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Introduction 

This year the Report is in three main parts. The first 
includes a comparativety brief summary of the main 
economic and monetary developments affecting the United 
Kingdom during 1970 (or, where appropriate, in the finan
cial year from April 1970 to March 1971). These develop
ments have already been reported in some detail in the 
Bank's Quarterly Bulletin. This section of the Report also 
inc ludes, for the first time, a calendar of financial develop
ments (which begins on page 17). Any such calendar must 
necessarily be selective, and Ihe intention has been 10 
provide a means of reference to important happenings in 
U.K. financial markets and 10 other events which have 
particularly affected those markets. 

The second part of the Report, beginning on page 24, 
is concerned with the Bank itself and attempts 10 show 
how some of the events described in the earlier pages 
have affected its work. Stalling and other internal matters 
are also discussed. 

The main new feature of the Report this year is the 
inclusion of a third section, beginning on page 46, which , 
as foreshadowed in the last Repolt, presents the Bank's 
accounts for the year ended 28th February 1971 . 
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Economic and monetary review 

The domestic economy 

Unusually large increases in wage and salary costs, and 
later in prices, emerged as one of the main features of 
the economy in 1970. Wages and salaries began to rise 
rapidly towards the end of 1969 and, by the end of 1970, 
were about 13;% higher than a year earlier. Other forms 
of personal income - for example from rents, dividends, 
self-employment, and social security benefits - rose less, 
but the increase in personal incomes as a whole was still 
approaching 12%. The rise in consumer prices was about 
half as large and, allowing not only for price increases but 
also for larger tax and national insurance payments, real 
incomes available for expenditure or for saving rose by 
4t%. 

The rise in real incomes was checked in the first quarter 
of this year; earnings rose less in this period than in each 
quarter of 1970, whereas prices continued to accelerate. 
The slower growth of earnings was in part attributable 
to a reduction in the amount of overtime worked and an 
increase in the numbers working short time. But it also 
reflected some special factors, and to that extent may have 
been an erratic movement: the number of working days 
lost through strikes was unusually large during this period, 
and there happened to be far fewer wage settlements 
than in earlier months. 

In contrast to the rapid increase in costs and prices, 
the volume of domestic outpul grew only slowly - by 
about 2% - between the fourth quarters of 1969 and 1970. 
Increases in demand were rather greater, but part of the 
additional demand was met from a steep rise in imports. 

Exports, which contributed most to the increase in de· 
mand in 1969, rose comparatively little last year. The rise 
in private industries' capital expenditure also slowed; the 
increase over the year as a whole was only about 5%, 
compared with an effective rise of about 10% in 1969.1 

Investment outlays fell sharply in the first quarter of this 
year, and industrial ists expect their investment in 1971 
as a whole to be markedly smaller than in 1970. This 
slackening in the rate of investment reflects both the slow 
growth of output in the last two years and the pressure of 
rising costs on companies' profits and liquidity. As a propor
tion of total domestic income, gross trading profits fell from 
13;% in 196810 little more than 11;% in 1970; there was 
some recovery towards the end of last year as prices began 
10 be raised more vigorously, bul the improvement was not 
maintained at the beginning of 1971 . 

Most 01 the growth in demand in 1970 came from con
sumers' expenditure, Which rose by 3% following very little 
increase in 1969. The rise did not fully reflect the additions 
to real incomes, part of which must have been used to 
increase savings. The recovery in consumption occurred 
mainly in the spring and summer; the rise was checked in 
the fourth quarter and there was some fall in the first three 
1 This estima1e makes a rough allowanca lor the bunching 01 capital 

expenditl,lre at the and of 1968, bet.ore Investment grants were reduced . 
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With domestic output growing only slow/y, 
unemployment rose last year and capital 
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months of this year. Among the remaining components of 
demand, the publi c sector increased its expenditure on 
goods and services only a little. Finally, additions to stocks 
remained comparatively large, much as in 1969. 

The slow growth in output and the rise in wage and 
salary costs were accompanied by a very sharp increase 
in unemployment. By March 1971, the numbers wholly un
employed had risen to 656,000 (seasonally adjusted). or 
2·9% of all employees; the total was 89,000 higher than in 
March 1970. The slackening demand for labour was 
emphasised by a steady fall in the number of unfilled 
vacancies for adult workers over these twelve months. Later, 
however, the fall in the number of vacancies was checked , 
at least temporarily, towards the middle of 1971, and the rise 
in unemployment showed some signs of slowing in June. 

There was also a reduction in the extent to which pro
ductive capacity in plant and machinery was utilised last 
year. Estimates made in the Bank relating manufacturing 
production to the amount of capital equipment available 
suggest that the use made of productive potential has 
tended to decline since the middle of 1969.r According to 
these estimates, the proportion of capacity being used in 
the fi rst quarter of this year was the lowest since early in 
1963; however, the fall at the beginning of this year was 
probably exaggerated because of the effect upon pro
duction of a prolonged strike in the motor industry. 

In his Budget last March, the Chancellor of the Ex· 
chequer proposed reductions in both personal and 
corporate taxation in order to increase demand modestly 
and to encourage industr ial investment. The measures take 
effect at various dates during the financial year and were 
expected to bring the growth of output between the first 
half of this year and the first half of 1972 to about 3%; 
they entail a substantial borrowing requirement by the 
public sector over the year as a whole. The Chancellor 
also proposed major reforms of the tax system, to become 
effective in 1973 or later. 

The number of working days lost through industrial 
disputes again increased substantially last year, when the 
total reached nearly eleven million before counting workers 
laid off because of stoppages in other plants. This was 
more than half as large again as in 1969 and was much 
the largest figure in post·war years. In the first quarter of 
this year the total of days lost, at 9, million, was almost as 
large as in the whole of last year - and the total does not 
include time lost because of demonstrations against the 
Industrial Relations Bill. However, the number of disputes 
was rather smaller than in other recent quarters, and the 
large total of days lost owed much to two protracted 
stoppages. 

External developments 

The balance of payments yielded a substantial surplus on 
current transactions last year. Investment and other capital 
inflows were also very large, in a period when the main 
international short-term interest rates fell more steeply 
1 It is planned to give details 01 the Bank's estimates in a forthcoming 

issue of the Quarrerly Bulletin. 
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than those in the United Kingdom. International rates had 
been particularly high in the second half of 1969, and the 
chief reason for the fall last year was the return to the 
euro·dollar market of some of the funds previously bor· 
rowed by banks in the United States, as monetary con· 
ditions in that country eased. 

A meeting at the Hague in December 1969 of heads of 
government and state of E.E.C. countries paved the way 
for the effective opening of negotiations with the United 
Kingdom and other countries applying to join the European 
Communities. These negotiations formally began in June 
1970 and most of the major issues were resolved during 
the course of the next twelve months. The terms of entry 
were summarised in a White Paper issued on 7th July.! 

The balance of payments 

The surplus on current account in 1970 totalled £620 
million, which was easily the biggest ever recorded and 
followed the already large figure of about £440 million in 
the previous year. The surplus in 1969 was mainly concen· 
trated in the second half of the year and the out-turn in 
the first half of 1970 was somewhat more favourable still; 
there was then some decline in the surplus, although it 
remained substantial, in the second half. Over the year 
as a whole, trading transactions were in rough balance, 
following a deficit of about £140 million in 1969; and net 
invisible earnings continued to grow (though more slowly 
than in other recent years) mainly because of a reduction 
in interest payments by the Government as official bar· 
rowing was repaid. 

The elimination of the trading deficit occurred because, 
although the value of imports rose by as much as 9+%, 
exports rose even more - by about 11 +%. However, these 
changes reflected a larger rise in export prices than in 
import prices and, in terms of volume, the trading pattern 
was much less favourable. As already noted, the volume 
of imports rose steeply - by about 6% following a rise of 
1 % in 1969 - despite the slow growth of the domestic 
economy. Exports, on the other hand, rose by only 3+% 
in volume, following a rise of 9% in 1969;2 there was no 
increase at all between the first and second halves of last 
year. The growth in the volume of exports in 1970 was 
much smaller than the increase of about 9% for industrial 
countries as a whole and, in contrast to 1968 and 1969, 
the United Kingdom's share of world markets declined. 

The trade figures for the first quarter of 1971 were 
aflected by delays in documentation caused by a postal 
strike between late January and early March; a better guide 
to recent trends can be obtained from a comparison of the 
figures for the lirst half of this year with those for the second 
half of 1970. Exports rose by a further 6% on this corn· 
parison ; the r ise was again mainly attributable 10 higher 
prices, but the volume of shipments began to rise appreci· 
ably towards Ihe end of the period. There was also an 
improvement in the import figures in the first half of this 
1 The Uniled Kingdom and Iha European Communities. Cmnd. 4715. 
2 The rise in 1969 was even larger I1 the ligures for 1968 ere adjusted to 

remove a bunching at the beginning of that year of Shipments delayed 
by dock strikes in 1967 . 
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year. The volume continued to grow sharply but, if allow
ance is made for some erratic items, notably the delivery of 
three more Boeing 747 jet ai rcraft, the rate of increase was 
slower than in the second half of last year. 

As well as the surplus on current account last year, 
there were very larg e inflows from investment and other 
capital transactions. These were more than accounted for 
by changes in monetary balances. Overseas sterling 
countries, many of which were in balance of payments 
surplus, increased their sterling holdings substantially; 
some non-sterling countries began to replenish their hold
ings; and U.K. companies borrowed large amounts of 
foreign currency through thei r banks and converted the 
funds into sterling to finance domestic expenditure. (Such 
borrowing was restr icted by an amendment to exchange 
control regulations in January 1971 - see page 36 of this 
Report.) 

The total currency inflow during 1970, from the current 
surplus, investment and other capital movements, and 
unidentified inflows reflected in the balancing item, totalled 
nearly £1,290 million. There were further very large inflows, 
amounting to some £970 million, in the first quarter of this 
year. The current account did not contribute much to the 
inflow in these three months, even al lowing for the distor
tions to the trade figures because of the postal strike. The 
main elements were fur ther additions to monetary balances 
such as those described above; increased portfolio invest
ment by overseas residents in gi lt-edged stocks and com
pany securities; renewed borrowing abroad by public 
corporations; and substantial d irect investment in the 
United Kingdom by overseas companies - wh ich, like the 
very large unrecorded inflows, probably included move
ments of funds to relieve pressures on U.K. compan ies 
in the tax-paying season, as in the first quarter of last year. 

Reserves and special facilities 

Over the fifteen months to March 1971, balance of pay
ments inflows thus totalled as much as £2,260 million. A 
further £296 million was rece ived as the first two alloca
tions of I.M.F. Special Drawing Rights in January 1970 and 
1971. Allowing for the increased gold subscription to the 
Fund which was paid last November (£38 million), a total 
of £2,518 million was available to repay debt and to 
rebuild the rese rves. 

Debt repayments totalled £1 ,981 million. Of this total , 
£1,560 million ($3,744 million) was repaid to central banks 
and institutions other than the International Monetary 
Fund; by the end of last March, the generous assistance 
which these institutions had provided at times when sterling 
was under pressure had been completely discharged. The 
remaining repayments of £421 million ($1,010 million) repre
sented a red uction in liabilities to the I.M.F. After these 
repayments, the amount remaining to be repaid to the Fund 
stood at £683 million ($1,640 million). Of this lotal, £267 
million ($640 million) was outstand ing on the June 1968 
drawing of £583 mill ion ($1,400 mill ion) and, under a 
schedule agreed in March, is payab le in equal quarterly 
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instalments next year (the four instalments due this year 
were repaid at the end of March) . The £417 million ($l,OOO 
mill ion) drawn under the 1969 stand-by arrangement falls 
due for repayment as from June next year. 

As well as these debt repayments, £329 million was 
added to the reserves which, by the end of March 1971, 
had risen to £1,382 million. The remaining accruals of 
£208 mill ion were transferred into later months by means 
of special swaps with overseas monetary authorities. 

Short-term interest rates 

The main international short-term interest rates were very 
high in the second half of 1969, but fell steeply over the 
fifteen months to March 1971 as U.S. banks repaid large 
amounts of euro-dollar borrowing. 

