
Commentary 

The United States announced a new econom ic programme 
in the m iddle of August which included m easu res to protect 
the dol lar and , du ring the rest of the three months August to 
October with which this Com mentary is chiefly concerned, 
most major cu rrencies were a l lowed to float. Sterling appre
ciated against the dol lar  and additional exchange control 
restrictions were introduced to check the inflows of funds. 
The total currency inflow was again substantial ,  partly 
because of a large and growing surplus on the cu rrent 
account of the balance of payments. The inflow contributed, 
together with an expansion in domestic credit, to a rise in 
the m oney stock. Bank rate was reduced by 1 % to 5 %  on 
2nd September and interest rates both at home and abroad 
fel l .  New arrangements for monetary controls affecting the 
banks, finance houses and m oney market came into force 
on 1 6th Septem ber. 

In the domestic economy, exports and consumers' ex
penditure on cars and other du rables have increased sharply 
but so far without raising domestic output much or halting 
the growth in unemployment. The rate of increase in prices 
has slackened but this m ay owe less to moderating wage 
costs than to other influences, such as tax reductions and 
the initiative taken by the Confederation of British Industry. 

International exchange developments 

Widespread uncertainty about rates of exchange against the 
U.S.  dol lar  has affected foreign exchange markets through
out the period.  Most of the events of August were described 
in the September Bulletin. In  brief, in the fi rst fortnight there 
was heavy sel l ing of the dol lar  against m ost currencies, in
c luding sterl ing. The United States announced m easu res on 
1 5th August to stimu late the U.S. economy and protect the 
dol lar. These m easures included the suspension of convert
ibil ity into gold and other reserve assets and a 1 0% sur
charge on d utiable imports not subject to quantitative 
restrictions. In the fol lowing week most Eu ropean foreign 
exchange markets were c losed. The London market re
opened on 23rd August and it was announced that, although 
the offic ia l  sterling parity remained at $2·40 to the pound, 
the Bank of England had abandoned the ir  former  buying 
rate of $2·42. At the same t ime the exchange rates of m ost 
other Eu ropean cu rrencies were being al lowed to fluctuate 
more freely than hitherto, and before the end of the month 
the yen had fol lowed suit. 

When the London market reopened, sterling and most 
continental cu rrencies were marked up against the dol lar, 
the spot rate for sterling reaching over $2·47 by 27th 
August. The U .K .  authorities then announced measures, 
sim i lar  to those in force in some other countries, to check 
the inflow of funds: banks, discount houses and similar 
institutions in the United Kingdom could no longer pay 
interest on any additional sterling deposits from non-sterling 
countries; residents of these countries were prevented from 
adding to the i r  holdings of sterling certificates of deposit, 
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Spot and 3 months' forward rates for U.S. 
dol lars in  Londona 

$ to £ 

-� 
Discount on forward sterling 

_ ::::::::: Premium on forward sterling 

-2-52 

-2-50 

-2-48 

- 2-46 

-2-44 

'b 

-242 

-2-40 

-2-38 

After the withdrawal of the official buying 
rate, sterling rose sharply against the dol/ar, 
and the forward exchange rate was at a 
premium. 

a M iddle closing rates; weekly, Fridays. 
b No Quotations are available for the period 16 to 22 

August because of the closure of the London 
foreign exchange market. 

436 

short-dated securities issued or guaranteed by the British 
Government o r  by local authorities, and deposits with local 
authorities and financial institutions; and restrictions were 
placed on the extent to which banks i n  the United Ki ngdom 
could convert foreign cu rrency deposits into sterl ing by 
means of swaps. Fol lowing these measu res and,  with 
demand for euro-dol lars heavy at the end of the m onth, 
sterl ing dropped back to around $2'46. The rate was l i ttle 
further affected by the su bsequent reduction of Bank rate 
by 1 % to 5% on 2nd Septem ber, a move which the authori
ties regarded as consistent with the recently i ntroduced 
exchange control measu res to d iscou rage specu lative 
inflows. 

