsewhere. The best. .case for a limit is that 1t helps secure the

orderly development of the sterling new 1ssue market.

7. For this reason we have been happy to have an informal limit

on new issues operated by the Bank,with the market's tacit agreement.

*T L0 TINTMT E 5
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The official stance has been that this 1s intended to ensure the

- market's orderly development, not toO discriminate against forelign

borrowers.
8. Presentation of an explicit limit on foreign borrowings

would be altogether more awkward.

(i) There is always a risk it would be seen by some aS
the first move back towards more general imposition of
exchange controls - definitely counter-productive for the

exchange rate.

(ii) Even if we could avoid that, it is hard to make
any general case for a 1limit on crowding out grounds
without contradicting the line we have always taken on
other capital outflows, and by implication making a case
for restricting them also. For exsmple in your paper to
the NEDC last year we .said. that portfolio outflows have
not been at the expense of institutioral flows to UK
companies, have had little if"anj,impact on interest rates,
-and . have indeed benefltted.UK investment rather than the
-.f reverse. (In practlce the share of institutional meney ~
g01ng to'comnanles has not'fallen, overseas investment by
'*he 1nst1tutlons hds;seen at the expense of 1nvestment £ SRl
gllts) 5 | g% '

(111) We are falrly sure also that a stralghtforward

OfflClal restrlctlon of the klnd_prOposed by the Bank

would require us to enter ‘a formal reservation under the
NM*OECD code of liberalisation of capital movements; and-also

to notify and obtain (negative) clearance from the EC

Commission under Community Directives on Capital lMovements.

Recommendation

Q. For all these reasons we would like to take time to consider

policy on this more carefully together with the Bank. One possibi

Y ™\ YTVATTT
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I would like to explore in detail is that of devising arrangements
similar to those operated by the Germans and Japanese. In both
cases they do in practice limit foreign access to their domestic
capital markets, but do so in ways that avoid having any limit
.openly imposed by the authorities. In.effect they have restric-
tions administered, so far as the formalities are concerned, bY
market participants; the authorities only play a role behind the
scenes. A second option would be to wait and see if foreign
interest in the bulldog market does pick up before deciding if
any action is necessary. A third would be to decide only to
operate the limit to the extent justified by the preservation of
an orderly and healthy market, and hence to permit a gradually
‘expanding level of overseas issues if the market seems able to

cope.

5 § = s If 1n _the end we did decide to go for a public limit we
o should be able to refer back to this week's measures for some
.ﬂtlme to come. Meanwhille we recommend cagainst making an early
v-.decision on whether to do_so{orlncludu%;anythlng in this week's
. statement. If very strong pressure develops next week we-might
-w-have to think again or .at any rate accelerate our further-consul—
tatlons ‘with the Bank. For the time belng, however, we recommend
- that che Bank be authorlsed to 0perate—as flrmly as they need on
y the “same basxs as hltherto.~ that 15 1nformally through the.f;,%?i:-

operatlon of thelr queue to preserve orderly market condltlons.
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l-ll;-. The general llnes ‘of thls subm1351on have been agreed with -
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Xook FROM: R M PERFECT
- EMP F/3 YRHETO : 24 June 1982\

cc Miss J Wheldon - T.Sol

A LIMIT ON BULLDOGS
You asked me to check the EC position with Treasury Solicitor.

Is 1t a restriction?

2. Issues or placings of securities of a foreign undertaking on

a domestic capital market appear on List C of the capital movements
directive. The UK is regquired to authorize capital movements on
List C between member states unless this i1mperils an economlc
objective. If it does threaten an economic alm we are free to
reintroduce a restriction operative whén the Directive came into
force in the UK. The Commission would however examine us and

-may -recommend-the restriction be abolished.

New or o0ld?

2 If the restriction was not in force when the Directive came
into force it would fall under Article 6 which requires us to
enaeavour not tgiintroduce it. If we failed in our endeavours

we would need a derogation from our commitments. Derogations

are available under Article 73 (disturbance to the functioning

of the capital markets) or Articles 108 or 109 (balance of payments
problems). While Article 73 appears more suitable to me it has
never been used so we would have no precedents to follow and the
Commission might try to take a hard line to dissuade others. Which
ever Article we use we elther have to discuss and agree the
restriction before introducing it or claim that we face a crisis.
Neither option is attractive and we should try to show that we

did indeed have such a restriction in the early 1970's when the

Directive came into force in the UK.
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4. The legal basis for the restriction would be the €ontrol

of Borrowing Order. This requires potential issuers 1O seek

Bank permission before making issues greater than &5 million. The
criteria to use when deciding on permissions are for the Bank a nd
Treasury to determine. The restriction would be a discriminatory
_change.in those criteria. The Control of Borrowing Order was 1D
place in the 1970's and had any non-resident been given permission
under Section 8 of the Exchange Control Act 1947 to issue sterling
vonds in London (which they were not, Bank of England Notice EC1O
refers) then permission under the Control of Borrowing Order would
also have been needed. We can reasonably-argue that this permission
would not have been given and that the envisaged restriction should
consequently be regarded as the reintroduction of a control rather

than a new restriction.

