
Commentary 

This  Commentary is mai n ly concerned with developments 

dur ing the three months from February to Apri l .  Costs and 

prices continued to r ise steeply, although there were s igns 

of a check to the rate at which wages and salaries were i n

c reas ing .  At the same t ime domestic activity slackened 

fu rther. In his Budget statement, the Chancel lor  of the 

Exchequer announced measu res to increase demand 

modestly later in the year, and to ease financial pressures 

on companies. He also proposed a number of fundamental 

changes in the tax system , to take effect in 1 973 or later; 

more imm ediately, new techniques of monetary control are 

being examined. There were further substantial inflows of 

exchange duri ng the fi rst quarter, partly to rel ieve l iqu id ity 

shortag es i n  the revenue season and partly to take advant

age of favourable i nterest d i fferentials. Bank rate was 

reduced on 1 st Apri l .  Sterl i ng remained firm du ring that 

month and conti nued so early in May, when m ovements of 

do l lar  funds i nto deutschemarks and some other currencies 

became very large; i t  was announced on 9th May that the 

deutschemark and the Dutch g u i lder wou ld ,  for a t ime, be 

a l lowed to f ind thei r own levels i n  the exchange markets, 

and that the Swiss franc and the Austrian sch i l l i ng were to 

be revalued.  The expansion of the money stock as a result 

of the exchange inflows i n  the fi rst quarter was partly 

counteracted by unprecedented ly large offic ia l  sal es of g i lt

edged stocks; in the event, the money stock increased at 

much the same rate as in earl ier  quarters of the financial 

year, but domestic credit contracted som ewhat. 

Domestic economy 

There was an a i r  of i ncreasing hesitancy and uncerta inty 

about the economy in the weeks before the Budget. The 

central problem remained what it had been for the past 

year or more - an u nusual ly  steep rise in i ndustrial costs 

accompanying only a sma l l  increase in output. But the effects 

of th is  situation upon unemployment, company profits and 

industrial i nvestment - and therefore the prospects for 

g rowth - were becoming increasingly apparent; and the re

sult ing pessim ism was heightened by a number of business 

fai lures, inc lud ing the appointment of a receiver for Rol ls

Royce L im ited at the beg inning of February. 

Although wage and salary costs continued to rise very 

steeply, there were some s' igns that the rate of increase was 

no longer accelerat ing.  Average earn ings i n  the fi rst quarter 

were less than 2% h igher than in the preceding three months, 

fo l lowing quarterly increases of between 3% and 4% 
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Wages, earn ings and prices 
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throughout last year. As a result, earnings rose by about 

1 1  % over the twelve months to March, whereas earl ier  

comparisons with the previous year had shown i ncreases 

rang ing up to 1 4 % .  Part of the slowing down in the fi rst 

quarter was attributable to a reduction i n  overtime earnings 

and an increase in  the numbers working short t ime; part, 

too, must have been caused by the l oss of earnings i n  a 

period when an unusual ly larg e  number of working days 

was l ost through strikes. The average level of wage sett le

ments seems to have shown l ittl e  decl ine, but the numbers 

receiving pay increases happened to be much smal ler  i n  

these m onths. However, the effect of some recent sub

stantial  settlements i n  the m otor i ndustry and i n  other parts 

of the private sector rema,i ns to be seen. 

With earni ngs r is ing somewhat less than in previous 

quarters, and a further r' i se i n  the numbers out of work, the 

g rowth of i ncomes probably s lowed during the f irst quarter. 

The rise in retai l  pr ices, on the other hand, seems to have 

conti nued to accelerate in recent months - although, un l i ke 

earnings, these m ovements are not seasonal ly adjusted. A 

particu larly sharp increase i n  the m onth to m i d-Apr i l  

brought pri ces a lmost 9t% h igher than they had been 

twelve m onths previously; in  January and February, the rise 

over the year had been about 8!- % .  Al lowing for this con

t inued r ise i n  prices, for payments of taxes on i ncome, and 

for national insu rance contributions, the amount avai lab le 

for  expend itu re on personal consumption or for  saving m ay 

not have g rown m uch, if at a l l ,  s ince the beg inn ing  of this 

year. The volume o,f personal consum ption began to expand 

qu ite qu ickly in the spring of 1 970, but the rise was checked 

towards the end of last year, and there was a lmost certain ly 

some fal l i n  consumption i n  the first quarter. Quite apart 

from the trend i n  real incomes, however, there were a n um

ber of special fadors contributing to this fal l, i nc lud ing a 

sharp reduction i n  m aH order business duri ng the seven

week postal strike from l ate January to early March. 

There were few signs of buoyancy about the other main 

e lements of demand i n  the fi rst quarter. There has been 

l ittle  or no g rowth ' in the volume of exports since the spring 

of last year.  Private manufacturing i nvestment g rew only 

s lowly in  1 970 as a whole, and seems to have fal len a l ittle  

at  the end of the year. There is  un l i kely to  have been any 

improvement at the beg inn ing of this year, to j udge from a 

decl ine in the engineering industries' del iveries to the home 

market i n  the fi rst quarter; nor does a pronounced fal l in 

new domestic o rders look hopefu l for the future. In the 

early m onths of the year, a number of companies 

announced that they were curta i l ing their  p lans for capital 

expend itu re. On the other hand, i nvestment in new housing 

may have increased a l ittle i n  the fi rst quarter when, per

haps because of the m i ld weather, there was a rise i n  the 

number of new houses completed. Bu i l ders expect a s ign i

ficant i ncrease i n  the amount of new work started for 
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p rivate ownershi p  this year; there was only a smal l  increase 

between the fou rth and first quarters and there has, indeed, 

been littl e  change since the midd le  of last year, but the 

g rowth in  bu i ld ing societies' advances, and in  thei r  liquid 

funds, m ay perhaps be taken as a hopefu l s ign. However, 

the number of houses started for the pub l ic  sector con

tinues to decline. Final ly ,  private industry's stocks were 

built up substantial ly in the fou rth quarter, but this must 

partly have been an involuntary reaction to the check to 

consumers' expenditure, and it is un l ikely that there has 

since been much further accumulation. 

With redu ctions in demand and some further rise in the 

volume of imports, domestic output appears to have fal len 

appreciably in the period before the Budget. Industrial 

product ion was m ore than 1 % l ower in the first quarter than 

in the preced i ng three months and was the l owest for two 

years; within the total ,  manufacturing output fel l  by more 

than 3%. As a l ready noted, product ion was again ham pered 

by industria l  stoppages; a lthough the number of disputes 

was rather smal ler  than in other recent quarters, the num

ber of working days lost ' i n  the first quarter, at 9t mil lion, 

was almost as large as in the whole of last year, and larger 

than in any other post-war year. This total relates on ly to 

stoppages arising from 'industrial  disputes and does not 

inc lude time l ost from other causes, such as demonstra

t ions against the Industrial Relat ions B i l l .  The number of 

days lost in Apri l ,  however, was very much smal ler  than the 

month ly rate i n  the fi rst quarter. 