The fall began when funds which had been withdrawn 
from the euro-do llar market to meet end-year requirements 
at the end of 1969 began to flow back. The movement coin
cided with some reduction in U.S. banks' demand for euro
dollars; they were able to attract more domestic deposits 
after the Federal Reserve Board had increased the permitted 
rate of interest on lime deposits. The fall in euro-dollar rates 
continued until mid-April, as monetary conditions in the 
United States eased. The rate for three months' deposits fell 
from over 11i% towards the end of 1969 to a little above 8% 
in mid-Apri l. This fall was not at first followed by U.K. 
interest rates. Indeed as the pressures of the revenue season 
increased, some domestic short-term rates rose in February 
and early March to stand above euro-dollar rates; the dis
parity was sometimes large enough to offset the cost of 
forward cover, which had by now become quite small. The 
U.K. authoriti es had no wish to encourage excessive inflows 
of interest sensitive funds, and decided that a modest 
reduction in Bank rate would not impair monetary restraint; 
the rate was lowered by i% on 5th March and another i% 
on 15th April, to 7%. 

The fall in euro-do llar rates was interrupted, and partly 
reversed, between mid-Apri l and mid-June, by which time 
the three months' rate had risen to nearly 9i%. The in
creased demand for funds during this period reflected 
shortages in West European countries and in the United 
States; high interest rates in West Germany, which encour
aged borrowing of euro-dollars for conversion into 
deutschemarks; and speculation about exchange rate 
changes, which again led to conversion of eura-dollars 
into deutschemarks and some other currencies, after the 
Canadian authorities announced on 31st May that they 
were going to suspend their official buying and selling 
rates for the Canad ian dollar. 

From late June onwards, however, banks in the United 
States began to repay large amounts of their euro-dollar 
borrowing , after the Federal Reserve Board had suspended 
the limitation on rates which the banks could pay on 
certain types of deposit.' As a result, euro-dollar rates 
1 The depOSits a!fected by this relaxation of the Board·s "Regulation 

Qn were 30-89 day time deposits, and certificates of deposit of the 
same maturity, in denominations 01 $100,000 and over . 



began to fall fairly steadily, and the fall became particu
larly steep from late in December until early in March this 
year. By that time, the three months' rate had fallen to 
rather over 5%, the lowest since mid-1967. There were 
frequent reductions in U.S. interest rates during this 
period. 

From the end of November onwards, the U.S. authori
ties took various steps to reduce the outflow of dollars. 
The Federal Reserve Board increased the reserve require
ment against the banks' euro-dollar borrowing from their 
overseas branches above a reserve-free base; repayments 
reduce the size of this base, so that any subsequent in
crease in borrowing above the new and lower base would 
attract the increased reserve requirement. Later, between 
January and early April, the Export-Import Bank and the 
U.S. Treasury issued a total of $3,000 million of three 
months' notes to the banks' overseas branches against 
euro-dollars; the parent banks were allowed to count funds 
which their branches subscribed to these issues towards 
the maintenance of their reserve-free euro-dollar bases. 
Finally, in March and April the U.S. authorities undertook 
market operations to raise domestic short-term interest 
rates. Under these influences, euro-dollar rates steadied 
in March, and began to move upwards at the end of that 
month and during April. 

The earlier falls in U.S. and euro-dollar rates were 
accompanied by reductions in interest rates in several 
Continental countries and in Canada and Japan. U.K. 
rates, however, fell comparatively little in the second half 
of last year, and this fal l was reversed between the latter 
part of January and early in March, when tax payments 
were seasonally heavy. As a result, euro-dollar rates 
moved substantially below comparable U.K. rates from 
late December onwards. However, covered comparisons 
generally remained unfavourable to sterting, especially 
after the cost of cover had trebled during January - a rise 
which reflected both heavier borrowing of sterling by means 
of swaps as the spot rate rose towards its upper limit, and 
the growing disparity between U.K. and overseas interest 
rates. The U.Ko authorities wished to avoid any further 
widening of the margin between rates in this country and 
those abroad, and Bank rate was reduced by 1%, to 6%, on 
1st April. 

International monetary developments 

The successful launching of the Special Drawing Rights 
scheme, with an initial allocation of the equivalent of 
about $3,400 million on 1st January 1970, marked an im
portant advance in the collective management of inter
national liquidity. The scheme functioned satisfactorily in its 
first year of operation; participants used and received 
S.D.R.s in a variety of transactions provided for in the rules 
of the scheme.' As agreed when it was activated in 1969 
a second allocation of S.D.R.s, to the equivalent of som~ 
$2,900 million, was made on 1st January 1971 and a 
further issue of a similar amount is due at the beginning of 
next year. At the end of last March, the United Kingdom's 
1 See Ia.st year's Report, pa.ge 11. 
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holdings amounted to the equivalent of some £201 million, 
or 68% of the net amount allocated to this country. 

The possibilities of strengthening the structure of the 
international monetary system remained under review 
during the period. In the I.M.F. Board, Executive Directors 
continued their discussion of the mechanism for exchange 
rate adjustments, and published their report in September. 
Their main conclusion was that the basic principles of the 
Bretlon Woods system were sound, and should be main
tained and strengthened; but the Directors agreed that 
various specific suggestions for improving the effectiveness 
of the system warranted further study. 

International capital markats 

Medium and long-term borrowing on international capital 
markets in Europe fell in 1970 by around $500 mill ion to 
the equivalent of some $3,500 million. Offsetting th is decline 
in bond issues and other borrowing at fixed interest rates, 
there was a marked increase in medium-term bank credits 
at variable interest rate terms; however, such credit arrange
ments are not comprehensively recorded, and mostly lie 
outside the established definitions of capital borrowing. The 
main reason for the fall in medium and long-term borrowing 
was that foreign issues in deutschemarks were less than 
half as large as in the previous year. The West German 
authorities had for most of 1969 encouraged such borrow
ing, but capital outflows following revaluation in October of 
that year led them to close the market until March 1970; 
thereafter a monthly limit was imposed on the amount of 
borrowing allowed. U.S. dollar issues were slightly larger 
than in the previous year, in spite of a period in the summer 
when the volume was very low; towards the end of the year, 
as the fall in short-term interest rates accelerated, yields in 
longer-term markets also turned downwards and stimulated 
activity in new issues. Issues in Dutch guilders increased 
substantially, and were encouraged by the Netherlands 
authorities as a means of recycling inflows of foreign ex
change. Indeed these transactions were larger than foreign 
issues in Swiss francs, which continued at the same rate as 
in 1969. Towards the end of last year, the market in bonds 
denominated in European Units of Account! (based on the 
currencies of the former European Payments Union was 
supplemented by issues in another unit, the European Cur
rency Uni!,2 based on the currencies of the E.E.C. countries. 

The increase in activity towa rds the end of 1970 con
tinued and strengthened in the first quarter of 1971 as 
borrowing costs fell further: the equivalent of almost 
$1,750 million was raised, chiefly on issues denominated in 
U.S. dollars. U.K. companies increased their borrowing in 
th is market at the end of last year and, more particularly, 
early in 1971 - when they may have been influenced by the 
restriction placed on borrowing foreign currency for a term 
of less than five years.3 
1 The value 01 the unit can only change il all the seventeen relerenCe 

currencies change Iheir gold parity and il at least two thirdS 01 these 
changes are In the same direction. 

2 Equivalent, like the E.U.A., to the U.S. dollar. The parities 01 the con· 
stituent E.E.C. curranciu obtaining at the time an issue is made are 
applied throughout the Ule 01 the issue. The choice 01 currency lor the 
payment 01 interest and repayment of principal is at the lender's option. 

3 See page 36. 



U.K. public authorities did not borrow on international 
markets in 1970 but obtained the equivalent of over £50 
million in this way in the first three months of this year. The 
total comprised one public issue in West Germany of the 
equivalent in deutschemarks of £11'4 million by the 
Electricity Council, and a number of placings in deutsche
marks and Swiss francs. 

Domestic monetary developments 

The heavy inflows from abroad helped to ease domestic 
monetary conditions in the financial year 1970/71, as they 
had in the previous twelve months. But whereas these in
flows had been partly offset in 1969/70 by a large and 
unusual surplus in the public sector's accounts, a sizable 
borrowing requirement emerged again last year. Sub
stantial official sales of gilt-edged stocks to domestic 
investors other than the banks and discount houses tended 
in part to offset these expansionary influences but, on 
balance, these sales were not as large as in 1969/70. 

Central government finance 

The central government had a borrowing requirement of 
about £60 million in 1970/71 following a surplus of about 
£:1,120 million the year before. One important reason for 
the change was the movement from net receipts to net 
repayments of import deposits; but for this, there would 
have been a surplus in both years, decreasing from about 
£930 million in 1969/ 70 to about £350 million in 1970/71. 
Delays in tax payments caused by the postal strike may 
have accounted for rather less than half this reduction, and 
increased borrowing by local authorities and public cor
porations also contributed. 

Because of the need to finance the inflows from abroad 
as well as the borrowing requirement, domestic borrowing 
amounted to some £1,350 million. The bulk of this total was 
found from those outside the banking sector, who bought 
£500 million of gilt-edged stocks, added to their holdings of 
national savings for the first time for several years, and 
also took up substantial amounts of notes and coin. The 
banking sector was left to absorb £470 million of debt. An 
unusually large rise in net government indebtedness to the 
Banking Department of the Bank of England mainly 
reflected additional calls for Special Deposits from the 
London and Scottish clearing banks in May and November; 
and the banks and discount houses increased their hold
ings of Treasury bills and gilt-edged stocks. 

Credit restriction 

As described in last year's Report , some increase in 
restricted lending by banks, discount houses and finance 
houses over the year to March 1971 was provided for in 
the Budget in April last year. But to emphasise the need 
for continuing restraint, additions to SpeCial Deposits were 
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called for from the London and Scottish clearing banks, 
to be paid in May. However, the full rate of interest on 
Special Deposits by the London clearing banks was 
restored from 15th April 1970; the rate had been halved at 
the beginning of June 1969. 

Lending by the London and Scottish clearing banks grew 
rapidly up to mid·July, and these banks were then asked to 
reduce the rate of growth of restricted business. The 
increase during the following three months was smaller 
but, taking the period since March, lending was still too 
large to be consistent with the necessary restraint. A further 
increase in Special Deposits - from 21% to 31% for the 
London clearing banks and from H% to 11% for the 
Scottish banks - was therefore called for, to be met early 
in November. Thereafter, the growth in these banks' 
restricted lending was contained - helped, no doubt, by 
the slackness of the economy and the large exchange 
inflows. In the result, the increase in restricted lend ing over 
the twelve months to March 1971 by all groups of banks -
including the accepting houses, overseas and other banks 
- was consistent with the limits they had been asked to 
observe. The finance houses also kept their restricted lend
ing in bounds at first, but there was a large increase in the 
December quarter and lending was well above the limit 
over the year as a whole; at different times during the year. 
individual houses were reminded of the need for restraint. 

In his Budget last March, the Chancellor of the 
Exchequer spoke of the possibility of new techniques of 
monetary control which would allow greater scope for 
competition and innovation in the banking system. 
Arrangements were being investigated which, unlike the 
existing restrictions on lending, would operate on the 
banks' resources; the arrangements would apply also to 
finance houses. While these arrangements were being dis
cussed with the institutions concerned, the existing 
methods 01 control would have to continue. The banks and 
finance houses were asked to ensure that their restricted 
lending did not rise in the June quarter to more than about 
21% above the limits set for last March; and the Bank 
advised them not to undertake commitments during this 
period which would later cause a much faster growth in 
lend ing. 

On 14th May, the Bank circulated a 'consultative docu
ment' to the banks and finance houses proposing changes 
in the system of credit control; this paper was reproduced 
in the June issue of the Bank's Quarterly Butletin . The 
proposals have since been under discussion with the insti· 
tutions concerned, Meanwhile, the guidance on restricted 
lending was extended for a further three months at the end 
of June; the Bank asked that, by September, such lending 
should not exceed the limits set for last March by more 
than 5%. 