Throughout the fi rst half of September condit ions 
remained quiet. Around the m iddle of the m onth , however, 
demand for sterl ing and other cu rrencies becam e heavy, 
following reports that the U .S .  administration wou ld be seek
ing a larger adjustment in  the U .S. balance of payments than 
had previously been intimated and that other lead ing coun
tries wou ld  seek a readj ustment of the gold parity of the 
U .S .  dol lar. When the meeting in  London of the Group of Ten 
Finance Min isters began on 1 5th September, the sterl ing 
spot rate rose above $2'47. Interm ittent specu lation on the 
prospects for cu rrency real ignments against the dol lar  
continued both before and duri ng the Annual  Meeting of the 
Internati onal Monetary Fund at the end of Septem ber, and 
sterl ing rose to well above $2'48. I t  conti nued to be in 
demand in early October, partly because of foreign buying 
to make payments of oi l  royalties and taxes to producing 
countries and partly because of a view that, if there were 
to be a general cu rrency realignm ent, sterl i ng's new dol lar  
rate wou ld be higher than the cu rrent market rate. By 6th 
October, the spot rate was over $2'49 and the U . K. authori
ties announced that the exchange control m easu res made 
public on 27th August were to be rei nforced. As from 7th 
October, residents of non-sterl ing countries were p revented 
from adding to any of the ir  holdings of secu rities issued or 
guaranteed by the British Government or by local authori
ties, regard less of the period to maturity: the August 
controls had covered only secu rities maturing up to 1 st 
October 1 976. At the same time, the restrictions were 
extended to sterl ing acceptances, commercial  b i l ls  and 
promissory notes. After this annou ncement, markets re
mained fai rly qu iet unti l m id-Novem ber and the rate for 
sterl ing m oved gradual ly above $2-49, mainly when there 
was fu rther buying to make o i l  payments. Demand for 
sterl ing became heavy, however, in  the second half of 
Novem ber, when it was announced that the next meeting 
of the Group of Ten wou ld be on 30th N ovem ber and when 
a b i l l  was introduced in the United States Congress which 
would give the Presi dent d iscretionary powers to raise the 
price of gold. For several days up to 26th Novem ber, the 
spot rate was c lose to $2·4940. 

By the end of October, successive min isteri al meetings of 
the Group of Ten and the annual meeting of the I .M .F. had 
not yet produced i nternational agreement on an appropriate 
real ignment of exchange rates. At that date, sterl ing stood 
some 3i% above its official  par val ue. Taking into account 
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International interest rates remained 
substantially above comparable U.K. rates, 
but with forward sterling at a premium there was 
little difference on a covered rate comparison 
towards the end of the period. 

a Rates on 3 months' deposits; weekly. Fridays. 
b No adjusted rate is available for the period 16 to 22 

August because of the closure of the London foreign 
exchange market. 

the movement of other rates, this represented an effective 
appreciation against other cu rrencies,1 inc lud ing the U .S. 
dol lar, of about 2% since sterl ing started to float, or i% 
when com pared with parities immediately before the cur
rency changes at the beginning o,f May.2 

With foreign exchange markets unsettled, the price of 
gold in August rose to a peak of $43'94 per fine ounce 
before the U.S. measu res were annou nced and the London 
market c losed. After it reopened on 1 7th August, prices at 
fi rst fluctuated between $43 and $43t, but d u ri ng the last 
week of the month there were heavy sales by specu lators 
and the price fell as low as $40'65 on 31 st. Early in Septem
ber it  became c lear  that gold had been oversold, and the 
price recovered to over $41 t again .  Renewed speculation i n  
the foreign exchange market around m id-September led to 
more buying of gold and the price rose above $42. Sub
sequently, it remained fai rly steady, general ly fluctuating 
between $42t and $42� to the end of October. With further 
specu lation i n  foreign exchange markets in  the second half 
of N ovem ber, demand for gold increased and the price rose 
above $43. 