Unemployment continued to rise steeply in the early 

months of the year. Seasonal ly adjusted, the num bers 

whol ly out of work (excluding school- leavers and those tem

porar i ly stopped) had risen to 731 ,000 early in  M ay, or 3·2% 

of the total number of employees. This brought the increase 

since last October, when unemployment began to rise 

sharp ly ,  to 1 55,000. The m ovement probably reflected not 

only the s lackness of demand but a lso the pressu re on 

company p rofits and liquidity caused by rising wage and 

salary costs when output was depressed. Some com panies 

m ay also have decided that they need no longer keep a 

reserve of labour against a prospective rise in output now 

that the numbers unemployed have become so larg e. The 

rise in the numbers unemployed was, u ntil Apr i l ,  accom

panied by a redu ction in the number of vacancies notified 

for adult workers; although the fal l  in vacancies was 

checked in May ,  it is too early as yet to know whether this 

represented a change of t rend. 

The Budget 

The Chance l lor  judged that, in the absence of any change of 

policy, output would probably continue to g row on ly s lowly, 

offering little  incentive to industrial investment.  He therefore 

proposed measures to achieve a moderate increase in 
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activity and to encourage investment. His proposals are 

expected to reduce tax revenue in the present financial year 

by some £550 million and to bring the borrowing requirement 

for the public sector as a whole to some £1 ,200 mil lion .  But 

the changes were designed particu lar ly to encou rage sav

ings and to ease the financial pressu res on com panies; they 

are expected to increase demand only modestly and to 

raise output in the first half of 1 972 to about 3% higher than 

a year earlier, in  line with the probable rate of increase in 

productive potentia l .  

I t  had al ready been announced last October that the 

standard rate of income tax would be reduced by 2! % 

from 6th April (the beginning of the present tax year ) .1 

The Chancel lor  now proposed a lso to increase child a l low

ances, and to reduce the rates of taxation on higher earned 

incomes from a maximum of nearly 89% to 75% .  Selective 

employment tax would be halved from 5th Ju ly ;  and, fol lowing 

the reduction in corporation tax from 45% to 42!% as from 

1 st January 1 971 , which was a lso announced last October,1 

there would be a further reduction,  to 40% ,  in corporation 

tax payable ( mostly next January ) on profits earned in 

the f inancial year 1 970/71 . After al l owing for the increased 

national insurance contributions mentioned below, these 

reductions in selective employment and corporation taxes 

wi l l  reduce commercial tax payments by rather more than 

£300 mil lion in the present f inancial year. Among smal ler  

changes, the Chance l lor  proposed to abolish the tax dis

tinct ion between short and long-term capita l  g ains and to 

tax such g ains at the l ower long-term rate ( although gilt

edged stocks wi l l  continue to be exempt if held for m ore 

than twelve months) ;  and, where sales of assets do not 

exceed a total of £500 in a year, capital g ains wil l  be 

exempt from tax. N ational insurance benefits are to be 

increased in September, involving higher contributions from 

employers and employees. Fina l ly ,  various improvements 

were made in the terms of national savings. 

The Chancel lor  also announced a number of fundamental 

tax reforms to take effect from Apri l  1 973 or l ater. Income 

tax and surtax are to be combined into a sing le  g raduated 

tax on personal income; selective employment tax and pu r

chase tax are to be replaced by a value-added tax; and 

corporation tax wi l l  be changed so as to abolish discrimina

tion against d istributed profits. 

Dealing with the balance of payments, the Chancel lor  

stressed the need to maintain a large surplus on current 

account to finance the repayment of the remaining debt to 

the International Monetary Fund and to support normal 

capital and investment flows. He felt unable at present to 

authorise any general relaxation of exchange control on 

overseas investment, and he asked companies and institutions 

to continue to observe the voluntary restraints o n  investment 

in the more developed countries of the sterling area. 

1 See December 1970 Bulletin. pages 386 and 387. 



Monetary policy 

The Chancel lor  judged that, in view of the g rowth of 

incomes, any immediate attem pt to reduce the rate of in

crease in  the stock of money to much below 3% a quarter -

the average between Apri l  and December last year - might 

carry risks for liquidity and employment; but as the rise in 

costs and prices moderated, his aim would be to slow the 

g rowth of the money stock. Speaking of monetary policy 

more g enera l ly ,  the Chancel lor  said that the techniques of 

monetary control should be made flexib le enough to a l low 
scope for com petition and innovation in the banking system . 

He envisaged arrangements which would operate on the 

banks' resou rces, as an alternative to the existing quantita

tive guidelines and cei lings on lending,  and which could be 

extended to the finance houses and other relevant institu

tions. Such arrangem ents were being investigated, but 

meanwhi le  the present methods of control  would continue. 

The banks and finance houses have been asked to ensu re 

that thei r restricted lending does not rise in the quarter to 

June to more than about 2� % above the limits previously 

set for last March, and the Bank have advised them not to 

enter into commitments during this relatively short period 

which would later resu lt in  a significantly faster expansion 

of their lending . 1  The g eneral  guidance on the direction of 

lending sti l l  stands. 

The Bank have since circu lated to the banks and finance 

houses, as a basis for discussion, a paper setting out pro

posals for changes in the system of c redit cont rol ;  this 

docum ent is reproduced on pages 1 89-93. The proposals 

are now under discussion with the institutions concerned. 

At the sam e time, the Bank have decided to restrict their  

operations in the gi lt-edged market, and to return towards 

the position in the market which they occupied up to some 

ten years ago. From 1 7th May onwards, the Bank have no 

longer been prepared to offer a price, when requested, at 

which they wi l l  buy stock outright, except for stocks with 

one year or less to run to maturity; pu rchases of longer

dated stocks wil l  in futu re be made only at the Bank's 

discretion and initiative. The Bank wil l  exchange stock 

with the market, at prices of their own choosing,  except 

where this would undu ly shorten the life of the debt; and 

they are prepared to sel l stocks on terms which they con

sider appropriate. These changes wil l  help to limit the 

f luctuations in the banking system 's resou rces arising from 

official operations in the gilt-edged market; and, by leaving 

prices to reflect market conditions more closely, the 

changes are consistent with the m ove to g reater freedom of 

com petition in  the banking system . 