In connection with these proposals, the Bank decided to • 
restrict their operations in the gilt-edged market. From 17th 
May, they have no longer been prepared to provide support 
for the market by responding to requests to buy stock 
outright, although they remain ready to buy stocks with one 
year or less to maturity. The Bank will exchange stock 
with the market, except where this would unduly shorten 
the life of the debt; and they are prepared, as appropriate, 
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to sell stock they hold. These changes are consistent with 
the move to greater freedom of competition in the banking 
sector. 

Banking sector 

Domestic deposits with the banking sector increased by 
about £1,760 mi l lion, or some 14%, in the twelve months 
ending March 1971. This was very substantially more than 
in 1969/70, when the rise was only a little over 1%, and 
reflected the easier monetary conditions - especially the 
movement back into deficit by the public sector - already 
described. Most of the rise was in funds held with the 
deposit banks, although the largest proportionate increase 
was with the accepting houses, overseas and other banks. 

Lending to U.K. companies increased by £760 million 
(14%), much the greater part of it advanced by the accept
ing houses, overseas and other banks. The rise included 
substantial amounts in foreign currency which the borrow
ing companies converted into sterling to finance domestic 
expenditure; as already mentioned, such lending was 
restricted to medium and longer-term finance in January 
1971 . There was also some increase in lending to other 
parts of the private sector, including personal lend ing. 
Local authorities increased their bank borrowing by £400 
million; they reduced their use of facilities with the deposit 
banks, but took temporary money from the accepting 
houses, overseas and other banks. Public corporations also 
borrowed more, mainly from the deposit banks. 

Among the banking sector's other assets, the amount of 
money lent at call outside the sector rose by £100 million, 
and holdings of Treasury bi l ls and other U.K. bills by nearly 
£350 million in total. These increases were mainly attribut
able to the deposit banks, which had unusually large liquid 
assets at the end of the revenue season - perhaps partly 
because of the delays in tax payments caused by the postal 
strike: for example, the combined liquidity ratio of the 
London c learing banks was 32·4% in mid-March compared 
with a figure in the region of 29%-30% at this time in most 
other recent years. There was some increase in the sector's 
hold ings of British government stocks, although the accept
ing houses, overseas and other banks reduced their hold
ings a little; and a very large increase of £350 million in 
holdings of local authority and other securities, mainly by 
the accepting houses, overseas and other banks, and by the 
discount houses. 

Money stock and domestic credit 

The stock of money rose by some £2,000 million. or 13%. 
during the financial year 1970/71 ; the increase would have 
been rather smaller - perhaps nearer 12% - but for the 
delays in tax payments caused by the postal strike. The rise 
was partly the result of the inflows from abroad, but it also 
reflected an expansion of almost £1,400 million in domestic 
credit. This expansion was caused mainly by an increase in 
bank lend ing to the private sector - including broadly equal 
amounts of restricted lending, fixed rate finance for exports 



and shipbuilding, and foreign currency lending for domestic 
purposes - and in the borrowing requ irements of local 
authorities and public corporations. But large official sales 
of gilt-edged stocks to domestic investors outside the bank
ing sector were a factor worki ng in the opposite direction. 

The expansion of nearly £1,400 million in domestic credi t 
was much larger than the increase of about £900 million 
envisaged at the time of the Budget in April 1970. The 
difference reflects the emergence of a central government 
borrowing requirement in place of the surplus expected; a 
larger borrowing requirement by other parts of the public 
sector than had been allowed for; and an unexpectedly 
large increase in banks' foreign currency lending to U.K. 
companies for domestic use. On the other hand, official 
sales of gilt-ed ged stocks also exceeded expectat ions. 

In his Budget last March, the Chancellor of the Exchequer 
thought that, because of the growth of incomes, any 
immediate attempt to reduce the rate of increase in the 
stock of money to much below the recent quarterly rate of 
3% might be detrimental to liquidity and employment; but 
his aim would be to reduce the growth of the money stock 
as the r ise in costs and prices moderated. 



Calendar of financial developments, January 1970-March 1971 

1970 
January First allocation of I.M.F. Special Drawing Rights, totalling the 

equivalent of $3,4t4 million; the United Kingdom's share was the 
equivalent of $410 million. 

Major industrial countries, including the United Kingdom, made 
further tariff reductions under the Kennedy Round agreement. 

The National Westminster Bank Ltd. came into operation, replac
ing the Westminster Bank Ltd., National Provincial Bank lid. and 
District Bank lid. 

Withdrawal limit for National Savings Bank ordinary accounts 
doubled, from £10 to £20. 

2 Exchange control restrictions on travel expen diture in non, 
sterling countries relaxed (see last year's Report, page 33). 

5 New tranche of £200 million of 6f% Exchequer Loan 1971 
(announced on 30th December 1969) issued at £96:6:3 per £100 
nominal , to yield nearly 9'\-%1 to redemption. 

14 The F.T.-Actuaries industrial share price index reached its 
highest point in 1970 - 163·3 - before faUing sharply over the 
following months (see 27th May). 

16 The gold price on the London market fell to Ihe lowest point 
since the reopening of the market in 1954: the afternoon fixing 
was $34,75. 

20 The Federal Reserve Board announced increases in maximum 
interest rates payable by U.S. banks on time deposits, to take 
effect from 21st January: the cei ling on certificates of deposit in 
large denominations ($100,000 or more) held for a year and 
over was raised from 6}% to 7,%, and for those held for less 
than one year the permitted increase was f%, from rates ranging 
between 5t% and 6}% depending upon maturity. 

23 Announcement of issue on 28th January of £600 million of 8!% 
Treasury Loan 1980/82 at £96:5:- per £100 nominal, to yield about 
9% to redemption; holders of 3% Savings Bonds 1960/70 offered 
conversion into the new stock on 1st March. 

February 11 White Paper published on Britain and the European Communities: 
an economiC assessment (Cmnd. 4289) . 

March 

20 The London clearing banks made full disclosu re of thei r profits 
for the first time. 

25 Several discount houses forced to borrow at Bank rate, for the 
first l ime si nce November 1967. 

Redemption of £500 million of 6%1 Exchequer Stock 1970. 

1 Conversion of some £260 million of 3% Savings Bonds 1960/70 
into 8}% Treasury Loan 1980/82. 

5 Bank rate reduced from 8% to 7t%. 

" 
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1970 
March 9 West German bank rate raised from 6% to 7i%, and 'Lombard' 

continued rate (for advances against securi ty ) from 9% to 9,%. 

25 Major U.S. banks reduced their prime lending rales from 8*% 
108%. 

April 8 Local authorities' quotas for borrowing from the Public Works 
Loan Board in 1970/71 increased to 40% of new capital require. 
ments (50% In intermediate and developmenl areas ), with a 
higher minimum entitlement 01 £400,000. 

May 

14 The Budget: the Chancellor of the Exchequer proposed tax 
changes estimated to cost the Exchequer about £180 million in 
1970/71 and £220 million In a full year. Import deposits were 
reduced from 40% to 30% from 1st May. Bank rate was reduced 
by a further i%, to 7%, as from 15th April. Banks and finance 
hou ses were asked to keep any increase in their restricted ster· 
ling lending within specified limits _ ranging from about 5% to 
7% - over the year to March 1971. Additional Special Deposits 
were called from the London clea ring banks (an increase of t% 
to 2,% of total deposits) and the Scottish banks (t% to a total 01 
1t%): the additional deposits were to be paid by 6th May. 
Interest on the London clearing banks' Special Deposits (which 
had been halved as from June 1969) was restored to the full rate 
from 15th April. 

The Associated banks in the Irish Republic closed (until mid
November) because 01 a stall dispute. 

14 The President of the Board of Trade announced that the import 
deposit scheme would not be renewed when it expired on 4th 
December. 

18 The date of Ihe general election - 18th June - was announced. 

27 The F.T.-Actuaries Industrial sha re price index fell to its lowest 
point in 1970 - 122·0 compared with a peak of 163·3 on 14th 
January. 

28 Publication of the report on the Bank of England by the Select 
Committee on Nationalised Industries. 

31 The Canadian authorities announced that they would no longer 
keep the exchange rate of the Canadian dollar within the limits 
prescribed by the I.M.F. 

June 18 The general election resulted in a Conservative majority. 

20 Following the change of government, Mr. Macleod replaced Mr. 
Jenkins as Chancellor of the Exchequer. 

22 Agreement reached that contributions to the International 
Development Associat ion in the three years beginning July 1971 
will total sa13 million per annum; the UK share of this total will 
be $104 million per annum. 

24 The Federal Reserve Board suspended the limit imposed by their 
"Regulation Q" on the Interest payable on 30-89 day time 
deposits of $100,000 and over, and on certificates of deposit of 
the same term and denominations. 

30 Negotiations formally opened on the application by the United 
Kingdom and three other countries to join the European Com
munities. 



1970 
July 

August 

Interest on National Savings Bank investment accounts raised 
from 7% to 7-1% , 

9 Issue of new £20 note, 

14 Beginning of U.K. dock strike (made official on 16th July). 

16 West German bank rate reduced from 7-1% to 7%, and 'Lombard ' 
rate (for advances against security) from 91% to 9%. 

22 The Government announced that the rate of import deposits 
woul d be reduced from 30% to 20% on 1st September, before 
the termination of the scheme on 4th December. 

22 It was announced that a new issue 01 national savings certificates 
_ the Decimal Issue _ wou ld be on sale from 5th October; and 
that the rate of interest on ordinary accounts of trustee snvings 
banks and of the National Savings Bank would be increased from 
2l% to 31·% from 21st November and 1st January respectively. 

27 Mr. Barber appointed Chancellor of the Exchequer following the 
death 01 Mr, Macleod on 20th Ju ly. 

28 The Bank 01 Eng land reminded the London and Scottish clearing 
banks that the request at the time of the Budget to restrain their 
lending remained in force. 

3 End of U.K. dock strike. 

6 Announcement of issue 01 two new gilt-edged stocks on 12th 
August: £300 million 6i% Treasury Stock 1974 at £98:5:- per £100 
nominal. to yield almost 7*% to maturi ty; and £600 million 8}% 
Treasury Loan 1984/86 at £95, to yield about 9l%. 

13 LB.R.D. lending rate raised by t% to 7t%, 

17 The Federal Reserve Board announced a reduction in the reserve 
requi rement on time deposits exceeding $5 million from 6% to 
5%, an d the imposition of a 5% reserve requirement on com
mercial paper issued by bank affil iates. 80th measu res became 
effective in the week beginn ing 17th September. 

18 The Fi nance Houses Associat ion announced the establishment 
from 1st Septembe r of a Finance House base rate, derived from 
rates in the inte r-bank market, which could be used in ptace of 
Bank rate fo r ca tculating charges on certain long-term lending . 

19 U.K. exchange control regulations altered 10 merge 'property 
cu rrency' with investment currency (see page 35 of this Repo/f). 

27 French bank rate reduced from 8% to 7~%. 

September Redemption 01 over C750 million 013% Savings Bonds 1960/70. 

4 The Bank of England announced that it would not issue redemp
tion request forms for Government 01 Southern Rhodesia 2}% 
Stock 1965/70, due to be redeemed on 1st October. unlil lunds 
to meet Ihe redemption were known to be available. 

21 Major U.S. banks reduced their prime lending rates by -1:% to 
7}%. 

21-25 Joint an nual meeti ng of I.M.F. and I.B.R.D. 

" 



1970 
September 24 
continued 

The Government announced their approval of a rise in postal 
rates to coincide with the introduction of decimal currency on 
15th February 1971. 

October Changes in arrangements for provision of lixed rate med ium and 
longer-term finance for exports and shipbuilding by London and 
Scottish clearing banks, including increase in rate of interest 
/rom 5{-% to 7% and extension of rerinancing lacilities with the 
Bank 01 England. Rate of interest on Bill and Open Account 
schemes lor shorter-term export credit increased from Bank rate 
to Bank rate plus i% (minimum 41%). 

5 Proposals for Industrial Relations Bill published as a basis for 
discussion. 

5 New Decimal Issue of national savings certificates. 

12 UNCTAD Trade and Development Board ag reed arrangements 
under whi ch industrialised countries would grant tariff advan· 
tages on imports of manufactured goods from developing 
countries. 