Notifying the Commission - ¥

5.~ "Miss Wheldon's preliminary view is that the wording of Article
2 does not require us to notify the Commission before reintroducing
a List C restriction. She 1s double-checking this view égainst
previous advice. I agree. Nonetheless as a matter of flattery I
would recommend trying to notify the Commission (and the OECD
Secretariat) on the day of any announcement or as soon thereafter
as possible. This should maximise the chances of a smooth ride
from these bodies. I have prepared dummy letters to these bodies

which can be adapted to any scheme we may introduce.

CR O R G o
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RECORD i
“Ts Helps
Iilr Malley
Miss Winshlp
Iy Eaker (OECD UEDEL)
Mr M Tate o.r. (OECD UEDEL)

CAPITAL MOVEMENTS £ND INKVISIBLE TRANSACTIONS

COMMITTEE (CMIT)

ECD Ukdel) and I attended the ClIT meeting

Recent developments

cariat recalled instructiones in the cormunique from
ouncil to strengthen the OECD trestment of

wvestment and trade in services. (ref DAF(ILV)(E2)

Recent meazsures (ref Working document 1/146)

— -

P Jarpan The Japanese delegation explained that the total

size of yen denominated bond issues was not decided by the

Ministry of Finance. It was decided and administered by

uncerwriters. Japanese investors were unfamiliar with foreign
issues and there was a limit to the number that they could digest.
e.: issues had been stopped between Nov 1980 and Jan 1981.

More attention was now paid to the amount the market could stomach.
The Ministry of Finance prepared a biannuzl forecast that was
discussed by the underwriters 1n the presence of Min.Fin. A

total of 1€ billion yen bond issues were expected Jan-liay 1982.

4, On loans, these were decided by banks, though the lNin Fin
were concerned because of the exchange rete effect ana because
banks were large subscribers to Government bond issues. Luring
IMin Fin had expressed hopes but never 1issued
to the contrary were false,
tzaken. The Finnish, USA delegates
Min Fin involvement with
but after Japanese explanations

n individual bond/loan decisions
N

2

N
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protesting
and / that Min Fin shouldn't be prohibited from expressing

desires or hopes in view of importance of loans/bonds the
Chairman concluded that if Jepan felt there were any

misunderstandings CMIT had provided an opportunity to explaln.

. Sweden The 1916 Natural Resources Act controlling foreign

investment had been revised but practice remained the szme. The

largest crispbread firm had recently gone Swilss result.
6.

Switzerland Keports of & Eurofranc (Swiss)/were not guite

right. The Worla Bank had been allowed to raise a bond 1ssue
nominally expressed in dollars but with value fixed and repayable
in Swiss france, at the World Bank's discretion. The Swiss

National Bank was not likely to offer such terms to others.

2. France confirmed that the share of French francs in ECU

lending did not count as foreign currency lending. 3

8. Ttaly confirmed the press reports under reference of a
reduction -in- leads and lags-permissible on -trade payments. France
quericd whether this affected the Italian position under-the code

snd wicshed to pursue bilaterally with the Secretariat.

9. Japan noted that Japanese banks opposed foreign issues of
certificates of deposit and other commercial paper because they
feared it would lead to domestic issues and undermlne rellance on
bank loans. Min Fin had hoped etc. but unfortunately. However
now that tax problems were resolved lMin Fin expected zero coupon

bond sales to resume shortly.

10. Upnited Kingdom recalled Japan challenge on Nomara case at

previous session and spoke to Gents letter of 27 April Japan
ocked about the criteria for acceptance as a bank/deposit taker.
I explained that these were set out in Schedule 11 of the Barnking
Act 1979 and undertook to provide Japan with a copy- Finland had
ead these and wondered if any clarification was available.
eport on their SUPETrvisory activities

follow /.

———




Recent French exchange control measures DAF/INV/82.21

11. France confirmed the report was accurate. Gold
transactions were formally anonymous, so residential status
was irrelevant. Now that anonymity removed this area haad
not been satisfactorily clarified. USA noted that these

controls were becoming long-term while UK wondered if

supervision of gifts to non-residents did not impede such
transfers. Explicitly did not suggest advertising 1n

Le Figaro to find out.