Short-term interest rates 

International interest rates continued to fal l steeply in Feb

ruary and early March, as they had since the midd le  of 

last year, largely in  response to easier monetary conditions 

in the United States. U.S.  discount rates were reduced by 

1 The notice which the Bank issued on 30th March to banks and finance houses 
is reproduced on page 194. 
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a fu rther i % ,  to 4t % ,  in mid-February - the fifth such 
reduction since last October - and U.S.  com mercial banks 

similarly lowered their prime lending rates a few days l ater, 

to 5i % .  Domestic demand for loans remained smal l ,  however, 

and prime rates were reduced yet again, by t % ,  towards the 

middle of March . These movements contributed to a further 

decline in euro-dol lar rates as U.S.  banks continued to repay 

funds borrowed from their branches abroad. Three-month 
euro-dol lars fe l l  from about 5i % at the end of January -

half  as high as when rates began fal ling at the end of 1 969 

- to rather over 5% early in March. In order to limit the re

payment of euro-do l lar borrowing by U .S .  banks, the Export

Import Bank announced on 23rd February an offer of $500 

mil lion of three months' notes at 51- % to the banks' overseas 

branches for payment early in M arch ; this followed an 

earlier, and larger, issue in January .1 

Euro-dol lar rates steadied during March ,  and then rose 

somewhat at the end of that month. International demand for 

funds over the end of the q uarter coincided with an u pward 

turn in  short-term interest rates in the United States - the 

three-month Treasu ry bi l l  rate rose from about 3t% per 

annum in mid-March to about 4% i n  mid-Apri l  - as a result of 

market operations by the U.S.  authorities in  an attempt to 

reduce the outflow of dol lars. To the same end, the U.S.  

Treasury issued $1 ,500 mil lion of three months' certificates 

of indebtedness to overseas branches of American banks 

early i n  Apri l  which,  with the earl ier  issues by the Export

Import Bank, brought the total of such borrowing to $3,000 

mil lion in less than three months. Towards the end of 

Apri l ,  most U.S.  banks raised their prime lending rates by 

i % ,  to 5p/o. Under these infl uences, the rate for three

month euro-do l lar deposits had risen to 6i % by the end of 

Apri l ,  and rates rose further in M ay .  

Interest rates in many other overseas countries were 

lowered in response to the earlier reductions in U.S.  rates 

and those in the euro-dol lar  market, and the movement con

t inued after euro-do l lar rates steadied in March .  The West 

German discount rate was reduced by a further 1 % with  

effect from 1 st Apri l .  U .K.  rates, however, had been compara

tively stable for several months; indeed, some market rates 

had tended to increase between l ate-January and early

March, although the rise was largely reversed over the re

mainder of that month. The U .K .  authorities wished to  avoid 

any further widening of the margin between rates in this 

country and those abroad, and Bank rate was therefore 

reduced by 1 % ,  to 6% , on 1st Apri l .  This reduct ion was 

consistent with the requ i rements of monetary pol icy as 

outl'ined by the Chancel lor  in his Budget statement. After 

these reductions in West German and U.K.  rates,  several 

other Continental countries lowered their official discount 
rates during the fol l owing weeks, in  order to keep thei r 

interest rates in line with those abroad. 

1 See March 1971 Bulletin, page 6. 
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U.K.  market rates fell after the reduction in Bank rate but, 
before allowing for the cost of forward cover, most remained 
above comparable euro-dol lar rates at the end of April -
as they had been since the end of last year. However, the 
cost of cover more than offset the disparity between U.K.  
and overseas interest rates. Forward margins had increased 
sharply towards the end of January and remained large 
during the following three months; this reflected increased 
borrowing of sterling by means of swaps by those who pre
ferred to avoid buying it outright at the high spot rates which 
prevai led. For three months' cover, the cost rose to the 

equivalent of 4i % per annum in mid-February, and still 

stood at 2i % at the end of Apri l .  As a resu lt, the main covered 
interest comparisons were u nfavourable to sterling through

out the three months, especially during February and after 

the reduction in Bank rate. 

Balance of payments 

Part of the l arge movement of funds from the United States 

in the first quarter was attracted to the United Kingdom. 

The currency inflow tota l led as much as £973 million during 

the q uarter, a litt le more even than in the same period last 

year. Although covered interest differentials were unfavou r

able, some of these funds were no doubt attracted by the 

high uncovered rates. Others were brought in to ease short

ages of liquidity in the revenue season and, to the extent 

that these were intra-company transactions, interest com

parisons may not have been the dominant consideration.1 

Yet other funds were p robably attracted by the expectation 

of capital appreciation as secu rity yields fel l .  Finally, part of 

the inflow represented seasonal additions to the reserves 

of overseas sterling countries. 

Among identified movements, overseas investment in the 

United Kingdom was much larger than U .K. investment 

abroad, mainly because of borrowing abroad by U .K. public 

corporations and increased portfolio investment by overseas 

residents in gi lt-edged stocks and U.K. com pany securities. 

But additions to monetary balances accou nted for a large 

part of the recorded inflow. As al ready noted, overseas 

sterling countries added very substantia l ly to their holdings 

of sterling,  reflecting both seasonal movements and the 

continued strength of the balance of payments of many of 

these countries; and there was also some rise in the hold

ings of non-ster ling countries, which no doubt included 

funds attracted by the favourable uncovered interest 

differentials. As wel l  as these increases in sterling bal

ances, U.K. com panies again borrowed quite large amou nts 

in foreign cu rrency through thei r  banks for domestic use, 

though much l ess than in the previous quarter.2 (After 1 2th 

January, this borrowing was restricted to m edium and 

1 The relevant interest comparisons might in any case differ from those based 
on rates in the main markets. 

2 In Table 19 of the annex, this borrowing is included in the item "Foreign 
currency transactions of U.K. banks". 
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longer-term finance, althoug h  existing authorisations to 

borrow were a l lowed to stand.!)  Unidentified f lows reflected 

in the balancing item were even bigger than in the fi rst 

quarter last year, and it is here that the intra-company 

transfers are m ainly reflected. 

The seasonal ly adjusted surplus on current account was 

fairly large but, before seasonal adjustment, these trans

actions did not contribute much to the i nflow; earni ngs from 

invisi b le transactions were again substantial ,  but the un

adjusted trade fig u res, as recorded, showed a sizable 

deficit. However, the trade returns were i ncomplete because 

of delays in documentation caused by the postal strike; and 

the shortfa l l  probably affected exports more than imports 

(which must itself  have contributed to the favou rable bal

ancing item ) .  Most of the d istortion shou ld  have been 

reversed by the end of Apri l ,  and a better i ndication of 

recent trading trends can be obtained by com paring the 

average for the first fou r months of the year with that for 

the previous six m onths (which are taken together to 

el iminate the effects of the J u ly dock strike ) .  On this basis, 

exports rose by 2t%. This rise in value was attributable to 

a further increase in export prices; there has been little 

change in volume since last spring.  The volume of imports, 

on the other hand, rose fai rly sharply over the first fou r 

m onths of the year, despite the slackness of domestic 

demand. The comparison with the second half of last year 

is affected by the arrival of three more Soeing 747 aircraft 

in March but, when these are l eft out of account, the 

increase in the volume o,f im ports was probably sti l l  i n  the 

region of 2%. 