20 The London clearing banks announced that they would restrict 
evening opening (begun in July 1969) to certain branches from 
the beginning 011971. 

20 French bank rate reduced from 71% to 7%. 

23 The Prime Minister stated in U.N. General Assembly that the 
United Kingdom would aim to achieve the UNCTAD target for 
aid to developing countries (1% of G.N.P.) by 1975. 

27 The Chancellor of the Exchequer announced reductions in 
public expenditure estimated at £330 million in the financial year 
1971/72. Replacement of investment grants with investment 
allowances took effect immediately. The Chancellor also pro
posed reductions in corpo ration tax payable on 1st January 1971, 
and in the standard rale of income tax from the beginning of the 
lax yea r 1971/72. 

29 The Bank of England called for additional Special Deposits, to 
be paid by 11th November -1% from the Lon don clearing banks 
(to 3-1-%) and i% from the Scottish clearing banks (to 1* %). 

November 10 Announcement that the Greater London Council was to issue £50 
million loan by tender on 12th November. 

11 Federal Reserve banks reduced their discount rates from 6% to 
5t%· 

11 Financial support proposed for Rolls-Royce Ltd.: £42 million from 
the Exchequer - raising Ihe lotal government commitment to £89 
million - and £18 million from the banks. 

12 Major U.S. banks reduced their prime lending rates by t% to 
7* % . 

16 The Associated banks in the Irish Republic reopened (after stall 
dispute Irom 1st May to 21st October ). 

17 The Department of Trade and Industry announced that under
recording of exports had again become significant, at about 2%, 
from the beginning of 1970. 



1970 
November 18 The United Kingdom paid £150 million subscription to I.M.F. 

continued (£112'5 million in sterling and £37·5 million in gold ) in respect of 
increase in quota. 

18 West German bank rate reduced from 7% 1061%, and 'lombard' 
rate (for advances against security ) from 9% 108%. 

23 Major U.S. banks reduced thei r prime lending rates by t%, 10 
7%. 

27 The Government refused 10 provide bridging finance for Mersey 
Docks and Harbour Board. 

30 The Federal Reserve Board announced an increase in Ihe reserve 
requirements on euro·dollar liabilit ies of U.S. banks to their 
overseas branches, in excess of a reserve-free base (see page 
11 of this Report). 

December Federal Reserve banks reduced their discount rates from 51% 
to 5;%. 

1971 
January 

3 Industrial Relalions Bill published, foll owing closely Ihe lines of 
proposals issued on 5th October. 

3 West German bank rate reduced from 6t % to 6% and 
' lombard' rate ( for advances against security) f rom 8% to 7} %. 

4 Import deposit scheme came to an end . 

8 In the negotiations for U,K, entry to E.E.C., agreement was 
reached on a live-year transit ion period for agricultu re and 
industrial tariffs. 

22 Major U.S. banks reduced their prime lending rates by f%, to 
6t%. 

23 U.K. exchange control regulations altered to extend arrangements 
for financing portfolio investment abroad by means of foreign 
currency loans (see page 36 of this Report). 

Second allocation of I.M.F. Special Drawing Rights, totalling the 
equivalent of $2,949 million: the United Kingdom's share was the 
equivalent of $300 million. 

Major industrial countries, including the United Kingdom, made 
lurther tariff reductions under the Kennedy Round agreement. 

6 Major U.S. banks reduced their prime lending rates by 1%, to 
6;%. 

7 Announcement of issue on 131h January 01 further £600 mill ion 
of 61:% Treasury loan 1976 at £94:5:- per £100 nominal , to yield 
just over 71% to redemption. 

8 Federal Reserve banks reduced thei r discount rates from 51:% 
to 5-!-%. 

8 French bank rate reduced from 7% to 6;·%. 

12 U.K. residents' foreign currency borrowing lor domestic use 
restricted to medium and longer·term finance taken lor al least 
five years (see page 36 of this Report). 

" 



1971 
January 14 Sir Leslie O'Brien reappointed Governor of the Bank of England 

lor a further five years Irom 1st July. continued 

February 

14 Announcement of issue on 20th January 01 lurther £.500 million 
019% Treasury Loan 1994 at £94:10:- per £.100 nominal, to yield 
about 9..\% to redemption. 

15 The Export·lmport Bank announced an offer 01 $1,000 million of 
three-month notes to Ihe overseas branches of U.S. banks against 
euro-dollars. 

15-18 Major U.S. banks reduced their prime lending rates in two stages, 
from 6t % to 6%. 

19 Federal Reserve banks reduced thei r discount rates from 51% to 
5%. 

20 Strike of post office workers began. 

28 White Paper published on Public expenditure 1969/70-1974/75 
(Cmnd. 4578). The volume of public spending was forecast to 
grow at an average annual rate of 2·6% to 1974/75. 

28 Redemption date for £.568 million of 6t% Treasury Stock 1971. 

4 Aolls-Royce Board announced their decision to ask for the 
appointment of a receiver because of expected losses associated 
with the RB.211 aircraft engine. The Government announced their 
intention to acquire essential assets. 

11-12 Banks in United Kingdom closed to prepare for the introduction 
of decimal currency. 

13 Federal Reserve banks reduced their discount rates from 5% to 
41%· 

14 International oil companies signed five·year agreement with Gulf 
Stales. 

15 Decimal currency introduced. 

15 Shipbuilding Industry Bi ll published; government guarantees for 
bank loans to be raised from £400 mi ll ion to £.700 mill ion. 

16 Major U.S. banks reduced thei r prime lending rates by 1%, to 
51%· 

17 The Chancellor of the Exchequer announced measures to attract 
new industry to "special development areas". 

17 Announcement of issue on 23rd February of £.600 million 01 6t% 
Exchequer Stock 1976 at £95·50 per £.100 nominal, to yield just 
under 71% to redemption. 

23 The Government announced the formation of Rolls·Royce (1971) 
Ltd. 

23 The Export·lmport Bank announced the oiler of a further $500 
million of three-month notes to the overseas branches of U.S. 
banks against euro·dollars. 

March Vehicle and General Insurance Company Ud. declared insolvent. 

5 Announcement of issue on 1 tth March of £.600 million 01 9% 
Treasury Loan 1992/96 at £.95·50 per £.100 nominal, to yield about 
9t% to redemption. 



1971 
March 8 Post office workers returned to work. Committee of inquiry to be 

continued set up. 

11-18 Major U.S. banks reduced their prime lending rates from 51 % to 
5*%. 

18 United Kingdom and Western Germany signed a live·year agree· 
ment on meeting the foreign exchange costs 01 British troops 
stationed in Germany. 

24 Report of the Committee on Consumer Credit - the Crowther 
Report - published (Cmnd. 4596). 

25 Publication of a White Paper containing the Chancellor of the 
Exchequer's observations on the report on the Bank of England 
by the Select Committee on Nationalised Industries (Cmnd. 4633: 
see page 24 of this Report). 

30 The Budget: the Chancellor of the Exchequer proposed tax 
reductions which wou ld reduce revenue by £550 million in the 
financial year 1971/72, and would bring the public sector's 
borrowing requirement to some £1,200 million: these measures 
were expected to raise the growth of output to about 3% a year. 
The Chancellor also announced a number of relorms in the taxa· 
ation system to take effect in 1973 or later. Changes in the 
techniques of monetary control were under consideration and 
would be discussed with the banks and finance houses: mean· 
while, the present methods of control would continue, and these 
institutions were asked not to allow restricted lending in the 
June quarter to rise to more than about 2i% above the limits 
previously set for March 1971 . 

31 During the first quarter the United Kingdom repaid all outstanding 
assistance received from overseas central banks and institutions 
other than the I.M.F.: the four quarterly instalments due to the 
Fund this year in respect of the United Kingdom's June 1968 
drawing were repaid in March. 



The work of the Bank 

The economic and monetary developments summarised 
briefly in the first section of the Report were reflected in 
various parts of the Bank's work during the year to the end 
of last February. Other events - such as the change to a 
decimal system of currency, and the postal delays in the 
early months of 1971 - also had their effect in the Bank, as 
elsewhere. All these are among aspects of the Bank's work 
which are reviewed in the following pages; and developments 
following the changes in departmental responsibilities out
lined in last year's Report are also described. As in earlier 
Reports, there are figures of the note issue, Treasury bill 
tenders and other operations carried out by the Bank. 

A great deal of the Bank's work depends for its effective
ness on the he lp and co-operation rece ived from banks and 
other institutions. The Bank are very p leased to acknow ledge 
with gratitude that this assistance was again read ily forth
coming during the year under review. 

Select Committee on nationalised industries 

The report on the Bank by the Select Committee was pub
lished in May 1970.' As stated in last year's Report, one 
major recommendation was that the Bank's accounts should 
be pub lished as part 01 thei r Annual Report; the first 
accounts to be published are for the year ended 28th 
February 1971 and they appear in the third section of this 
Report (beginning at page 46). 

On 25th March 1971 the Chancellor of the Exchequer 
presented to Parliament a White Paper embodying his com
ments on the report.2 This recorded that the Government 
welcomed the Select Committee'sreportas an important con
tribution to public understanding of the relationship between 
the Government and the Bank of England and indicated that 
agreement in broad principle had been reached on the other 
central recommendations made by the Committee. 

As a result: 
(i) The Bank will make charges, from March 1971, to cover 

the fu ll costs of their main services to the Government; 
these embrace the administration of exchange control, 
management of the Exchange Equalisation Account and 
management of the national debt. (The full costs of the 
note issue are already charged against the profits of the 
Issue Department, which are paid to the Treasury, and 
this arrangement will continue.) Other services provided 
by the Bank to the Government (including any new serv
ices which may be provided) will be kept under review in 
the light of the acceptance of the principle underlying the 
Committee's recommendation. 

(ii) The profits of the Banking Department will be paid over to 
the Treasury after ag reed provision has been made for 
reserves and working capital. The first payment to be 
agreed in this manner will be that due on 5th October 1971. 

(iii) Information about the Bank's programme of capital ex
penditure, which will be evaluated by approved techniques, 
will be provided to the Treasury annually. 

1 House 01 Commons Paper 258. 
2 Cmnd.4633. 



The note issue 

During the year ended February 1971 there were two 
changes in the denominations of notes in c irculation. First, 
a new £20 note was introduced in July. This is a denomina· 
tion which had not previousty been issued since 1943; it is 
the first of a new series of smaller-sized notes, and will be 
followed in due course by new £1, £5 and £10 denomina
tions. By the end of the Bank's year £20 notes amounted to 
some 2% by value of the lotal circulation . Secondly, 10s. 
notes ceased to be legal tender in November 1970, just over 
a year after the Bank stopped Issuing them following the 
introduction of 50p co ins. These changes, together with the 
continued growth in the use of £5 notes compared with £1 
notes, were responsible for an increase in the average 
face value of noles in circu lation from £2·28 to £2·50. 

With the co-operation of the banks, the arrangements to 
encourage greater use by the public of used but c lean notes 
were extended. From January 1970 these arrangements 
covered £5 notes as well as £1 notes; and Ihe number of 
weeks in which the banks issued only used notes of these 
denominations 10 their customers instead of new was in
creased from ten to thirteen . The result was that, leaving 
aside the discontinued 10s. note, over 100 million fewer new 
notes were issued in the twelve months to February 1971 
than in the previous year, and over 200 million more used 
notes. 

The note circu lation reached a peak of £3,705 million on 
22nd December 1970; this was £137 mi ll ion higher than 
the previous peak of £3,568 million reached on 28th July 
1970 and £220 million higher than the Christmas peak of 
1969. The rise over the year as a whole was unusually steep. 
In the main this was no doubt a reflection of the very rapid 
increases in incomes and prices during the period; towards 
the end of the year, however, the rise was also due in part 
to the postal strike, as a resu lt of whi ch the note circu lation 
at the end of February 1971 was particu lar ly large. Changes 
in recent years are shown in the following tables: 

Value 01 noles Issued, paid and In circulation 

£: millions 

Year to end of February 1967 1968 1969 1970 1971 

Issued: 

New notes 2,633 2,833 2,960 2,860 2,606 

Reissued notes 311 323 372 520 1,027 
Paid 2,858 3,010 3,208 3,276 3,215 
In circulation al the end 
of year 2,870 3,016 3,140 3,244 3,662 

Percentage increase in 
circulation over the year 3·' 5·' 4·' 3'3 12·9 

" 
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Value of noles Issued by denominations 
£. millions 
Year to end of February 1967 1968 1969 1970 1971 
10s. 219 221 227 139 
£1 1,319 1,374 1,403 1,409 1,445 
£5 1,296 1,427 1,554 1,642 1,892 
£10 110 127 146 168 197 
£20 BO 
Other notes. 7 2 22 19 
a The Issue 01 £:50, £:100, £:500 and £:1,000 notes was discontinued in 1943: 

but notes 01 over £:1,000 are still used within the Bank 01 England on 
behall 01 customers; for example, they are held for banks 01 issue in 
Scotland and Northern Ireland as cover lor their excess note issues. 

