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TAP STOCKS 


You a c c e p t e d y e s t e r d a y t h a t a new l o n g t a p s t o c k s h o u l d be 

announced tomorrow, F r i d a y 20 J u l y . I t h o u g h t t h a t you 

wo u l d now l i k e t o know what  i s p r o p o s e d , a f t e r d i s c u s s i o n 

between t h e Bank and t h e T r e a s u r y . 


As was m e n t i o n e d i n d i s c u s s i o n y e s t e r d a y , we have a l r e a d y s e c u r e d 

s u f f i c i e n t r e c e i p t s f r o m g i l t s a l e s f o r b a n k i n g A u g u s t , g i v e n 

t h e v e r y low C e n t r a l Government B o r r o w i n g R e q u i r e m e n t . I n d e e d , 

a d d i t i o n a l r e c e i p t s d u r i n g t h a t month c o u l d be s o m e t h i n g o f an 

embarassment, s i n c e t h e y w o u l d t e n d t o t i g h t e n money market 

c o n d i t i o n s , and so i n c r e a s e p r e s s u r e on s h o r t t erm i n t e r e s t 

r a t e s . B u t t h e r e  i s a need f o r v e r y h i g h r e c e i p t s  i n b a n k i n g 

September, when t h e C e n t r a l Government B o r r o w i n g R e q u i r e m e n t 

may be n o t f a r s h o r t o f £2 b i l l i o n , p a r t l y b e c ause o f t h e e f f e c t s 

o f t h e f i r s t r o u n d o f t h e income t a x r e l i e f s , w h i c h a r e a f f e c t i n g 

pay p a c k e t s  i n J u l y . We p r o b a b l y need more t h a n £1,500 m i l l i o n 

o f r e c e i p t s f r o m g i l t s a l e s i n b a n k i n g September i f we a r e t o 

keep t h e g r o w t h o f money s u p p l y i n t h a t month down t o an 

a c c e p t a b l e f i g u r e . G r o s s s a l e s w i l l need t o be g r e a t e r t h a n t h i s , 

b e c a u se we ought t o be s t a r t i n g t o buy i n some o f t h e £l,200 m i l l i o n 

o f T r e a s u r y 10^% 1979» w h i c h m a t u r e s on 1 November: we have a l s o 

t o a l l o w f o r some s a l e s g o i n g o v e r s e a s o r t o the b a n k i n g s y s t e m . 


I t  i s e n v i s a g e d t h a t t h i s f i n a n c i n g s h o u l d be a c h i e v e d w i t h t h e 

i s s u e o f b o t h a l o n g s t o c k and a medium s t o c k . We f e e l t h a t we 

ought t o announce one o f t h e s t o c k s now, i n o r d e r t o t a k e 

a d v a n t a g e o f p r e s e n t m a r k e t c o n d i t i o n s , r a t h e r t h a n r i s k m i s s i n g 
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an opportunity to get ahead with our funding - the more we can get 

ahead of our funding, the sooner we may be able to reduce i n t e r e s t rates 

without jeopardising c o n t r o l of the money supply. Any stock 

announced tomorrow would c l e a r l y have to be on a part paid b a s i s , 

with 15% payable on a p p l i c a t i o n and the balance payable i n 

banking September. Such a part paid stock does .run the r i s k of 
r r
 upward 

a t t r a c t i n g overseas buyers, which both puts^pressure on the 

exchange rate and i s a r e l a t i v e l y expensive form of external 

f i n a n c i n g . The r i s k would be greater i f the stock announced 

tomorrow were the medium stock rather than the long dated one. 

The Bank therefore propose, and I agree, that we should announce 

the long dater'. stock tomorrow and then announce the medium stock 

when i t can be sold on a f u l l y paid basis i n banking September. 


The long stock would be f o r an amount of £1,500 m i l l i o n maturing 
i n 2007. The coupon would be 11%%, or 1l\% i  f the market moves 
upward tomorrow, to give a redemption y i e l d of under 12x%« 

I am sending copies of t h i s minute to the Chancellor and the 

Governor. 


NIGEL LAWSON 

19 J u l y 1979 
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