The moderate trade deficit which emerged as a resu lt of 

these developments continued to reflect the larger rise in 

export prices than in import prices. Export prices have 

recently risen rather faster than domestic prices, so restor

ing some of the relative profitability of sel ling abroad; but 

they have also been rising more than those in competing 

countries overseas, and the price advantage afforded by 

deval uation has now been considerably eroded. However, 

this process wi l l  have been checked to the extent that the 

exchange values of a number of Continental currencies 
were increased in M ay ,  as a result of developments des

cri bed later in this Commentary, in  the section on foreign 

exchange and gold markets. 

A White Paper published on 26th Apri l2 annou nced that 

the Government are to introduce a scheme to insure overseas 

investment against such risks as war, expropriation and 

restrictions on remittances. This is intended primarily to 

encourage private investment in developing countries. The 

scheme wi l l  be administered by the Export Credits Guarantee 

Department, and wil l  be comparable with those a lready in 

existence in most other industrialised countries. It wil l  cover 

on ly di rect investment, and existing assets wil l  not be 

! See March 1971 Bulletin, page 8. 
2 British private investment in developing countries; Cmnd. 4656. 
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e ligible (although the extension or modernisation of existing 
investment cou l d  qualify ) .  The White Paper also considers 
other methods of encouraging investment flows to developing 
countries. Among these, some changes in taxation arrange
ments on income arising overseas are envisaged; but the 
Government have decided against any relaxation of exchange 
contro l on investment flows at present, because this would 
probably cost substantial amounts of official exchange and 

yet have little effect o n  the volume of direct investment in 

developing countries of the non-sterling area. The Govern

ment would,  however, be prepared to consider a request 

from the International Bank for Reconstruction and Develop
ment for renewed access to the London market at an 

appropriate time. 

Reserves and special facilities 

The reserves benefited during the March quarter not only 

from the large currency inflow but also from the second 

a l location, in January, of Special Drawing Rights o n  the 

International Monetary Fund, amounting to £1 25 million. Thus 

the total avai lable for official financing transactions was as 

large as £1 ,098 mil lion.  

Of this total ,  £686 mil lion was used to reduce the amount 

outstanding on special borrowing faci lities from overseas 

monetary institutions. The whole of the remaining amount 

due to central banks and institutions other than the I .M.F . 

- a total of £399 mil lion ($957 millio n )  - was repaid, and the 

assistance which had been generously and prompt ly forth

coming from these lenders at times of need was thus com

p letely discharged for the first time in a lmost six years. As 

wel l  as these repayments to central banks and other 

institutions, liabi lities to the I .M.F. were reduced by £287 

mil lion ($689 mil lio n )  in the first quarter, mainly by the 

payment in March of the four quarterly instalments d ue this 

year in respect of the United Kingdom's June 1 968 drawing.! 

The four remaining instalments, each of £67 mil lion ($1 60 

mil lion ) ,  are payable by the end of each quarter next year. 

A further $1 ,000 mil lion drawn from the Fund under the 
1 969 stand-by arrangement wil l  fal l  due for repayment as 

from June next year. 

After these debt repayments in the March quarter, accruals 

of £41 2 mil lion remained. £204 mil lion of this was added to 

the published reserves and £208 mil lion was transferred 

into later m onths by means of special swaps with overseas 
monetary authorities. 

Foreign exchange and gold markets 

For a lmost the whole of the period from mid-February to 

the end of April sterling was consistently stronger in the 

1 The original drawing totalled £583 million ($1,400 mill ion ) ,  but the repayment 
l iabil ity had, by March, been reduced to £552 m i l l i o n  ($1,325 mill ion) as a 
result of the Fund's use 01 sterling in transactions with third countries. These 
sterling operations by the Fund accounted lor £2 mil l ion ($4 mill ion) of the 
reduction i n  U.K. liabilities during the first quarter. 
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Spo,t and 3 months' forward rates for 
U.S. dol lars in Londona 

A S O N D J  F M A 
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The spot exchange rate was close to its upper 
limit throughout the three months from February 
to April, and the forward discount remained 
substantial. 

a Middle closing rates; weekly, Fridays. 
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spot foreign exchange market than at any time since im

mediately after deva luation in November 1 967. The strength 
of spot sterling was mainly a reflection of the general weak

ness of the U.S. dol lar, which at times was being supported 

in nearly every major European centre and in Japan. As 

funds were moved out of do l lars into other currencies the 

original reason for such movements - interest rate advantages 

- became overtaken by g rowing discussion of the possibility 

of further exchange rate adjustments against the dol lar. This 

u ncertainty continued even when, during Apri l ,  interest rate 

reductions in Europe were accompanied by the steadying and 

subsequent firming of rates in  the United States and in the 

euro-dol lar market. Early in May further debate about the 

desirability of exchange rate adjustments caused such large 

transfers of dol lar funds into deutschemarks that, on 5th May, 

the Bundesbank suspended their quotation for dollars; within 

a few hours,  a number  of other European central banks had 

a lso stopped dealing in dol lars, as demand for their  own 

currencies intensified. After meetings of E .E.C. ministers 

and central bank governors at the end of that week, the 

West German authorities announced on 9th M ay that the 

deutschemark was to be a l lowed to find its own l evel in the 

exchange markets for a period. Later the same day ,  the 

Netherlands authorities stated that the g ui lder  would be 

similarly free to fluctuate according to market demand for a 

time; and the Swiss and Austrian GovE)rnments reva lued 

thei r cu rrencies by 7·07% and 5·05% respectively. When 

the exchange markets reopened on 1 0th M ay,  sterling was 

little affected by these developments. 

For most of February and March the spot exchange rate 

stood above $2·41!. The rate fell to $2·411- on 2nd April, 

fo l lowing the reductions in the West German and U.K.  Bank 

rates and the announcement of the U .S. Treasury borrowing 

from the overseas branches of U.S. banks; but this fall 

proved short-lived, and the rate was c lose to its upper limit 

during m ost of the remainder of Apri l  and in M ay.  

Despite the currency uncertainties, the go ld price was 

steady for m ost of the three months to the end of April , in  

the range $38·75 to $39·00 per fine ounce.  The market 
appeared to be adjusted to dealing with current produc

tion at this level .  There was a rise at the end of Apri l ,  however, 

fo l lowing talk of an increase in the monetary price of gold 

and reports that the market had absorbed appreciable East 

European supplies in recent months without l owering prices. 

Fol lowing the temporary withdrawal of a number  of European 

central banks from their exchange markets at the beginning 

of May, the p rice m oved yet higher, to exceed $41 for the 

f irst time since September 1 969. 