Short-term interest rates 

I nterest rates in the United Kingdom have for the most part 
rem ained below those on comparable i nvestments abroad. 
Du ring August, eu ro-dol lar  rates rose rapidly.  Early in  the 
month they stood at 6�% per annum for three months' 
deposits but after 1 5th August they reached 1 0% because 
of heavy borrowing to finance speculative inflows into other 
cu rrencies. Rates su bsequently eased as the U .S .  Treasury 
repaid $500 m i l l ion of certificates of indebtedness, but rose 
again with the end-month demand for funds, rates for three 
months' deposits being a l ittle above 9% per annum.  There 
was a tem porary fall  to 7i% in m id-September because of 
qu ieter conditions in foreign exchange markets, further re
payments of U .S. Treasury certificates, and news of other 
repayments inc lud ing that of a $300 mi l l ion loan by the 
Ital ian State Electricity Authority (E.N.E.L.) before the due 
date. Fresh uncertainty in  cu rrency markets in  the second 
half o·f September, however, soon produced another short
age of funds and took the rate to 8�% . At the end of 
September and during October, interest rates in the United 
States and elsewhere were fal l ing and m ore U.S. Treasu ry 
certificates were run off. The rate for three months' deposits 
decl ined sharply to 6% at the end of October, a net fall of 
�% since the end of Ju ly. 

In the Un ited Ki ngdom, most domestic short-term i nterest 
rates fell  sharply after the reduction in Bank rate on 2nd 
Septem ber. A slow decline i n  rates fol lowed to the end of 
October but the whole fal l  was less than that in  eu ro-dol lar 
rates so that interest rate comparisons became less un
favou rable to the Un ited Kingdom. From m id-August forward 
sterl ing was at a prem ium in the foreign exchange markets. 

1 Measured as the appreciation of sterling against a weighted average of the 
movement of all other leading currencies. The appreciations are based on par 
values in May and August, except where currencies were already floating. 
where market rates were taken. The weight attached to each trading partner 
reflects its importance as a market for U.K. exports, as a source of imports 
and as a competitor in third markets. 

2 See September Bulletin, page 302. 
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Balance of U .K. visible trade 

Seasonally adjusted 
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The surplus in the third quarter was by far the 
largest ever recorded; the volume of exports 
increased sharply while import volume declined 
a little. 

a Including payment to the United States for m ilitary 
a ircraft and m issiles. 
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The premium for three m onths' sterling was generally 
equivalent to an annual  rate of between H% and 2% 
throughout September and the greater part of October. 
Because o·f this premium on forward sterling, m ost of the 
usual covered interest rate comparisons were in favou r  of 
sterling investments for a time in the first half of October. 
This was reversed du ring the second half as forward sterling 
reacted rather faster than the decline in eu ro-dol lar rates. 
However, since the announcement on 27th August of 
exchange controls, which curtailed interest-bearing invest
ment facilities in the United Kingdom for residents of non
sterling countries, the relevance of al l  such interest rate 
comparisons has been reduced. 

Official discount rates have fal len in many other coun
tries: Swedish bank rate was lowered from 6% to 5t% on 
1 0th September, Dutch bank rate from 5t% to 5% on 1 5th, 
Belgian bank rate from 6% to 5t% on 23rd, German and 
Italian bank rates both from 5 %  to 4t % on 1 4th October, 
Canadian bank rate from 5t% to 4t% on 25th and F rench 
bank rate from 6t% to 6t% on 28th. The discount rates of 
the Federal Reserve banks in the United States were re
duced from 5% to 4t% in mid-November. 