Inward direct investment DAF/INV/82/17

12. The Secretariat noted that the Ministerial Council head
asked ihe responsible committees (CMIT and CIINE) to take work
on liberalising capital movements forward. The craft paper
suggested has some elements of the right of establishment
might~be included in the liberalisation obligations of the

Capital Movements Code.

13%. The Scandinavians, led by Finland, said they weré_opposed
on pféztical grounds and also 1n principle. The Code did not
guarantee establishment and hence did not guarantee associated

transsctions. This was the old egg and hen problem (sic).

14, Others felt that CMIT was bound to make some proposals
| on liberalising rights of establishment since lMinisters had
e asked for them. The problem was how to define the gap between

the Code and the Decision on National Treatment and suggest how

e~
1
j

: to plug 1it. In discussion it was made clear that the 186l

<~m+"" decision adopting the Code made 1t clear that right of

| establishment was not necessarily entailed by the Codes but nor
was it explicitly ruled out, and indeed in some areas it had been
explicitly included eg insurance under the Invisibles Code. All
agreed that if the Codes were extended to cover rights of

establishment all would have a chance to lodge reservations.

12

" In conclusion 1t was agreed the paper under reference
should be revised to reflect the reservations of the minority.

5

Baker (Uk) noted that the Finons already had a reservation on

- ———— G e e g o =



direct investment that explicitly noted their reservations
on rights of establishment. He hoped they would reconsider

their position and trick the rest of us into the open.

16 Norway (DAF/INV/82.10)
On second reading, Norway noted that the fact that oil revenues

were pald in Norwegien currency made for monetary expansion.

Recent court cases on tax and exchange control evasion had
helgntened public concerns and a Parliamentary paper 1977/7&
No.27 suggested company ownership structures should not be

Paper to be cleared by written

17 New Zealand

OUn first reading, New Zealand explained that the balance of
peyments remained tight. Gas developments were expected to
provide . 50 per cent of energy requireménts by 1985 and it might
then Dbe possible to liberalise. But at present the current
account.deficit weas 6-7 per cent of GD¥. The exchange rate was
targelcd. bearing in mind expected relative inflation rates. New
Zealand was happy to accept inflows but there was no aqueue to get
~1n. Official financing had to cover the current account deficit

' and any private capital outflows.

| 18. Questioned on the exchange rate New Zealand thought that

dollar/EMS movements affected individual exporters more than
their weighted exchange rate target. On direct investment
Austria felt the New Zezland asttitude was too nationalistic and
would have preferred overseas investment to have been stopped
if it burt the New Zealanders rather than allowed if it
benefitted them. The Committeee sought to encourage New Zezaland
to limit its reservations, notzbly on real estate needed for
health purposes, and wanted to recommend the New Zealand
1ties to liberelise in thi New Zealand thought

might add to its workload kicherd Baker (UK) suggested

the Committee invite the New Z iders to reflect on whether

they could liberalise furthe: 1 this w acceptable.




Films (DAF/INV/82.16)

19. The Secretariat noted it was 4 years since CMIT had
examined films. In 1970-71 CMIT had included videos in the
definition of films and the Secretariat now wanted to cover
all pew forms of telecommunications and data transmission
processes. The Secretariat suggested setting up a group of
experts on films. Their first task might -be to deiine the -—--—
field they could cover. Holland suggested the existing group
on information processing be counsulted /UKDEL OECD to check
ICPP contact/. Despite Japan's (disbelieved) protest that
2t had no experts on films CMIT felt the best way to proceed
wes to invite advice from experts as envisaged in the paper

under reference.

Insurance

20. Jamar (Holland) reported on Insurance/CMIT subgroup work. -
A new text had passed the insurance coummittee and would come to
CMIT in October.  But no comron-ground-had been found on taxation
of insurance and advice from the fiscal affailrs committee

might be needed. For example 7 countries took account of

reciprocity in taxing insurance while others did nowT.

Maritime Committee

21. Work on competition policy, access to different types of

trade and subsidies continued.

Tourism

28 . L gquestionnaire had been issued and replies were due back

e
iy limit on tourist allowances in Gl of the Invisibles
1

Code had clearly been overtaken by inflation and needed revising.

Future work

e The next meeting was fixed for October 5-7 with l6-17
December also pencilled 1in. Australia aznd the USA and Spain
will be examined at these meetings. The film experts meeting

might be fixed for October 28-29.
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