Central government financing 

The central government's surplus in the March quarter, the 

main revenue season ,  total led £725 mi l lion. The surplus 
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The central government was in substantial 
surplus in the March quarter but, when the inflow 
from abroad had been financed, there was a small 

domestic borrowing requirement. 

would have been l arger - perhaps approaching £1 ,000 

mil lion - but for delays in tax payments caused by the 

postal strike between late January and early March.1 

Because of the large inf lows from abroad during the q uarter, 

the whole of the surplus was required to finance external 

transactions; and an additional £80 million had to be found 

for this purpose from domestic sources. Investors outside 

the banking sector made substantial purchases of gilt-edged 

stocks, tota l l i ng more than £730 mi l l ion  over the period. 

They also invested over £1 1 0  mi l l ion in national savings, 

the larg est quarterly sum for several years; in part icu lar , 

there were substantia l  addit ions to savings bank accounts, 

probably to take advantage of the increased rates of 

i nterest which became payable around the turn of the year. 

As a result ,  £71 0 mil lion of debt was repaid to the banks 

and discount houses. The banks purchased over £400 

m i l l ion  of g i lt-edged stocks but their  hold ings of Treasu ry 

bi l l s  were reduced by no less than £935 mil l ion; and there 

was a seasonal ly large reduction i n  net government i n

debtedness to the Banking Department of the Bank of 
England. 

For the whole of the financial year 1 970/71, the central 

government had a borrowing requirement of about £60 mil l ion, 

fol lowing a surplus of about £1 ,120 mil lion in the previous 

f inancial year. This comparison is, however, s ignificantly 

affected by the change from net receipts to net repayments 

of import deposits. Leaving these deposits aside, the sur

p lus  would have b een reduced from £930 mil lion in 1 969/70 

to some £350 mil lion last year; the postal strike m ay have 

been responsib le for approaching one half  of this reduction, 

and increased borrowing by l ocal authorities and nation

al ised industries was another im portant factor. 

Gilt-edged market 

A strong demand for gilt-edged stocks had emerged in 

January, in  the belief that the fal l in  international interest rates 

would soon be matched by reductions in domestic  rates. 

This remained the dominant influence in the market through

out February and March , and the demand continued to be 

very heavy. The authorities w ished to resist any substantial 

fal l  in  yields,  and sold unprecedented amounts of stock. In  

the  two months from the middle of January to mid-March, 

four new issues of tap stocks were made - two short-dated 

and two long - to a nominal total of £2,300 mi l l ion.2 In 

each case, the issues were made on terms calculated to 

emphasise the authorities' reluctance to see any rapid fal l  

i n  yields. 

1 For example. the strike delayed d iscussions between the Inland Revenue and 
taxpayers about the amount of tax due, where this remained to be settled. 

2 13th January A further £600 mi llion of 6!% Treasury Loan 1976 at £94'25 per 
£100 nominal, to yield just over H% to redemption. 
20th January A further £500 m i l l ion of 9% Treasury Loan 1994 at £94'50. to 
yield about 9.,...%. 
23rd February £600 million of 6!% Exchequer Stock 1976 (a new stock) at 
£95'50. to yield just under 7i%. 
1 1th March £600 m i l l ion of 9% Treasury Loan 1992/96 (a new stock) at 
£95'50. to yield about 9!%. 
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Official transactions in  
g ilt-edged stocks by matu rity 

C millions 

Over 15 years and undated 

5 to 15 years 

1 to 5 years 

Up to 1 year 

Redempt ions/ conversions 

-Net 

Official sales 

_ Official purchases 

1969 19 7 0  19 71 

Official sales of gilt-edged stocks were 

exceptionally heavy in the March quarter, 

particularly of medium and longer-dated 

maturities. 
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Early in February, the market demand was mainly for 

short-dated stocks but, when the issue of 6t% Exchequer 

Stock 1 976 was announced on 1 7th February o n  virtua l ly 
the same terms as for the expiring short tap stock, there 

was substantial switching into longer-dated stocks, especia l ly 

the long tap (9% Treasury Loan 1 994 ) _ The demand for long

dated stocks continued over the fo l lowing weeks and supplies 

of the long tap were reduced to such an extent that the 

issue of a new stock, 9% Treasury Loan 1 992/96, was 

announced on 5th March .  Demand slackened fol lowing the 

announcement ,  but  recovered later i n  the month. Market 

purchases of short-dated stocks, mainly the short tap stock, 
also became heavy aga in  in  the second half of March ,  when 

there were growing expectations of a reduction in Bank rate. 

The market was further encou raged by the Budget,  and 

demand was heavy following the announcement at the end 

of the month of the lowering of the West German discount 

rate.  

During the March calendar q uarter, the authorities' net 

sales of stock totalled nearly £1 ,250 m i l l i on.1 They redeemed 
£1 04 million of 6t% Treasury Stock 1 971 at maturity on 28th  

January, and  bought a further £260 million of stocks maturing 

du ring 1 971 ; but they sold £340 mil l ion  of other short-dated 

issues and £1 ,270 mil lion of medium and long-dated stocks. 

The g reater part of these sales were to domestic investors 

O'uts' ide the b anking sector - notably insurance companies 

and building societies - though the banks and discount 

houses also bought considerable amounts; identified purch

ases by overseas i nvestors were smal ler  by comparison, 

although much larger than in most quarters. 

The market was considerably qu ieter in April, following the 

reduction i n  Bank rate, but on balance investors did not sell 

any s ignificant amount of s,tocks; smal l  net sales in the first 

half of the m onth were almost matched by purchases i n  the 

last two weeks. Market purchases became heavy again early 

in May, particularly of l ong-dated stocks, when the d evelop

ments in Continental 'exchange markets encO'uraged expect

ations of a further redu ction in U .K .  interest rates. The 

publication of the new proposals for credit control  on 1 4th 

May caused some init ia,1 marking down of pri ces; but there 

was then 'a recovery and the market soon became quiet and 

reasonably well balanced. 

The redu ction in yields in February and March was com

paratively smal l ,  given the demand for stocks. The fall was 

typical ly in the region of t% on short-dated issues and 
t %  on the longer matu rities, though the tap stocks changed 

much less. Fol lowing the reduct ion in Bank rate, most short 

yields fell by ra,ther more than t %  in Apri l ,  and were mainly 

in the region of 6i%-6t% (again exclud ing the tap stocks ) 

at the end of that m onth.  Medium yields changed l itt le  in 

Apri l ;  but long yields tended to rise over the month as a 

whole,  by amounts ranging u p  to about t % ,  and c losed the 

period in  the region of 9t %. 

1 See Table 3 (1) o f  the annex. 
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In view of the large demand for stock, the fall in 

yields was comparatively small in the three 

months to the end of April. 

a The lines begin at Bank rate and continue through the 
Yield on 91-day Treasury bills to those on British 
government stocks. 