Value of noles in cIrculation by denominations 
£:Ihousands 
End of February 1967 1968 1969 1970 1971 
10s. 104,470 107,258 109,223 42,350 15,267 
£1 971,966 972,251 956,887 949,420 977,334 
£5 1,490,147 1,577,541 1,677,518 1,796,668 2,079,724 
£10 193,406 242,451 278,072 314,482 354,01 5 
£20 76,678 
£.50-£.1,000 1,074 1,026 985 974! 796 
Over £.1 ,000 108,550 11 5,650 117,665 139,790 158,340 

~~-

Total 2,869,613 3,016,177 3,140,350 3,243,684 3,662,154 

Proportion 01 notes In circulation by denominallons 
Per cent by value of total circu lation 
End of February 1956- 1967 1968 1969 1970 1971 
10s. 5-3 3-6 3-6 35 1-3 0-' 
£1 75·9 33·9 32·2 30·5 29·3 26·7 
£5 13·5 51·9 52·3 53·4 55·4 56·8 
£10 6-7 8-0 89 9-7 9-7 
£20 0-2 2-1 
£.50-£'1,000 I 0-1 0-1 0 0 OO ! 00 
Over £:1,000 5-1 3-8 3-8 H '-3 4-3 

100·0 100,0 100·0 100·0 100·0 100,0 

a Before the introducllon, In February 1957, 01 the smaller £5 note. 

Fiduciary issue 

The residual gold holding of the Issue Department, totalling 
£0 ·4 million, was sold to the Exchange Equalisation Account 
on 6th August 1970. Since then the Bank of England note 
issue has been entire ly backed by holdi ngs of government 
debt and other securities. The Issue Department had re· 
tai ned a small gold holding ever s ince 1939, when the bulk 
of its gold and foreign exchange assets were transferred 
to the Exchange Equalisation Account; but the amount re' 
tained was very small, especially as a proportion of the 
expanding note issue, and it no longer seemed useful to 
continue this arrangement. 

The f iduciary issue rose on balance over the year by £450 
million, to £3,700 mill ion. Some of the factors contributing to 
this unusually large r ise have already been described. The 
changes during the year were as follows: 

1970 28th February 
2nd March 
20th March 
31st March 
16th April 
19th May 
3rd June 
7th July 
14th July 

+50 
+50 
+25 

+50 
+50 
+50 
+50 

-25 

£: millions 
3,250 



Fiduciary Issue continued 
1970 21st July 

12th August 
17th September 
18th November 
4th December 
9th December 
14th December 
18th December 
28th December 

1971 4th January 
8th January 
12th January 
18th January 
29th January 
3rd February 
8th February 
10th February 

Treasury bills 

+ 50 

+ 50 
+50 
+50 
+50 
+50 

+50 
+50 
+50 
+50 

£: millions 

- 50 
- 50 

- 50 
- 50 
- 50 
- 50 
- 50 

3,700 

More Treasury bills were offered during the year ended 28th 
February 1971 than in the previous year - £7,360 million 
compared with £5,920 million. The increase last year 
followed two years in which the total had been reduced, and 
was mainly attributable to three factors: the re-emergence of 
a small borrowing requirement in the central government's 
accounts, following surpluses in the previous two years; the 
continued need for sterl ing to finance a large foreign ex
change inflow; and considerable redemptions of gi lt-edged 
stocks, as a result of which net ollicial sales of stocks, 
though still substantial, were smaller than in 1969/ 70. 

Unusually large amounts of bills were offered at some 
tenders during the year under review. AI the end of August 
and early in September there were big tenders to help to 
absorb the funds becoming available from the redemption of 
3% Savings Bonds 1960/70 on 1st September. Later, 
towards the end of January and early in February, large 
amounts were again offered, mainly to provide against 
delays in tax revenu es because of the postal strike. The 
redemption of 6t% Treasury Stock 1971 on 28th January 
was another reason for the size of the tenders at this time, 
although the amount of this stock still in market hands at 
maturity was fairly small compared with the earlier Savings 
Bonds redemption. In the event, the provision made for 
these reasons at the tender on 29th January proved to be 
excessive, and only £100 million of the £250 million bills on 
offer were allotted. 

The discount houses left their bids unchanged for a period 
of twenty-one weeks between 21st August 1970 and 8th 
January 1971; bill rates have never before remained stable 
for such a long period when monetary policy was operative. 
The houses had no incentive to raise their bids during this 
period, because th ey were receiving substantial allotments 
at the tenders and making few sales to the clearing banks. 
Yet 10 lower the tender price would have involved losses on 
such sales as they were able to make, and mighl also have 
brought a corresponding increase in the cost of their bor
rowed funds_ The attractiveness of the houses' large port
folios was no doubt enhanced by the need for liquidity as 
the revenue season approached and by the growing 
expectations of a reduction in Bank rate. 

" 



Tenders in 1970/ 71 

Lowest 
price Average 

Amount Amount Amount accepted rale of 
offered Number of applied for allotted for 91-day discount 

Date £ millions applications £ millions £ millions bills per cent 

1970 Mar. 6 80 189 167 80 £98: 3: 3 £7: 6: 6·99 
13 80 204 183 80 £98: 3: 6 £7: 6: 1·56 
20 80 161 170 80 £98: 3: 9 £7: 5: 2·22 
26 110 150 206 110 £98: 4: 2 £7: 3: 6·62 

Apr. 3 120 195 195 120 £98: 4: 2 £7: 3: 5·22 
10 80 172 172 80 £98: 4: 7 £7: 1:10·93 
17 80 162 174 80 £98: 6: 5 £6:14: 6·14 
24 80 174 159 80 £98: 6: 1 £6:15: 5·57 M., 1 80 178 162 80 £98: 6: 1 £6:15:10·47 
8 100 200 191 100 £98: 6: 2 £6:15: 6·26 

15 120 166 203 120 £98: 6: - £6:16: 0·68 
22 140 124 222 140 £98: 5: 9 £6:17: 2·42 
29 160 149 259 160 £98: 5: 9 £6:17: 2·71 

June 5 180 160 281 180 £98: 5: 9 £6:17: 3·06 
12 120 147 190 120 £98: 5: 6 £6:17:11 ·81 
19 120 140 216 120 £98: 5: 9 £6:17: 2·58 
26 120 160 211 120 £98: 5: 9 £6:17: 1·26 

July 3 120 184 214 120 £98: 5:10 £6:16: 9·90 
10 100 163 180 100 £98: 5:10 £6:16:10·85 
17 80 170 190 80 £98: 5: 7- £6:17: 6·23 
24 120 155 178 120 £98: 5: 9 £6:17: 3·78 
31 8{) 181 175 80 £98: 5:11 £6:16: 5·96 

Aug. 7 120 188 217 120 £98: 6: - £6:16: 2·16 
14 80 166 152 80 £98: 5:1 1 £6:16: 6·47 
21 190 178 267 190 £98: 6: - £.6:16: 3·70 
28 250 150 332 250 £.98: 6: - £.6:16: 3·90 

Sept. 4 220 159 295 220 £.98: 6: - £6:16: 3·88 
11 160 155 242 160 £.98: 6: - £.6:16: 3·53 
18 180 143 252 180 £.98: 6: - £6:16: 3·70 
25 200 157 299 200 £98: 6: - £.6:16: 3·41 

Oct. 2 180 160 249 180 £.98: 6: - £6:16: 3·82 
9 180 157 266 180 £.98: 6: - £.6:16: 3·67 

16 140 162 239 140 £.98: 6: - £.6:16: 2·37 
23 180 159 268 180 £98: 6: - £.6:16: 3·58 
30 130 161 217 130 £.98: 6: - £.6:16: 3·1 2 

Nov. 6 130 149 206 130 £.98: 6: - £.6:16: 3·51 
13 130 153 191 130 £98: 6: - £.6:16: 4·00 
20 170 158 263 170 £98: 6: - £.6:16: 3·10 
27 160 145 244 160 £.98: 6: - £6:16: 3·69 

Dec. 4 180 146 255 180 £.98: 6: - £6:16: 3·91 
11 200 148 285 200 £.98: 6: - £6:16: 3·64 
18 140 109 190 140 £98: 6: - £6:16: 3·89 
24 220 136 297 220 £98: 6: - £6:16: 4·01 

1971 Jan. 1 130 128 204 130 £98: 6: - £6:16: 3·37 
8 130 145 201 130 £.98: 6: - £6:16: 3·11 

15 100 150 188 100 £98: 6: 2 £6:15: 6·73 
22 260 176 346 260 £98: 6: 2 £6:15: 7·44 
29 250 157 372 100 £98: 6: 2 £6:15: 5·39 

Feb. 5 200 112 328 200 £98: 6: 2 £6:15: 6·20 
10 160 155 291 160 £98·31 £6·7668 
19 160 161 279 160 £98·32 £6·7299 
26 8{) 156 162 80 £98·32 £6·7157 

a At th is tender the discount market tendered below the lowest pr ice accepted end so were allotted 
no bills. 



Number 

Year to end-
February ooO's 

1970 
Old series' 
companr series 2' 
Persona series 170 

Total 19. 
1971 
Old series' 
companr series 25 
Persona series 187 

Total 21 2 

8 Issued belore 27.6.66. 

Issues 

Tax reserve certificates 

For the fourth year in succession, there was an increase in 
the number, but a lall in the value, of tax reserve certificates 
issued in the year to the end of February 1971; the average 
value of certificates issued thus continued to decline. A 
slight rise in the value of personal applications was more 
than offset by a fall in the value of certificates issued to 
companies. 

The value of certificates surrendered during the year was 
much lower than in the previous year, and was also lower 
than the amount applied for. As a result, there was an in
crease of £26 million (to £328 million) in the total value of 
certificates outstanding, after a fall of £50 million in the 
previous year. To some extent, the reduction in surrenders 
probably reflected delays in tax payments caused by the 
postal stri ke: after the period covered by this Report, there 
was a sharp inc rease in the number and value of certificates 
used in payment of taxes once the postal strike ended. 

The conditions governing both company and personal 
certificates remained unchanged during the year, for the 
first time since 1966. 

Surrenders 

Cancelled Nel 
in pay- Repaid Repaid change Outsland-

Average Total menIal without with during Ing at end 
value value taxes interest Interest Tolal year of period 

£OOO's £ millions 

6-0 
0-5 

1-2 

5-3 
0-5 

1-1 

3 3 - 3 2 
,.5 167 11 178 - 33 ,.8 

98 109 3 112 - 1' 152 

243 279 3 11 293 - 50 302 

1 1 - 1 1 
13' 107 • 111 +23 171 
105 99 2 101 + • 156 

239 207 2 • 213 +26 328 

Gilt-edged stocks 

The gilt-edged market was generally firm at the beginn ing of 
the financial year 1970/71, encouraged by the reduction in 
international interest rates. However, the market turned 
sharply down in mid-Apri l 1970, when increasing concern 
about the trend of industrial costs coincided with a belief 
that interest rates were unlikely to fall much further in the 
near fu ture. The situation in the Middle East was another 
cause of concern, and selling became heavy at times; the 
authorities allowed prices to fa ll unusua lly quickly, and 
yields on long-dated stocks rose to record heights (some 
10%) in mid·June. The approach of the general election 
was ·also an unsett ling factor, and sentiment improved once 
th is uncertainty was removed. During the remaining months 
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of 1970, the market was periodically strong as international 
interest rates resumed their downward trend, although there 
was continuing concern about inflationary trends and indus
trial unrest in the domestic economy. In the early months of 
1971, expectations of a reduction in interest rates became 
the main influence in the market, and the demand for gilt
edged stocks became exceptional ly heavy. During the 
March quarter, turnover on the London stock exchange in 
gi lt-edged stocks of all maturities totalled nearly £12,700 
million, very much larger than in any other quarter since 
figures began to be compiled in 1964. The authorities sold 
unprecedented amounts of stock during these three months 
- a net total of nearly £1,250 million. To replenish official 
holdings, four new issues of tap stocks were made, to a 
nominal total of £2,300 million. 

