
NOTE	 FOR THE RECORD 


Mr. Gordon P e p p e r c a l l e d on t h e P r i m e M i n i s t e r a t 1030 h o u r s 

on Wednesday, 18 J u l y . Most o f t h e d i s c u s s i o n t u r n e d on t h e a r g u 

ment about i s s u i n g l o n g g i l t s as o p p o s e d t o s h o r t and medium g i l t s . 

T h i s i s r e c o r d e d s e p a r a t e l y i n my n o t e o f 18 J u l y . O t h e r p o i n t s 

w h i c h came up were: 


( i )	 Mr. P e p p e r s a i d t h a t t h e b a n k s were l i k e l y t o make v e r y 

h i g h p r o f i t s t h i s y e a r , and t h i s was l i k e l y t o r e s u l t 

i n h i g h pay s e t t l e m e n t s i n t h e b a n k i n g s e c t o r . T h i s 

c o u l d have an i m p a c t on C i v i l S e r v i c e pay n e x t y e a r 

b e c a u s e o f t h e P.R.U. c o m p a r a b i l i t y a r r a n g e m e n t s . 


( i i )	 The P r i m e M i n i s t e r s a i d t h a t l o c a l a u t h o r i t y t h r e e - m o n t h 

bonds a p p e a r e d t o be t a k i n g money away f r o m t h e b u i l d i n g 

s o c i e t i e s . These bonds were s e c u r e d , as she u n d e r 

s t o o d i t , on t h e l o c a l a u t h o r i t y r a t e s . Would i t n o t 

be a good i d e a t o t a k e away t h i s s e c u r i t y ? Mr. P e p p e r 

s a i d t h a t t h e p r o b l e m o f d i v e r t i n g f u n d s f r o m t h e b u i l d 

i n g s o c i e t i e s was b a s i c a l l y about h i g h i n t e r e s t r a t e s 

g e n e r a l l y . I f l o c a l a u t h o r i t y bonds were no l o n g e r 

a v a i l a b l e , t h e b u i l d i n g s o c i e t y money w o u l d be g o i n g 

somewhere e l s e . And i n t e r e s t r a t e s w o u l d s t a y h i g h 

as l o n g as i n f l a t i o n s t a y e d h i g h . 


( i i i  )	 Mr. P e p p e r s a i d t h a t he hoped t h e Government w o u l d s e r i o u s l 

c o n s i d e r p r o p o s a l s f o r M o n e t a r y Base C o n t r o l (MBC). 

A s e r i o u s s t u d y was now needed o f d i f f e r e n t d e t a i l e d 

o p t i o n s . B u t b e f o r e c o m i n g t o any f i n a l d e c i s i o n s , 

i t w o u l d be i m p o r t a n t f o r t h e Government and t h e Bank 

t o c o n s u l t w i d e l y w i t h b a n k e r s and market o p e r a t o r s . 

The P r i m e M i n i s t e r t o l d Mr. P e p p e r t h a t she was c h a i r i n g 

a s e m i n a r l a t e r t h a t day w h i c h w o u l d be l o o k i n g a t MBC. 
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PRIME MINISTER 


You may want to be reminded of Gordon Pepper's arguments 

ag a i n s t the Bank i s s u i n g too many lon g s t o c k s . These were: 


i ) I t i s expensive i f we genuinely expect i n f l a t i o n to 

come down. Since our whole p o l i c i e s are aimed at 

t h i s , i t i s an admission of defeat to borrow from long 

s t o c k . 


i i  ) Borrowing long at high normal r a t e s i n t o the 1990s 

makes i t more d i f f i c u l t to b r i n g i n f l a t i o n down. High 

i n t e r e s t payments add to the burden of p u b l i c e x p e n d i t u r e 

and add to the PSBR. 


i f not i m p o s s i b l e 

i i i  ) Borrowing long at high r a t e s makes i t d i f f i c u l t / f o r 


i n d u s t r y to borrow long; yet i t i s i n d u s t r y which r e a l l y 

needs to come i n f o r long term borrowing. 


You argue that we should not take on long term debt i  f t h i s means 

being back i n "debased currency". But t h i s of course assumes that 

i n f l a t i o n continues at a high r a t e . And moreover, one can argue t h a t 

the i n s t i t u t i o n s want to lend l o n g , then i t i s up to them to take the 

r i s k . 


D e s p i t e h i s p r e f e r e n c e f o r s h o r t e r term borrowing, Gordon Pepper 

does not t h i n k we should r u l e out long term borrowing a l t o g e t h e r . He 

emphasised t h i s a f t e r your meeting. Thus, i t i s more a matter of 

emphasis than of r u l i n g out long s t o c k s a l t o g e t h e r . The Treasury 

paper i n f a c t says that there may be a case f o r s h i f t i n g from 

the very long to the medium s t o c k s ( i e ten years r a t h e r than 

20 y e a r s ) . 
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