Banks and discount houses 

Tax payments during the revenue season had a smal ler 
effect on bank deposits and advances than had been ex
pected because, as al ready mentioned, some payments were 
delayed by the postal strike. But there were considerable 
movements of funds both into and out of the banking sector 

as a result  of the inflows of exchange and the investment in 

gilt-edged stocks. 

In the three months to mid-April net deposits with the 

London clearing banks rose by £340 mil lion after seasonal 

adjustment. Deposits were swol len by the substantial inflow 

of funds from abroad, although tax payments to the 

Exchequer and official sales of gilt-edged stocks to the 

public were working in the opposite direction. Restricted 

lending rose very little during these three m onths. Over the 

year to mid-March, this lending had risen by some 3i %, 

which was wel l  within the limit of about 5% which the banks 

were asked to observe in Apri l  last year. The banks' efforts 

to achieve the necessary restraint were reinforced by a 

slackening in the commercial demand for advances because 

of the s low g rowth of the economy, the inflows of funds from 

abroad, some improvement in the new issue market in 

recent months, and the delays in tax payments because of 

the postal strike. 

The c learing banks bought £85 mil lion of gilt-edged stocks 

in the three m onths 'to mid-April, but their liquid assets 

were reduced by £300 mil lion, mainly because of fal l s  in the 

amount of money lent at cal l  to the discount market and in 

the banks' holdings of Treasury bi l ls .  Even so, the combined 

liquidity ratio in Apri l  was 32'3% ,  a comparatively hig h  figure 

for that m onth. 

Towards the end of the three-month period, in the banking 

month to mid-April, the clearing banks' net deposits tu rned 

downwards, and fel l by c lose on £1 00 mil lion ( sea'sonal ly 

adjusted ) .  Tax payments were catching u p  after the postal 

strike and this, together with the continuing substantial 

official sales of gilt-edged stocks, offset the effects of the 

inflow from abroad. There was a further fal l  of £40 mil lion 

in net depos,its in the fou r weeks to 1 9th M ay.  In this period 

restricted lending was unchanged, but there were substantial 

reductions in the clearing banks'  advances to local author
ities and nationalised industries. The combined liquidity ratio 

hard ly changed on the month and, at 32'2%, remained 

unusual ly hig h  for this time of year at the end of the 

revenue season. 

During the March calendar quarter, sterling deposits with 

the accepting houses, overseas and other banks, excluding 
inter-bank funds, rose by nearly £50 mil lion. The rise was 

entirely due to a substantial increase in overseas deposits; 

domest·ic deposits were d rawn down, as they usual ly are 

in the revenue quarter, althoug h the reduction might wel l  
have been g reater but for the postal strike. As wel l  as the 

rise in deposits, there was another increase in sterling 

certificates of deposit in issue: the amount of these certifi-
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cates outstanding m ore than doubled du�ing the financial 

year 1 970/71, although there was also a considerable in

crease in the amount held by this g roup of banks. 

Local authorities borrowed heavily - some £240 mil lion 

- from these banks in the March quarter, after relying m ain ly 

on longer-term borrowing from the Public Works Loan Board 

and market mortgages in the previous six months. The 

banks increased thei r  holdings of longer-dated gilt-edged 

stocks for the first time for a year, but withdrew l arge 

amounts of money lent at call to the discount m arket. 

Sterling l ending to other U.K. residents (excluding banks) 

increased by about £55 mil lion d u ring the quarter, but 

lending to overseas residents fel l  slightly. Over the twelve 

m onths to M arch,  the rise in restricted lending for these 

banks taken as a g roup was broadly in accordance with 

the 7% limit which they had been asked to observe. A 

further rise in foreign currency lending to U .K .  companies 

was very much smal ler  in the M arch quarter than in the 

previous three months. This lending is used partly to finance 

investment abroad, and part ly for domestic purpo·ses; as 

almady n oted, lending for domestic use was restricted to 

medium and longer-term facilities by an amendment to 

exchange control regu lations early in January. 

As is usual in the M arch quarter, the discount market's 
borrowed funds fel l  steeply, by some £550 mi l lion; the 

c learing banks and the accepting houses, overseas and 

other banks withdrew rough ly equal amounts. At the same 

t ime, the houses bought about £220 million of gilt-edged 

stocks. As a resu lt, thei r  bi l l  holdings fe l l  by over £800 

mil lion, including £680 mil lion of Treasury bi l ls .  

Money stock and domestic credit 

The money stock rose by some £560 mil lion seasonal ly 

adjusted, or about 3%, in the M arch quarter - much the 

same quarterly rate of increase as in the first nine m onths 

of the financial year. But whereas most of the increase 

in earlier quarter.s could be attributed to the expansion of 

domestic credit, this was nOlt so in the M arch quarter. 

Domestic credit contracted by about £50 mil lion (also 

seasonal ly adjusted ) during these three m onths, and the 

increase in the money stock reflected the large inflows 

from abroad. The delays in tax payments because of the 

po-stlal strike tended to increase money stock and domestic 

credit, both in the March quarter and in the financial year as 

a whole. 

The "eduction in domestic credit in the M arch quarter 

was attributab le  to the very large official sales of gilt-edged 

stocks which, together with sales of other central govern

ment debt, were more than enough to offset expansionary 

movements elsewhere. The central g overnment had a sizable 

borrowing requirement on a seasonal ly adjusted basis, 

because of the de.l ays in tax receipts c aused by the postal 

strike; and, as in the previous quarter, other parts  of the 
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Despite the large inflow from abroad, the 
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quarter was at much the same rate as earlier in 

the financial year. 

a The broadest coverage ( Ml )  as in Table 12 of the 
annex. 

public sector  - notably the local authorities - borrowed 

large amounts. Bank lending to the private sector and in 

sterling to overseas was much the same as in the two 

previous quarters; within the total, foreign currency lending 

to U.K. borrowers for domestic use was markedly l ower 

than in the fourth quarter of last year, as mentioned earlier 

in the Commentary, fol lowing the restrictions imposed in 

January. 

Over the financial year as a whole, the stock of money 

rose by about £2,050 mi l lion, or some 1 3%; the increase 

would probably have been nearer 1 2% but for the d istor

t ions caused by the postal st rike. Inf lows of overseas funds 

were superim posed on domest ic  credit expansion of about 

£1 ,360 mil l ion. The main factors contributing to the expan

sion of domestic credit were increased bank lending to 

domest ic customers - including, as well as restricted lend

ing, fixed rate finance for exports and shipbui ld ing and 

foreign currency lending for dom estic pu rposes - and the 

borrowing requirements of local authorities and public cor

porations. These expansionary influences were part ly offset 

by the very large official  sales of gilt-edged stocks to 

domestic investors other than the banks and discount 

houses. 

The increase of £1 ,360 mil lion in domestic credit during 

the year compares with an incre,ase of about £900 mi l l ion 

- and a somewhat smaller rise in the money stock - con

templated at the time of the Budget in Apri l  last year. 