Changes in the public's holdings of gilt-edged stocks 
during the financial year 1970/71, compared with previous 
years, were as follows: 

Net pu rchases by the public + /sales -
£ millions 

1966/67 1967/68 1968/69 
By type of holder· 

1969/ 70 1970/71 

Overseas holders + 60 + 11 -20 +193 + 107 
U.K. banking sector + 562 - 110 -551 - 91 + 61 
Olher U.K. holders + 556 + 14 -427 +896 + 499 

Total + 1,178 - 85 - 998 +998 + 667 
By maturity 
Redemplions/convers ions 1 -753 - 164 -446 - 417 
Up 10 1 year 693 -565 - 741 -586 -1,132 
Over 1 and up 10 5 years + 799 +340 -294 +751 + 409 
Over 5 and up to 15 years + 278 + 492 - 36 +681 + 934 
Over 15 years and undated + 795 + 401 +237 +598 + 873 

Total + 1,178 -85 -998 + 998 + 667 

a More tf!lormallof! about holders if! these afld earlier years is to be louf!d in Table 
3 (1) 01 Ihe Bank's Statistical Abstract and (Ior 1970171) on page 237 of the June 
1971 issue 01 the Quarterly Bulletin. Changes in the holdings of the U.K. banKing 
sector are shown mainly at booK value, other changes al cash value. Any differences 
between book and cash values in the banKing sector are reflected in the residual 
figures for "other U.K. holders". Overseas holdings are partly estimated, and any 
errors are again reflected in tha residual item. Tha banking sector here excludes the 
BanKing Department of tha Baflk Of England. 

Management of stock registers 

The activity in the gilt-edged market was reflected in the 
large number of transfers registered during the year to the 
end of February 1971, and in the size of government stock 
issues and redemptions - the highest on record - during 
these twelve months. Details are given below. 

Summarising first the different groups of slacks managed 
by the Bank, the nominal totals in recent years (and, for 
1970 and 1971, the number of accounts) were as follows. 
The figures again showed an increase in the nominal value 
of stocks managed, accompanied by a decline in the num
ber of accounts. 



Number of 
accounts 

£ mlllions (in thousands) 

End of February 1968 1969 1970 1971 1970 1971 

British government 
securi ties: 

Stock- 20,288 19,239b 19,835 20,485 1,896 1,741 

Bearer bonds 15 15 15 17 

20,303 19,254 19,850 20,502 

Other securities: 

Government guaranteed 1,759 1,742b 1,524 1,514 205 213 

Commonwealth etc. 242 229 226 223 BD 77 

Local authorities 549 591 652 697 194 199 

Public boards etc. 121 139 163 185 39 43 

Miscellaneous 15 15 15 15 

2,686 2,716 2,580 2,634 519 533 

Total 22,989 21 ,970 22,430 23,136 2,415 2,274 

a The figures for British government stock do not include amounts on the registers of the Bank 
of Ireland, the Department for National Savings or the trustee savings banks. 

b £:16 million previously classified as governmenl-guaranteed stock was by now included as 
Brillsh governmel'lt stock. This is because under the terms of the Airways Corporation Act 1969. 
H.M. Treasury assumed full liability for the (guaranteed) stock 01 the British European Airways 
Corporallon with ellect from 1st April 1968. 

Transfers 

Transfer activity remained h igh throughout the year, and the 
number of registrations wou ld have been the largest for 
eight years but for the effect of the postal strike o n the 
figures for February. 

Thousands 

Year ended February 1968 

752 

1969 

678 

1970 

757 

1971 

753 

The monthly figures at registrations for the year ended 
28th February 1971 were as fo llows: 

Thousands 
March 69 

April 6B 

M" 5B 

June 59 

July 78 

August 60 

September 66 

October 65 

November 65 

December 62 

January 5B 

February 45 



Operations 

Operations undertaken during the year included: 

£ millions nominal 

Repayments 
At par 
6% Exchequer Slock 1970 1970 1 March 500·0 
Swansea Corporation 9i% Bonds 

25th March 1970 25 March 1-0 
British Overseas Airways Corporation 

3% Stock 1960/70 1 April 0- ' 
Liverpool Corporation 9-l-% Bonds 

8th April 1970 8 April ' -0 
Agricultural Mortgage Corporation 
Limited 10% Bonds 24th June 1970 24 June 1-0 

North of Scotland Electricity 3% 
Guaranteed Slock 1968/70 1 Ju ly '-8 

Hull Corporation 3!% Redeemable 
Stock 1960/70 1 August '-6 

Hull Corporation 2t% Redeemable 
Stock 1960/70 1 August ,-, 

Liverpool Corporation 3!% 
Redeemable Stock 1960/70 1 August '-0 

Corporation of London 3!% 
Stock 1960/70 1 August ,., 

Swansea Corporation 3!% 
Redeemable Stock 1960/70 1 August 1-0 

Liverpool Corporation 10-l-% 
Bonds 26th August 1970 26 August 3-0 

3% Savings Bonds 1960/70 1 September 755·5 

Swansea Corporation 10% 
14 November 0-5 Bonds 14th November 1970 

West Glamorgan Water Board 
9j% Bonds 23rd December 1970 23 December 0-5 

6!% Treasury Stock 1971 1971 28 January 567·7 

Agricultural Mortgage Corporation 
Limited 9% Bonds 8th February 1971 8 February ' 0 

Issues for cash 
Agricultural Mortgage Corporation 
Limited 9* % Debenture Stock 25·0 1980/85 @ £98:10:--' 197012 March 

Swansea Corporation 9% Bonds 
25 March 

,., 
31s1 March 1971 @par 

Liverpool Corpo ration 
81% Bonds 14th Apri11971 @ par 8 April '-0 

Swansea Corporation 9*% Stock 
29 July 5-0 1978/80 @£98 

61-% Treasury Stock 1974 @ £98:5:- 12 August 300·0 

8P/o Treasury Loan 1984/86 @£95 12 August 600·0 

Liverpool Corporation 8*% Bonds 
1st September 1971 @par 26 August 3-0 

Swansea Corporation 8% Bonds 
4 November 0 5 10th November 1971 @par 

Greater London 9*% Stock 1980 @ £97:10:--' 12 November 50·0 

West Glamorgan Water Board 0-5 8-l-% Bonds 29th December 1971 @ £99:18:9 23 December 
6!% Treasury loan 1976 "A" @£94:5:- 1971 13 January 600·0 
9% Treasury Loan 1994 HA" @£94:10:- 20 January 500·0 
Agricultural Mortgage Corporation 
limited?t% Bonds 14th 
February 1972 @ £99:18:9 8 February ,-0 

6!-% Exchequer Stock 1976 @£95·50 23 February 600·0 

Conversions 
3% Savings Bonds 1960/70 into 
8!-% Treasury Loan 1980/82 
at par, plus cash payment of 
£1 :2:6 per cent. 19701 March 256·3 

a Minimum lender price. 

" 



Southern Rhodesia stocks 
No funds have been received since November 1965 to ser
vice Government of Southern Rhodesia stocks for which the 
Bank act as paying agent. At the end of February 1971 , 
approximate amounts due but unpaid in respect of these 
stocks were: 

Gross interest 
Redemption monies. 

£12.549.000 
£26,136.000 

11 Relating to Government 01 Southern Rhodesia 31% Stock 1961/66. 
31% Stock 1967169 and 2!% Stock 1965170. the registers lor which 
remain open. 

At the same date, contributions due but unpaid to sinking 
funds managed by the Bank of England totalled some 
£1,772,000. which included £240,000 in respect of outstand
ing contributions for 3';'% Stock 1967/69. (Sinking funds for 
31% Stock 1961 /66 and 2';'% Stock 1965170 are not man
aged by the Bank.) 

The postal strike 
The interruption of postal services between 19th January 
and 6th March caused difficulties for the Accountant's 
Department, which depends for its proper functioning on the 
receipt and despatch of mail. During the period, dividends 
became due for payment on over 30 different stocks man
aged by the Bank and two stocks fell due for repayment, 
one of which - 61% Treasury Stock 1971 - comprised 90.000 
accounts. Funds payable di rectly into the banking system 
were not affected, but 300,000 warrants to a total of some 
£80 million which were due for despatch by post - main ly to 
private individuals - were delayed. Special arrangements 
were made so that warrants could either be collected from 
the Bank and its branches (including the exchange control 
office in Glasgow) or, with the assistance of other banks 
throughout the country, credited directly to bank accounts. 
The arrangements were advertised widely in national and 
provincial daily newspapers and several thousand people 
took advantage of them, with the resu lt that warrants to a 
total value of £35 mill ion were disposed of. (The collection 
of warrants by stockho lders was reminiscent of the era of 
"Dividend Day at the Bank of Eng land", which ended in 
1909 and was Ihe subject of the well-known painting by 
G. E. Hicks in 1859.) 

The fullest possible advantage was taken of emergency 
facilities organised by the banks and such bodies as the 
Stock Exchange and the Law Society. By these and other 
means, the department was able to deal with the consider
able volume of work which continued to reach it at New 
Change, and to despatch the greater part of its ord inary 
outgoing mai l. For example, by the time that normal postal 
services were resumed over 50,000 slock certi ficates had 
been issued, leaving fewer than 2,000 in the Bank's posses
sion: warrants apart, only 6,000 items of various kinds had 
proved impossible to despatch. 

Automation In the Accountant's Department 
Preparations for the next stage of computer developments 
continued . As mentioned in last year's Report, an improved 
system is being designed for introduction as the depart
ment's present computer equipment nears the end of its 
usefu l life. 



Decimalisation 

A decimal system of currency was introduced in the United 
Kingdom on 15th February 1971. In common with al l other 
banks, the Bank closed for the two previous working days 
(11th and 12th February ) to allow outstanding banking 
transactions to be cleared and settled, and accounts to be 
converted to decimal terms. The change was accomplished 
smoothly. 

As well as bank accounts, the stock registers had to be 
converted to the new system. Indeed, within the Bank the 
new system posed most problems for the Accountant's 
Department , 

Until 15th February 1971, almost all stocks managed by 
the Bank were transferab le in mu ltiples of 1 d.: on 15th 
February, under the terms of Section 8 of the Decimal 
Currency Act 1969, these stocks became transferable in 
multip les of one new penny; and balances on stock accounts 
had to be converted to decimal currency. The preparations 
were made over a long periOd, and inc luded discussions 
with banks and other registrars who were faced with similar 
problems. The stock registers were converted by com· 
puter according to the 'Banking and Accounting' table in the 
Act. During the closed period it was also necessary to con· 
vert and reconcile the stock balances kept for jobbers in 
the gilt-edged market, and to convert the Bank's records 
of dividend warrants prepared before the change but not 
presented for payment; the latter operation was carried out 
as far as possible by computer. 

After the change to the decimal system the department 
was left with a long-term problem, because the public hold 
large numbers of certificates showing amounts which in· 
elude shillings and pence. Where more than one such 
certificate has been issued for a holding, differences can 
arise if a holder converts each individual certificate, instead 
of first totalling the amounts in £.s.d. terms. Notices we re 
sent to stockholders with the dividend payments due in the 
six months before decimalisation, drawing attention to the 
method of conversion, and requesting that all certificates 
for a ho lding containing shillings and pence shou ld be 
lodged when part of the holding was first transferred. The 
Bank recognised that some large nominee companies might 
find it extremely difficult to comply with this request, and 
where possible made special arrangements with such com
panies; in the six months before the change substantial 
numbers of certificates showing amounts of shillings and 
pence were lodged by nominee companies for consolida· 
tion, as far as possible, into certificates for exact amounts 
of pounds. 

