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BULLDOG ISSUES

S s e

Mr Peretz'minute of 23 June reported that the Bank %ﬁrg gffking continﬁed Ministerial
backing for a limit on overseas .sterling bond issues‘%“hﬂi**ﬁg“%zf You agreed that

there was no need to include a reference to such a limit in your monetary statement

of 25 June. We have explored the matter further with the Bank who now wish to

issue an informal guidance note. This minute seeks your approval.
Background
Lo Borrowers wishing to issue sterling bonds need Treasury consent under the

Control of Borrowing Order which the Bank administers on behalf of
the Treasury. The Bank organise a three month long queue in order to avoid clashes

of issues which might disturb the market.
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=100 million a month. The purpose is to ensure that there will be space in the

queue available at short notice for domestic UK cornorate borrowers if they
should wish to return to the capital market. The oﬁly domestic corporate
candidates to do so have been Barclays Bank and Midland Bank, each of which have
recently raised £100 million, but the Bank report that a number of industrial
companies have expressed guarded interest. One of the pg&ts these comuanies
stress 1is that, if they do decide to issue bonds they may wish to do so quickly,
possibly to take advantage of the publication of results or other company news.

This would not be possible if the three month gueue were filled up with bulldog

issues.

‘ L. The Bank have been able to operate the imit on bulldogs in recent months

without attracting great attention because foreign applications have not generally

A ' \ ‘.; _.'—“

—excceed the limit. Nonetheless the size of issues by New Zealand and Australia

6

have been reduced and planned issues by the World Bank and some French state agencies
have been held up. However now that the embargo on deep discounted bonds has been
lifted the Bank expect greater overseas interest notably from US corporations which
may be able to benefit from an asymmetry in the fa;ation of the interest on deep
discounted bonds in the UK and the US. The interest earned by an investor on a
deep discounted bond is not taxable in the UK until the bond is redeemed but a
US corporation will be able to deduct the amortised interest from its US tax
liability as it accrues. Inland Revenue are currently reviewing the UK company
tax treatment. The end of the Falklands crisis and continued high dollar interest
rates may also stimulate interest in bulldog issues.

does
B The Bank are concerned that if the £100 million limit/now begin to bite

there may be complaints from forelgn borrowers-whose jfsees e delayed despite
prov

obvious gaps in the queue. Sovgz(gn borrowers who are.deleeéJé;cesc to the

market can be expected to appeal to Ministers in private and in public. The
Bank therefore :wish to have Treasury approval to maintain the limit. If there
are complaints they could reasonably be met by pointing to our desire to facilitate

a return to the stock market by domestic companies.

6. We have considered whether it would be possible to imitate the German and
Japanese arrangements whereby the market is encouraged to take a view as to the

amount of foreign issues the market can absorbip However there are many more banks
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banks in london capable of leadsi
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leading on a bond issue many of which principally
represent foreign borrowers. The Bank therefore do not believe that it would

be possible to limit foreign issues in this wvay.

Draft Bank of England Notice

Za The Bank wish to issue a notice (draft attached at Annex 1) outlining the
treatment of deep discounted and indexed stocks and reminding potential issuers
of the procedures for seeking timing consent under the Control of Borrowing Order.
The last such Notice was issued in November 1980 and no reference was made to

any limit on bulldog issues since the exchange rate was then uncomfortably high.
In the present Notice the Bank would like to make a low key reference to the

possibility of a limit on bulldogs so that their written guidance is consistent

with the answers they give to specific questions. Paragraphs 4 and 5 of the

draft Notice have been drafted with this in mind.

8. Paragraph 4 of the draft Notice deals with deep discount and indexed issues
and says that 'the Bank will regulate the size and frequency of such issues to
avoid the risk of congestion in the market and td'}eave capacity for issues by

UK companies'. The paragraph goes on to refer to the tax advantages that some
foreign companies may enjoy. This wording is designed to indicate the way the
Bank will operate the market but has been kept deliberately low key to avoid
arousing misplaced fears of exchange controls and to minimise the chances of
international complaints of ‘discrimination against foreign companies.

€,
. Paragraph 5 of the draft Notice deals with soverign and public sector

borrowers and indicates that they will not be allowed to make deep discount or

indexed issues but may continue to make conventional bulldog issues. The Bank

would prefer to reiterate that consent will be given 'having regard to the need

to avoid the risk of coné%tion in the market and to leave

capacity for issues by UK gb@anies'. HF and EF accept that the Bank do administer

the queue in this way and é;e content for them to say so in response to questions
in this Notice.

but consider it unnecessary to reiterate the point/since the sentiment is already

expressed in the previous paragraph. While the Bank would prefer to retain these

words they would be content to delete them if vou wished.
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International obligations

The EC founding treaty and the OECD Code of liberalisation of capital movements
encourage us to liberalize capital flows between countries. <Zut—ther st
doub:—tha%~we—eaﬁ—adm%ﬁ%s%ef~a—control-ef—th45~sopt~without~seekéﬂg—derogat%ons

from these undertekings. As regards EC law, Treasury Solicitor advises (Annex 2)
that it would be prudent to consult the Commission at some stage so that we can,
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if necessary, argue that tike-—<o 1 id-an-—exschange—restriettonrrather—thara

discriminatory domestic sule—goverming themwerket. Any consultation could be

done through UKREP as a routine matter. The OECD capital movements code allows

us to place a reservation if we wish to discriminate against foreign bond issues.
However in order to keep the presentation low key we would propose initially to
explain that the Bank® treatment was even handed once tax and other considerations

were taken into account.

BEuro sterling bonds

11. The Banks draft notice (paras 6-7) brings sterling eurobonds within the

normal requirment for timing consent. The Bank consider that the progressive
blurring of the distinction between domestic and euro-bond issues makes this
step appropriate. [The Bank may wish to make some revisions to this part of the
Notice in the light of confidential discussions with the accepting houses and

the Stock Exchange which are currently taking place].

Recommendations

A ¥ It will of course be possible to review the size and need for any limit on
- v
busiddina-issues in future, taking into account any representations from domestic

and foreign borrowers. However the Bank need to be able to explain their handling

of the queue to the market.

mm

15. The Chancellor is invited to agree that:

the Bank continue to administer a limit of roughly £100 million

a month on bulldog issues;




that the policy be explained t he market in the terms of
- noo1d .
paragraph 4 of the Banks notice;
that in view of the need to avoid emphasising any discrimination
against foreign borrowers the phrase 'having regard to the need
al
\’“(5‘_\

to avoild the »=3#% of congestion in the market and to leave capacity

for issues by UK companies' be deleted from paragraph 5 of the

draft Notice. This policy would still be adequatgﬁiy described in

paragraph k4;

that consultations with EC and OECD be designed to minimise

criticism and publicity;

G Cas g
that Euro sterling bonds be brought within the normal guerirg—

arrangements.
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