The central government had a smal l  borrowing re

quirement, a s  arl ready d escri bed, in p lace of the surplus of 

about £600 min ion which was original ly envisaged; borrowing 

by other parts of the pub l ic  sector was larger  than had been 

a l lowed for; and the banks' foreign cu rrency lending to U.K. 

com panies for dom estic use was another contributory 

factor. On the other hand, the authorities succeeded in 

sel ling much larger  amounts of gilt-edged stocks than had 

been expected. 

Bill markets 

During much of the three m onths to the end of Apri l  the 

money market was affected by uncertainties arising from 

the postal strike. As a l ready mentioned, tax payments were 

smal ler than expected in the revenue quarter as a who,le, 

which eased conditions i n  the market; and some of the 

payments which were made took p lace later  than usual, so 

that the volume of t ransfers was lighter than was to have 

been expected at! the end of January and in February and 

heavier i n  M arch .  On the other hand, the s'trike simi larly 

delayed some government payments, and it also caused 

a rise in the note issue; bo,th these developments tended to 

make conditions tig hter, and so t'o counteract the effects 

of the shortfal l in revenue. When deciding the size of the 

weekly Treasury bi l l  tenders, the authorities had to judge 

the extent to which each of these distorting factors was 

1 6 1  
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l i kely to i nfluence the m ovement of funds during  the coming 

weeks. I n  m id-February, the market was temporari ly  affected 

by the d isruption to m oney flows when the banks were 

closed to prepare for the change to decimal currency, and 

by large payments which the banks had to make for 

the new cu rrency. During the three months, there were 

a lso large movements of money caused by the forei g n  

exchange i nflow a n d  t h e  demand for g i lt-edged stocks; as 

i t  happened, however, these flows tended to neutral ·ise one 

another. 

I n  the resu lt, sizable shortages occu rred on many days 

in February, which were re,l ieved by pu rchases of b i l l,s 

( main ly Treasu ry b i l' l s )  and by oCC'asional overnight loans 

at Bank rate. I n  the fi rst week i n  M arch ,  a concentration 

of delayed tax payments caused severe shortages, and on 

3rd March offic- ia,1 purchase·s of Treasury bi l ls and oorpora

t ion and commercial b i l l s  were on a scale unprecedented on 

any normal business day. As a resu l t, the houses' h o·ld ings 

of  b i l l s, wh ich had been rela,Nvely large by the standards of 

recent ye'ars, were very sharply reduced during  th is period. 

Further large amounts of help were g iven later i n  M arch, 

but the marke,t qu ie'tened towards the end of the month 

and remained general ly uneventfu l  d u ring  Apri l .  

At the weekly Treasury b i l l  renders, the d iscount houses 

g radual ly raised thei r bid between the midd le  o,f February 

and early March,  br ing i ng the rate down by about t% (to 

6*% ) .  Because of the uncertai nties about the amounts of  

funds expected to be i n  the market, the authorities offered 

unusual ly large amounts of b i l l s  at most of these tenders, 

and the houses often received sizable  a l lotmen,ts. Duri ng 

the rema'inder of March the amounts of b i l l s  on offer were 

smal l ,  main ly because of the del'ayed tax payments; the 

market leH the i r  blids u nchanged and received no a l lot

ments of b i l l s  - an unusual event if  i,t happens at one tender, 

and u nprecedented on three occasions i n  succession.  At 

the tender fol lowing the reduction in Bank rate, the tender 

rate was I,owered by a l i tt le less than i% and the house·s 

received a fairly large aHotment; �hereafter the rate was 

reduced by a further t % ,  to the reg i on of 5* % ,  at the 

end ·of Apri l .  The average cost of borrowed funds appears 

to have fol lowed the reduction in the tender rate over the 

three months as a whole. 

Local authorities 

Longer-term borrowing by l ocal authorities i n  the three 

months to Apri l  fel l ta1i rly sh·arply from the h igh figu res of 

the previous six months. They borrowed much less from 

the Pub l ic  Works Loan Board, as they usual ly do at this 

t ime of the year, but continued to raise substantial amounts 

on market mortgages. Very l i,ttle was borrowed on n ew 

stock issues, and cal ls  on earl ier  i ssues were also lower 

than in the previous three months. New bond issues i n  

February and March again brought i n  l i tt le more than the 



amounts redeemed in those months, but a somewhat larger 

net amount was raised in  this way i n  Apri l .  Longer-term 

rates, though not g reatly affected by the reduction in Bank 

rate at the beg inn ing of Apri l ,  nevertheless tended to fal l  

ove'r the three months: P.W.L.B.  rates for 1 0-1 5 year loans 

stood at 9% at the end of Apri l ,  com pared with 9i% at 

the end of January; ra:tes on market mortg ages of over 

five ye'ars ended the period alt 8k%-8i % ,  and one-year 

bonds at 7 % ,  in bo,th cases some i% lower than three 

months earl ier. As a lready noted, temporary money 

rates tended to rise in  February ,and early March before 

fal l i ng  back over most of the remainder of that month. 

During th is  period, the three-month rate was often lower 

than the seven-day rate, probably because of market short

ages towards the end of the tax year. Rates at most maturities 

fel l  in Apri l by almost enough to match the 1 % reduction 

in  Bank rate; at the end of that month, the three-month rate 

stood at 6i%-6t% and the seven-day rate at 6!%-6i % .  

I t  was announced towards the end o f  March that the 

cei l i ng on lending by local authorities for house pu rchase is 

to be abol ished, but that they are 'sti l l  being advised to 

confine such lending to cert'ain specified categories of 

borrowers who cannot general ly get funds from the bu i ld ing 
sociehes. The cei l i ng in  1 970 was £1 55 m i l l ion ,  but not a l l  

th is sum was used.  

Finance houses 

The postal strike is l i kely to have affected the level of out

stand ing debt owed to finance houses: agents were delayed 

in subm itt ing new contracts to the houses, and repayments 

of instalments were held up. Thus changes in f inance house 

lending dur ing the f irst quarter must be interpreted with 

some caution. But it appears that instalment debt outstanding 

continued to increase qu ite vigorously, as it had since the 

spring of last year; the total rose by £1 7 m i l l ion over these 

three months, making a rise of £76 m i l l ion for the f inancial 

year. Restricted lending probably rose by some 9% over the 

f inancial  year, which was wel l  above the 5% l im it which 

the houses were asked to observe last Apri l .  At various 

times, i ndiv idual  houses were reminded of the need for 

continued restraint in the i r  lending.  

Rates offered by finance houses for three-month deposits 

i ncreased dur ing February and early March, but most of 

the rise was reversed over the remainder of that month. 