Exchange control 

The Bank's exchange control work remained heavy during 
the twelve months to the end of February 1971. Because of 
a shortage of accommodation in the Threadneedle Streel 
building, some sections of the exchange control offices 



moved to the New Change premises during the year; and by 
the beginning of April 1971 the whole of the exchange con
trol had moved. 

The main recent changes in the administration of the 
control have been as follows: 

21st July 1970 

Restricted assets 01 emigrants 

Emigrants leaving the Uni ted Kingdom for countries outside the 
Scheduled Territories had, since 21st July 1966, been unable to 
dispose freely of certain of their assets until four years after the 
date of leaving. The first releases began In July 1970. 

19th August 1970 
Amalgamation of property currency with the Investment currency 
market 

Since Apri l 1965 U.K. residents had financed their purchases of 
private houses in non-sterling countries through the so·called 
'property cu rrency market', without cost to the reserves. This 
was a narrow market, and the premium fluctuated widely and was 
often large. It was decided that in future property purchases 
should be financed through the broader market in investment 
currency. The sales proceeds of private property were not, how
ever, made subject to the 25% surrender requirement; thus the 
whole of the proceeds normally attract the investment currency 
premium. 

8th September 1970 

Revised arrangements for exports 

(i) The obligation to complete a form accounting for the 
proceeds of exports above £.2,000 In value was abolished. 

(ii) H.M. Treasury had previously given general permission for 
c redit terms of up to six months on exports from the United 
Kingdom to destinations outside the Scheduled Territories 
other than Southern Rhodesia. Henceforth, extended credit 
would be allowed for exports insured by the Export Credits 
Guarantee Department if the period of credit had been 
approved by that department. 

A new Form SPE was introduced for other exporters who 
wished to g rant more than six months' credit to their over
seas buyers, and for other exports for which special per
mission was still needed. 

9th September 1970 

Travel 

U.K. residents travelling on the Conlinent were permitted to use 
cheque guarantee cards issued by U.K. banks participating in the 
Eurocheque scheme to obtain foreign currency abroad for travel 
expenditure. 

25th September 1970 

Portfolio investment 

The administrative rules for investment by inslltutional investors 
in foreign investment trusts. mutual funds, etc. were formalised . 
These investors were permitted to invest up to 20% of their total 
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foreign currency assets in securities issued by such bodies. 
At the same time there was an increase in the amount of foreign 
currency securities carrying voting rights which could be acquired 
without reference to the Bank; the limit was raised Irom 10% to 
20% of the voting rights in the company whose shares were 
being purchased. 

23rd December 1970 
Portfolio Investment 

The rules were relaxed to allow foreign cu rrency borrowing for 
terms of less than five years for the finance of portfolio investment 
in foreign currency securities by institutional investors and pro· 
fessional managers of security portiolios, who could also arrang e 
borrowing for individual clients. Secu rities acquired with the bor· 
rowed funds cou ld be switched into other foreign currency 
securities without incu rring the 25% surrender requirement. 

12th January 1971 
Borrowing for domestic purposes 

Du ring 1970 U.K. companies borrowed substantial amounts in 
foreign currency, mainly at short term. for conversion into sterling 
to finance domestic expenditure. The increase in such borrowing 
was inconsistent wi th the policy of fi rm control over domestic 
credit, and borrowing was therefore restricted to medium and 
longer-term finance taken lor at least five years. To reinforce th is 
measure, U.K. residents were no longer permitted to borrow ster· 
ling or other sterling area currencies from non-sterling countries. 

30th March 1971 
Direct investment 

In his Budget statement, the Chancellor of the Exchequer 
announced some changes in the rules lor financing direct in· 
vestment in non·sterling countries. The changes were expected 
to facilitate investment without significant cost to the reserves. 
Where investments qualified for exchange at official rates. the 
amount to be made avai lable was in creased from £50,000 or 50% 
of the cost of each Investment. whichever was the greater, to 
£250,000 or 50%. Other categories of investment were merged. 
and could in future be financed with investment currency. by 
exporting capital equipment and stock-in-trade without payment, 
or by foreign cu rrency borrowing. This borrowing could be repaid 
at any time with official exchange to the extent that the U.K. 
balance of payments had benefited from the investment; pre· 
viously. foreign currency borrowing cou ld not be repaid within 
five years. Finally, the repatriation of profits by subsidiaries of 
U.K. companies in non-sterling countries would in future be 
assessed globally and not by individual countries. 

Import deposit scheme 

The imporl deposit scheme, which came into effect on 
27th November 1968, ended on 4th December 1970 after 
two reductions during the year had brought the rate of 
deposit down from 40% to 20%. (The deposit had earlier 
been reduced from the original 50% to 40% in December 
1969.) Th e last of the outstanding deposits were due to 
be repaid early in June 1971 . 



Voluntary programme concerning overseas 
investment 

In his Budget statement last March the Chancellor of the 
Exchequer asked that the yoluntary programme of restraint 
on the export of capital to the more deyeloped countries of 
the sterling area should be continued for the time being . 

The Bank's branches 

The functions of the Bank's branches were described in an 
article in the Quarterly Bulletin for December 1963. Branches 
are maintained at Birmingham, Bristol, Leeds, Liverpool, 
Manchester, Newcastle upon Tyne, Southampton and Law Courts 
(London). 

The note issuing and exchange control work of the branches 
remained heavy in the year to last February. The yalue of 
bank notes issued and paid through the branches was again 
about 70% of the tota ls shown on page 25. Although the 
withdrawa l of the 10s. note and the introduction of the £20 
note brought considerable sayings in the number of notes 
handled, reissuing notes made extra work and meant that 
the branches devoted broadly as much time to servicing the 
note issue as in the previous year. The number of exchange 
control applications received by the branches declined dur
ing the year, mainly because of the relaxation in January 
1970 of the restr ictions on travel expenditure. Neyertheless 
a large number of requests, many of a complex nature, con
tinued to be handled by the branches. The Agents and 
senior branch staff again devoted a significant part of their 
time to maintaining and deyeloping contacts with industry 
and commerce in their areas, and to keeping head office 
informed of local deYelopments. 

Four branches have recently moved into premises better 
su ited to present·day requirements as the building pro
gramme described in last year's Report has been comp leted. 
The new building at Birmingham opened in Noyember 1970 
and that at Manchester in January 1971. The branches at 
Newcastle and Leeds moved into their new buildings in May 
and June 1971 respectiyely. 

Local authority bills 

During the year under review, more local authorities took 
powers, by private Act of Parliament, to issue bills. By the 
end of February 1971, the amount of such bills outstanding 
had risen to £114 million, compared with some £75 million a 
year earlier. 

Nine issues of 91·day local authority bil ls were arranged 
by the Bank during the year. £35 million of bills were offered 
for sale by tender on behalf of the Greater London Council 
in April 1970, and were renewed at quarterly intervals there· 
after. £4,200,000 of bills were placed with the discount 
market on behalf of Liyerpool Corporation in Apri l, and were 
also renewed quarterly. Finally, bills totalling £2 million were 
placed with the discount market on behalf of the Metropoli-
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tan Water Board in January 1971. The average rate of dis· 
count on these issues and placings varied between -h% and 
-1% above the comparable Treasury bill rates. 

Banking developments 

Finance for exports and domestic shipbui lding 

The arrangements under which the London and Scottish 
clearing banks provide fixed rate finance for exports and 
shipbuilding for U.K. owners were modified as from 1s1 
October 1970. The ch anges were described on pages 395·6 
of the Bank's Quarterly Bulletin for December 1970. They 
included an increase from 5-1% 10 7% in the fixed rate of 
inlerest at which the banks concerned will provide medium 
and long-term credit (for two years or more) where the 
lending is supported by an unconditional guarantee to the 
bank by the Export Credits Guarantee Department or, in the 
case of shipbuilding for U.K. owners, by the Department of 
Trade and Industry; Ihe fixed rate had previously remained 
unchanged since January 1965. 

The arrangements for refinancing medium and long-term 
export and shipbuilding finance with the Bank of England 
were also extended. These arrangements fall into two parts. 
Part I applies if banks are faced with a shortage of cash or 
immediately realisable l iquid assets; Part 11 relates to fixed 
rate lending by the London and Scottish clearing banks 
which is not eligible for refinance under Part I. The exten· 
sion last October applied to Part 11 . Previously the banks 
had the r ight to refinance el ig ible fixed rate lending included 
in thei r advances to the extent that this exceeded 5% of 
their gross deposits; they are now also entitled to refinance 
such lending included in their liquid assets in excess of the 
same percentage. 

At the end of March 1971, the amount eligible for refinance 
with the Issue Department of the Bank under Part I of th is 
scheme totalled £470 million. The facility had not in fact 
been used; but amounts refinanceab le under this part at 
the arrangements may be treated as liquid assets, and so 
benefit a bank's liqu idity whether or not refinance is sought. 
At the same date, a total of £238 million had been refinanced 
under Part 11. 

Last year, it was announced that the limit up to which the 
Government were prepared to guarantee loans for the pu r· 
chase of ships built in British yards for British shipowners 
was to be raised from £400 million to £600 million. In lact, 
the l imit was raised to £700 million under the terms of 
the Shipbuilding Industry Act 1971. The London and Seal' 
tish clearing banks matched this increase by agreeing to 
make additional medium and longer-term finance available 
under the fixed rate scheme for transactions covered by the 
guarantees. 

Mergers of banks and discount houses 

A number of mergers look place during the year affecting 
banks and discount houses operating in the United King' 
dom. In July 1970, the Belfast Banking Company was 
merged into the Northern Bank; in September 1970, the three 



London clearing bank subsidiaries of the National and Com
mercial Banking Group (WiJliams Deacon's Bank, Glyn, 
Mills & Co. and the National Bank) were amalgamated to 
form the new Wi ll iams & Glyn 's Bank; and in October 1970, 
the operations of the Australia and New Zealand Bank and 
the English, Scottish and Australian Bank were absorbed 
into the Australia and New Zealand Banking Group which 
had been formed for the purpose in June 1969. In April 1970, 
the merger of two discount houses, Gerrard and Reid and 
National Discount Company, became effective and, since 
June 1970, the new company has been called Gerrard and 
National Discount Company. 

There were also a number of mergers of foreign banks 
operating in London, inc luding that of Banque Beige with 
Banque Italo-Belge, and Societe Centrale de Banque with 
Banque de l'lndochine. 

Outside the period covered by this Report, the merger 
of the Bank of Scotland and the British Linen Bank became 
effective on 1st March 1971, and the Chartered Bank and 
the Eastern Bank merged on 1st July 1971. In October 
1970 it was announced that the merger of Lloyds Bank 
(Europe) and the Bank of London and South America was 
to take place through the acquisition of their issued capital 
by a new company to be called Lloyds and BOLSA Inter
national Bank. It is expected that the merger will become 
effective in the autumn. 

Banking hours 

Since the beginning of January 1971, the Bank have ceased 
to open on Thursday evenings from 4.30 p.m. to 6.00 p.m. 
The evening opening experiment was introduced in July 
1969 in common with other banks, to compensate for not 
opening on Saturday mornings. The demand for the new 
service did not prove sufficient, however, to justify its 
continuation. 

The head office of the Bank is now open from 9.30 a.m. 
to 3.00 p.m. each working day, and the Bank's branches 
from 9.30 a.m. to 3.30 p.m. 

Overseas banks 

A fu rther twelve overseas banks - twice as many as in the 
previous year - opened banking offices in London during 
the twelve months to February 1971; and two more banks 
formed by consortia of foreign banks were opened. These 
additions brought the number of overseas banks operating in 
the United Kingdom to about 140. 

Relations with central banks and other insti tutions abroad 

The Bank remain closely involved with international finan
cial problems and the external aspects of the management 
of sterl ing, and have again been greatly assisted in these 
matters by the close and fr iendly relations which they 
have always enjoyed with overseas central banks and inter
national financial institutions. More than 500 visitors from 
some 100 countr ies were received in the Bank during the 
year, and the Bank's officia ls visited about 70 countries. 



