
NOTE FOR THE RECORD 


Mr. John Sparrow c a l l e d on the Prime M i n i s t e r at 

1430 hours on Monday, 23 J u l y . The f o l l o w i n g are the main 

p o i n t s which came up i n d i s c u s s i o n : 


( i ) P r e s i d e n t C a r t e r ' s Cabinet changes. 


Mr. Sparrow s a i d t h a t he thought W i l l i a m M i l l e r would 

be a b e t t e r T r e a s u r y S e c r e t a r y than Mr. Blumenthal 

had been. He had c o n s i s t e n t l y s a i d the r i g h t t h i n g s 

about monetary p o l i c y and energy p r i c i n g : i t remained 

t o be seen whether h i s words would be tur n e d i n t o 

a c t i o n . I t was d i s a p p o i n t i n g t h a t the A d m i n i s t r a t i o n 

had f a i l e d to announce t h a t energy p r i c e s would be 

i n c r e a s e d t o r e f l e c t r e a l economic c o s t s 

immediately. 


( i i ) S t e r l i n g 


The Prime M i n i s t e r s a i d t h a t i  t seemed t h a t t h e r e was 

l i t t l  e t h a t the Government c o u l d do t o moderate the 

r i s e i n s t e r l i n g - though, w i t h the very bad t r a d e 

f i g u r e s , i t must come down be f o r e too l o n g . The 

l a t e s t r e l a x a t i o n o f exchange c o n t r o l s had, i f any

t h i n g , improved c o n f i d e n c e ; f u r t h e r r e l a x a t i o n v/as 

probably c a l l e d f o r , but i t would be unwise to move 

too f a s t . Mr. Sparrow commented t h a t i  t was g e n e r a l l y 

assumed i n the C i t y t h a t exchange c o n t r o l s would w i t h e r 

away. The tr a d e f i g u r e s would probably c o n t i n u e very 

bad f o r the next few months i n h i s view. Companies 

such as C o u r t a u l d s were r a t h e r e x a g g e r a t i n g the 

adverse e f f e c t which the exchange r a t e was having on 

t h e i r o p e r a t i o n s ; but t h e r e c e r t a i n l y were some companies 

which were s u f f e r i n g . In h i s view, a s t e r l i n g / d o l l a r 

r a t e of between 2.20 and 2.40 was about r i g h t . 


/ ( i i i ) 
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( i i i  ) I n t e r e s t R a t e s 


Mr. S p a r r o w s a i d t h a t i n d u s t r y was b e i n g a d v e r s e l y 

a f f e c t e d by t h e h i g h c o s t o f b o r r o w i n g , w h i c h com

b i n e d w i t h t h e e f f e c t o f t h e h i g h e x c h a nge r a t e on 

l i q u i d i t y . He t h o u g h t t h a t t h e r e was a c a s e f o r a 

p h a s e d r e d u c t i o n o f M.L.R.. The J u l y bank l e n d i n g 

f i g u r e s w o u l d p r o b a b l y be b a d , b u t t h e r e s h o u l d be 

an improvement i n t h e A u g u s t f i g u r e s . By t h e n t h e 

c o r p o r a t e s e c t o r s h o u l d be s p e n d i n g l e s s on i n v e n 

t o r i e s p a r t l y b e c a u s e o f c h e a p e r i m p o r t s . Loan 

demand was n o t s e n s i t i v e t o i n t e r e s t r ^ t . e s ; b u t 

com p a n i e s w h i c h were b o r r o w i n g were h a v i n g t o pay 

d e a r l y . The C i t y were g e n e r a l l y c o n v i n c e d t h a t 

i n t e r e s t r a t e s must come down b e f o r e l o n g . So i  f 

M.L.R. were r e d u c e d , t h e r e was l i t t l  e d o u bt t h a t 

i n t e r e s t r a t e s w o u l d f o l l o w . I n o t h e r w o r d s , a s i g n a l 

f r o m t h e a u t h o r i t i e s i n t h e f o r m o f an M.L.R. d e c r e a s e 

w o u l d n o t be i g n o r e d . The P r i m e M i n i s t e r p o i n t e d o u t 

t h a t i n t e r e s t r a t e s were s t i l  l b e l o w t h e c u r r e n t r a t e 

o f i n f l a t i o n . Mr. S p a r r o w d e n i e d t h i s on t h e g r o u n d s 

t h a t t h e V.A.T. i n c r e a s e i n t h e Budget was n o t p a r t o f 

t h e u n d e r l y i n g r a t e o f i n f l a t i o n . The u n d e r l y i n g r a t e 

o f i n f l a t i o n was r u n n i n g a t about 12 p e r c e n t , w h i c h 

was t h e same as t h e y i e l d on g i l t s . T h i s meant t h a t 

t h e b u l k o f i n v e s t o r s i n g i l t s - namely t h e p e n s i o n 
and i n s u r a n c e f u n d s w h i c h d i d n o t pay t a x  were k e e p 
i n g up w i t h i n f l a t i o n . Mr. S p a r r o w went on t o s a y t h a t 
t h e i n s t i t u t i o n s w o u l d p r o b a b l y h o l d b a c k t h e i r s u b 
s c r i p t i o n s t o t h e new l o n g t a p u n t i l S eptember when t h e y 

hoped t h a t i n t e r e s t r a t e s w o u l d be on t h e t u r n . I t 

was t r u e t h a t , i f t h e y f i r m l y b e l i e v e d t h a t i n t e r e s t 

r a t e s s h o u l d f a l l , t h e y '.ould be s u b s c r i b i n g now; 

however, t h e y t e n d e d t o a c t l i k e " s h e e p " and w a i t u n t i l 

t h e i r e x p e c t a t i o n s were c o n f i r m e d b e f o r e moving. 

F a l l i n g i n t e r e s t r a t e s w o u l d n o t have much e f f e c t on 

t h e e x c h ange r a t e , b u t t h e y w o u l d h e l p t o mo d e r a t e t h e 

p r e s e n t h i g h l e v e l . 


/ ( i v ) 
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( i v ) E q u i t i e s 


Mr. S p a r r o w s a i d t h a t t h e g e n e r a l t o n e i n t h e e q u i t y 

m arket was one o f gloom and doom. T h i s was due t o t h e 

s t r o n g pound, t h e p o o r p r o s p e c t s f o r p r o f i t s and t h e 

f e a r s o f a bad w i n t e r . 


( v ) A i d 


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

c o n s i d e r t h e p o s s i b i l i t y o f d i v e r t i n g p a r t o f t h e e x i s t 
i n g a i d programme t o E.C.G.D. f i n a n c e d p r o j e c t s . T h i s 
w o u l d h e l p t o e n s u r e t h a t U.K. i n d u s t r y b e n e f i t e d 
f r o m t h e programme. The P r i m e M i n i s t e r e x p l a i n e d t h a t 
t h e b u l k o f t h e a i d programme was a l r e a d y t i e d . 

It 

f 

25 J u l y 1979 