Rates then fel l  in Apri l ,  by rather more than the reduction i n  

Bank rate. At the e n d  of that month, they stood at 6 t %  -

a fal l  in the reg ion of 1 % over the three months. The 

Fi nance Houses Associat ion's base rate, which provides a 

basis for calcu lating charges on long-term lending,  was 

raised from 7! % to 8% on 1 st M arch, but was reduced to 

7!% again from the beg inn ing of May. 
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Bui ld ing society funds 
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Receipts and lending were affected by the postal 

strike, but later recovered. 

I ndustrial share pricesa 
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Share prices turned sharply upwards after the 
Budget. 
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The report on consumer credit by the committee under 

Lord Crowther's chai rmansh i p  was publ ished on 24th M arch.1 

The committee found that the exist ing law on consumer 

credit was so full of i nconsistencies and defects that 

thoroughgoing reform was requ ired; they proposed new 

legis lat ion govern ing credit transactions and prov id ing for 

the protection of the consumer. The committee a lso con

cluded that consumer credit, though naturally subject to 

m onetary contro ls  applying to the economy as a whole, 

ought no,t to be subject to selective restraints; and accord

i ngly recommended the abandonment of offic ia l  terms con

trol over i nstalment credit contracts. The committee's report 

is now being considered by the Government. As mentioned 

earl ier, the Chancel lor  of the Exchequer stated in h is  

Budget speech that the authorities are  to explore with the 

banks and finance houses a system of more flexib le  contro ls  
on lend ing ,  to  replace quantitative cei l i ng controls. 

Bui lding societies 

The inflow of funds i nto the bu i ld ing societies recovered 

strongly in March,  and remai ned large in Apri l ,  after an 

earl ier  fall which seems to have b een caused by the postal 

strike. After seasonal adjustment, the amount of new m oney 

received, and the amount withdrawn, b oth increased rapidly 

from low fig u res i n  February. On balance, net receipts over 

the three months amounted to £408 m i l l ion ,  which was about 

£30 m i l l ion less than the very large tota'l in  the previous 

three months. The societies' net lend i ng seems also to have 

been affected by the posta'l strike, and was somewhat lower 

over the latest period despite a recovery in  Apri l ;  but new 

lending commitments i ncreased. The combined l iqu id ity 

ratio rose from 1 7'6% at the end of January to 1 7·9% at the 

end of Apr i l .  

Company securities 

Company fai lures and low profits kept the equity market 

depressed in February and early March. Continu ing labour 

d isputes, and reports that i nvestment plans were being cur

tai led ,  were other factors working i n  the same d i rection,  and 

prices fel l .  Later i n  March, however, the end of the postal 

str ike, the announcement of the record balance of payments 

surplus for 1 970, and a bel ief that the Budget wou ld  i mprove 

companies' cash flow and raise the i r  sales, caused prices 

to recover slowly. The Budget itself was well received both 

for the tax reductions which were announced and the changes 

which were foreshadowed, and prices rose by around 4% 

in  three days. Although this ral ly was checked for a time, 

prices moved ahead vigorously in  the second half  of Apri l .  

The F.T.-Acltua'ries industrial share prices index stood at 

1 64·1 at  the end of Apri l ,  a recovery of nearly 25% from 

the low point in  early M arch, and of 1 5 %  over the three 

1 Report of the Committee on Consumer Credit; Cmnd. 4596. 
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Capital issues by industrial and commercial 

companies were rather smaller in the March 

quarter than in the preceding three months, but 

were still well above the amounts raised earlier 
last year. 

months as a who,le. The recovery was checked early in May, 

but the upward trend was later resumed. 

Yields on company fixed i nterest securities changed l ittle 

dur ing the three months; those on fi rst-class h igh-coupon 

stocks of about 25 years' maturity fel l  by around t % ,  to 

1 0% at the end of Apri l .  Yields on g i lt-edged securities of 

s imi lar  maturity fe l l  rather faster, so that the differential 

between them widened s l ightly, to about i % .  

There were fewer new issues by companies than in  the 

previous three months and, despite some large cal ls on the 

earl ier  issues, the amount of cash raised was somewhat 

l ower, at about £1 1 0  m i l l ion .  Th'is was wel l  above the 

amounts issued earl ier  last year, but it  hardly approached 

the sums raised each q uarter between mid-1 968 and m i d-

1 969. Financial companies raised rather more than i n  the 

previous three months, but the bu lk  of the borrowing was 

again by i ndustrial and commercial concerns. The 'queue' 

of intending borrowers reflected some bunching of app l icants 

once the postal stri ke was settled. 

Reflect ing the depression in the equity market for most 

of the period , ne't sales of un its by un it trusts remained l ow 

in the fi rst quarter at £21 m i l l ion ,  despite purchases by a new 

investment trust. These institutional transactions ceased in  

Apri l and ,  as the amount of  units repurchased by unit  trusts 

i ncreased som ewhat, thei r net sales were again very smal l .  

Conclusion 

Most companies seem to feel that the Budget wi l l  improve 

the outlook. It  remains to be seen how soon the reductions 

i n  tax payments, the less severe restrictions on bank lend

ing ,  and the prospect of tax reforms wi l l  stimu late invest

ment. The rise i n  wage costs provides an incentive to insta l l  

labour-saving equipment, but companies are l i kely to wait 

for evidence of a renewed i ncrease in demand before 

comm itting themselves to addit ional capital outlays. Export 

prospects, or the pro,fitabi l ity of sel l i ng abroad, shou ld  be 

somewhat improved by the recent cu rrency changes on the 

Continent, although the benefits wi l l  take t ime to work the i r  

way throug h  and wi l l  depend main ly  on the futu re course of 

the deutschemark and the Dutch g u i lder. A l l  in a l l ,  i t  seems 

l i kely that investment wi l l  be s low to recover unti l the 

prospects change m arked ly; consumption may beg in  to 

increase strongly as the Budget measu res take effect. 

Much,  however, depends on further prog ress in contain ing 

the g rowth of domestic costs. There may in  fact have been 

some recent check to the rate at which wages and salaries 

are ris ing,  but they are sti l l  g rowing very fast. There are 

i nd ications that companies have become increasing ly deter

m ined to resist further reductions in p rofit marg ins as costs 

rise. Instead they seem ready both to increase prices more 

rapid ly than in the past and to reduce thei r labou r force. 

Un less additions to wage and salary costs can be restrained, 

1 65 



166 

prices are l i kely to cont inue to rise a lmost as steeply as i n  

recent months, with imp,l icat ions for the g rowth o f  real 

incomes, The p rospects for output wou ld  not be encou rag i n g  

in  such condit ions. On these as on other g rounds, there'fore, 

it remains a major pr iority to moderate the g rowth of 

i ncomes. 

It  is too early yet to assess fu l ly  the reactions to the 

proposed changes i n  the methods o·f monetary manag e

ment. However, the g i lt-edged market, which was immed

iately affected, has responded satisfactori ly  to the Bank's 

new pol icy. 
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