Overseas countries also continued to seek advice and 
practical help with banking and currency problems and, at 
28th February 1971, 21 members of the Bank's staff were 
serving with central banks and other financial institutions 
overseas - the same number as a year earl ier. 

Commodity markets 

The arrangements for reducing the cost to the reserves 
of si lver bought by London silver dealers, which were intro
duced in December 1969 and described in last year's 
Report, continued throughout the year. Market stocks 
financed in sterli ng were, as intended, reduced to the level 
of stocks held at the end of 1968 and were subsequently 
maintained at approximately this size, These stocks had 
earlier been bui lt up to meet a growing volume of forward 
purchases, mostly by overseas clients: the dealers and 
other financial institutions involved were assisted in their 
efforts to reduce thei r stocks by a decline in this forward 
demand, and by changes in interest rates which from time 
to time encouraged them to refinance some of their stocks 
in euro-dollars. 

The 1969 Report noted that the Bank had made unsecured 
five-year loans total ling £3! million to a number of corn· 
modity traders to cover certain losses arising from the 
devaluation of sterling in November 1967. Repayment 01 
these loans continued in the year under review, and the 
amount outstanding at the end of February 1971 was a little 
over £1+ million. 

Developments in financial statistics and information 

During the year, the Bank compiled a Statistical Abstract 
which was published in February 1971. The Abstract aims to 
provide, over as long a span of post-war years as is prac
ticable, month ly or quarterly figures for most of the financial 
series which appear regularly in the Quarterly Bulletin ; the 
figures are carr ied up to the end of 1969 or, where financial 
years are more appropriate, to March 1970. The Abstract 
is obta inab le from the Economic Intell igence Department 
of the Bank, and costs £3. 

In the September issue of their Quarterly Bulletin the Bank 
started to publish a regular quarterly analysis of the stock 
of money. The analysis shows separately the different cate
gories of deposits with U.K. banks, together with notes and 
coin in circulation. 11 therefore enables the total money 
stock to be calculated in various ways depending upon 
which categories of deposits are inc luded; and three 
different totals are provided. 

A revised presentation of the statistics of external l iab ili· 
ties and claims in sterling was introduced in the December 
1970 issue of the Bank's Quarterly Bulletin, and at the same 
time some of the figures were given by months for the 
first time. The object of the new presentation is to avoid 
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arbitrary classifications either as between long and short
term holdings or according to the liquidity of the various 
liabilities and assets. 

From time to time, banks in the United Kingdom are asked 
by the Bank to analyse the maturity of their foreign currency 
assets and liabi l ities. Enquiries were conducted at the end 
of July 1970 and February 1971 and the resu lts were included 
in articles published in the December 1970 and June 1971 
issues of the Quarterly Bulletin. In January, the Bank 
agreed to take over from Price Water house & Co. the 
collection and publication of statistics of turnover in the 
secondary market for London dollar certif icates of deposit. 

Previous Reports have described the Bank's programme 
of regular enquiries into the overseas earnings of certain 
financial institutions and the professions. During the past 
year, the information obtained about the earnings of the 
banks and of members of the Baltic Exchange has been 
processed for use in the balance of payments; a large 
number of returns has been received relating to the earnings 
of accountants; and arrangements have been completed for 
the enquiry into solicitors' earnings to take p lace at the end 
of 1971. There will be a fuller description of these enqu iries 
in an article which it is hoped to publish in the Bank·s 
Quarterly Bulletin shortly. The statistical enquiries held so 
far have proved to be very valuable: for example, they have 
shown that there was a much faster rate of growth than 
was previously assumed in the overseas earnings of the 
banks and of the Baltic Exchange between 1965 (when the 
original Committee on Invisible Exports first insti tuted com
prehensive enquiries) and 1969 (when the Bank 's first en
quiries took place). This has necessitated some substantial 
revisions of the balance of payments estimates for the inter
ven ing years, and a review of the methods of estimation in 
use. 

As mentioned in last year's Report, the Department of 
Trade and Industry, with the encouragement and help of 
the Bank, have been collecti ng quarterly information on 
the liqu id assets and liabilities of a sample of large com
panies; th is survey has now been running for over a year, 
and has already provided valuable additional material on 
the liquidity position of the company secto r. 

The Bank have continued to deve lop the ir contacts with 
industry throughout Great Britain and Northe rn Ireland. As 
already noted, this is an important part of the duties of the 
Agents and senior staff of the branches, who take steps to 
ensure that their contacts are properly representative of 
local industry and services. Directors and senior officials 
from head office also make frequent visits to the reg ions 
as another way of keeping the Bank informed of local 
developments; during the year there were 13 of these visits, 
giving opportunities for discussions with representatives of 
223 companies. 

Last year's Report referred to the formation of the Bank's 
Economic Section early in 1970. During the year under 
review the section made a valuable contribution to the 
consideration of a number of economic and financial issues 
involving different departments in the Bank; and it was able 
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to develop further some statistical techniques used by the 
Bank. Among the more important extensions of its work, the 
section is in the process of taking over, in conjunction with 
the Central Statistical Office, the compi lation of statistics of 
the assets and l iabi lit ies 01 each sector of the economy, and 
research into the relationships between the sectors' bal· 
ance sheet positions and the flows of fu nds among them, 
which were being developed by the Department of Appl ied 
Economics at Cambridge University. Several research pro
jects have also been completed or are under way. Some 
of the results have been published as articles in the Bank's 
Quarterly Bul/etin and others have been or will be presented 
at academic conferences prior to publication. Thus , at last 
year's conference of the Association of University Teachers 
of Economics a paper was given on the effect of interest 
rate changes on holdings of assets with fixed capital values, 
and at the same conference this year the preliminary results 
of research into the term-structure of interest rates on 
British government securities were presented. A paper on 
the transmission mechanism of monetary policy was read at 
the Konstanz monetary seminar in June and, at this Septem
ber's European meeting of the Econometric Society, a paper 
on the demand for money will be presented. Partly through 
this increased participation in conferences, contacts with 
universities and other outside bodies have been extended 
and improved. 

Staffing and other internal matters 

Numbers of staff 
The staff of the Bank changed very little over the year and 
at the end of February 1971 those in full-t ime employment, 
including some 1,300 non-c lerical staff at the Printing 
Works, numbered nearly 7,000. A further 800 women were 
emp loyed part time, 550 of them at the Printing Works and 
most of the remainder in the Accountant's Department. The 
banking staff employed full t ime numbered around 4,500, 
allocated among departments broadly as follows: 

Cashier's Depa rtm ent 
Accountant's 
Department 

Overseas Department 

Economic Intelligence 
Department and 
Economic Section 

Management Services 
Department 

Other 

1,350 - including 350 at the branches 

1,200 
800 - including some 500 on exchange 

control work 

200 

150 
800 - Secretary's, Establishment and 

Audit Departments and 
Printing Works 

4,500 

The weekly average number of staff employed during the 
year ended 28th February 1971 was 7,581, including the pari' 
time staff, and their aggregate remuneration for the year 
was £12,560,000. 

The number of banking staff is now about 25% smaller 
th an it was some twenty years ago. The following figures 



(which include, where relevant, an allowance for part-time 
employees) show that the relative proportion of men to 
women within the total has remained fair ly constant. 

End-February 1950 
Men 2,550 
Women 3,650 

6,200 

1955 
2,200 
2,950 

5,150 

1960 
1,850 
2,750 

4,600 

1965 
1,700 
2,550 

4,250 

1971 
1,780 
2,870 

4.650 

The general pattern has been considerably influenced by 
fluctuations in the requirements of exchange control. The 
gradual dismantling of wartime controls during the 1950s 
accounted for nearly two thirds of the reduction of staff in 
that period; the rema inder occurred mainly in the Account
ant's Department and was due in large measure to the 
completi on of work arising from the nationalisation of vari
ous undertakings in the late 1940s, The reduction in ex
change control staff cont inued into the early 1960s, in wh ich 
period substantia l benefits were also experienced in the 
Accountant's Department from the transfer of the work of 
dividend preparation to computers. Recent years have 
seen further economies in the staff of the Accountant's 
Department from the transfer to magnetic tape of the stock 
registers themselves; however, these economies have been 
outweighed by a renewed expansion of exchange control 
work and the introduction or extension of work now per
formed by the Management Services Department (see page 
44). the main benefits from which lie in the future. 

Secondments, recruiting and traIning 

As well as Bank stall serving abroad, to whom reference 
has already been made, two members of the staff were on 
temporary secondment to H.M, Treasury and one to the 
Cabinet Office at the end of last February. A fourth was 
wo rk ing at the Department of Trade and Industry and five 
others were attached to the Secretariat of the Panel on 
Take-avers and Mergers. 

During the year the Bank recru ited 23 men and 12 women 
with honours degrees and 50 men and 29 women who had 
undertaken a full General Certificate of Education advanced 
level course in two or more subjects. 221 women with 
ordinary level General Certificate of Education qualifications 
were recruited for the more routine clerical work; 53 women 
with similar qualifications were recruited to train as punch 
operators, and a further 64 as typists. 203 other men and 
women were recruited to the supplementary staff. 

Last year it was reported that a new shortened induction 
course lasting about five weeks would be held for both new 
entrant graduates and school-leavers. Nine such courses 
were held during the autumn and the experience gained will 
be put to use in framing the length and scope of the courses 
this year. In other respects staff training has continued 
on the same tines as before, although the secondment of 
two members of the Establ ishment Department for periods 
of six months' training to the Industrial Society wi l l from 
th is year enable the Bank to run their own internal junior 
management courses. 
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Management development 

Following the formation of a Management Development 
Division within the Establishment Department and the 
appointment of a Management Development Manager, men
tioned in last year's Report , the Court of Directors have 
approved a management development programme. The pro
gramme aims to give each member of the staff a fuller 
opportunity to develop his or her talents and abilities; to pul 
greater responsibil ily on each manager to develop the stafl 
below him; to increase job satisfaction and efficiency by 
encouraging more delegation, better communications and 
training ; to give members of the staff the opportunity at least 
once a year of discussing their performance and prospects 
with a senior; and to involve staff more in planning their own 
careers. A new and improved appraisal system has been 
designed for introduction later this year; it will provide a 
framework within which progress can be made towards 
achieving the aims of the management development 
programme, 

Management services 

As described in last year's Report, a Management Services 
Department was established on 1 st June 1970. Its main 
function is to study the work processes of the Bank and 
to recommend and implement improvements where appro
priate . The staff of the new department was drawn mainly 
from what unt il then had been the Organisation and Method 
Section of the Secretary's Department. 

The year under review saw the completion of a number 
of computer projects, including accounting arrangemenls 
for tax reserve certificates and a significant extension 01 
the existing computer system for current account banking. 
A system for the preparation 01 weekly wages reached its 
final stages of testing and has since been implemented; 
other projects are at various stages of development. 

Planning for future computer systems continued. The 
work being carried out by the Accountant's Department 
has already been mentioned; elsewhere further investiga· 
tions were made into a proposed integrated accounting and 
management informat ion system for the Cashier's Depart· 
ment and a comprehensive system for the main statistical 
work of the Economic Intelligence Department. By the end 
of the year decisions on the next stage of the Bank's com
puter development were imminent. 

Following a successful pilot scheme, a start was made 
with the introduction of clerical work measurement in a wide 
selection of clerical tasks throughout the Bank. The respons~ 
bilities of the team engaged on this work were broadened 
into a clerical work improvement programme with the task ot 
helping to achieve economies and greater efficiency in the 
areas reviewed . 

By the end of the year, a work assessment covering a wide 
range of jobs throughout the Bank had been completed. 
Unlike work measurement, which seeks to determine the 
proper time to be allowed lor carrying out a clerical process, 
the object of work assessment is to establish the appropriate 
re lationship between jobs by evaluating them in terms of 
selected factors . 



Budgetary and cost control 

To improve cost control procedures, as foreshadowed in 
last year's Report, the Bank have engaged the services of a 
consultant who is directly responsible 10 the Deputy Governor 
for the development and maintenance of the budgetary con
trol system, and for defining and producing financial infor
mation for the more effective planning and control of the 
Bank 's current and capital expenditure . 
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