Balance of payments 

Underlying the appreciation in the sterling exchange rate in 
recent months has been the continuing strength of the 
balance of payments on cu rrent account. In the third quarter 
of 1 971 the surplus - at about £350 mil lion - was more than 
the total for the first half of the year. The im provement was 
largely due to an exceptional surplus of some £ 1 80 mil l ion 
on visible trade, which had earlier been in only modest sur
plus and now reflected an increase of nearly 9 %  in the value 
of exports compared with the quarterly average in the first 
half of the year. Although prices of exports continued to rise 
quite steeply, two thirds of the increase was in volume. 
Exporters, faced with continuing spare capacity, may wel l 
have begun to look more actively at overseas m arkets and 
were able to offer more prom pt delivery dates. Also there 
were unusual ly large shipments to the United States - no 
doubt in anticipation of the East Coast dock strike, which 
began on 1 st October, and of possible changes in exchange 
rates; and exports of diamonds were erratical ly large. 

M eanwhile, the increase in the value  of im ports com pared 
with the quarterly average in the first half of 1 971 was 1 % .  
As prices rose a little more than this, there was a fal l  
in volume. This was consistent with a fu rther rundown of 
stocks and little change in output at home. Large arrivals of 
manufactured goods in September, however, may have been 
the first signs of the effect of rising consumer demand. 
Confirmation of this renewed growth was provided by the 
October trade figu res. Imports once again were high, and 
were apparently little affected by the U .S. dock strike. The 
main impact of this seemed to be on U.K. exports, which 
fel l  back after the large total in September; but there was 
still a very large visible trade surplus. 

Invisible earnings continued to grow in the third quarter, 
mainly because of larger net receipts of interest, profits 
and dividends. 



Investment and other capital flows were again substantial 
and , in total ,  the net inflow was rather more than in the 
second quarter. In part, it reflected the demand for sterling 
which developed before the measures to protect the U .S .  
balance of payments were announced in August and which 
reappeared in m id-September. Thus there was a substantial 
increase in sterling held by p rivate holders abroad. On the 
other hand, banks' net foreign cu rrency borrowing from 
abroad was less than in previous quarters, probably because 
of successive exchange control restrictions. Fi rst, from 
January, foreign cu rrency borrowing by U . K. residents for 
use at home has not normally been authorised for periods 
of less than five years. Second, in August, banks were pre
vented from converting foreign cu rrency deposits into 
sterling by m eans of swaps, when this wou l d  cause their 
spot foreign currency l iabi l ities to exceed the ir  spot cur
rency assets; and banks which had a l ready carried out such 
swaps were requ i red to restore their  foreign currency 
positions as the swaps matu red. Third, in September, the 
l im its were raised on the amount of spot foreign exchange 
which banks were a l lowed to hold against forward l iabi l ities. 
Sterl ing hold ings of overseas sterling countries were bui l t  
up  further because of the continued strength of these 
countries' balance of payments on capital account. All the 
overseas sterling countries whose sterling agreements were 
due  to expi re in 1 971 (except Libya and Malta) agreed in 
September to extend them for a fu rther two years. The Basle 
group of central banks agreed to extend for the same 
period the $2,000 m i l l ion m edium-term faci l i ty with which 
these arrangements were l inked. Overseas investment in the 
U.K. publ ic  sector was much less than in the two previous 
quarters, partly because national ised industries d id  not 
borrow abroad. Private investment, both into and out of the 
United Kingdom , resu lted in a small  net outflow, com pared 
with net inflows earl ier  in the year. 

The investment and other capital flows described above 
contributed rather more than the recorded current surplus 
to yet another very su bstantial total currency inflow of £668 
m i l l ion. This brought the total inflow for the first three 
quarters to as much as £2,275 m i l l ion. 

Reserves and spec'ial facilities 

A substantial part of the currency inflow in the third quarter 
was added to the reserves which rose by £576 mi l l ion, 
valued at par up to 20th August and at transactions rates 
thereafter. At the end of Septem ber the reserves valued at 
par stood at £2,089 m i l l ion, an increase of £581 m i l l ion. In 
add ition, l iab i l ities to the I .M . F. were reduced by £259 
m i l l ion. As mentioned in the last Bulletin, an early repay
m ent of the remaining amount of the United Kingdom's June 
1 968 d rawing from the Fund - £256 mi l l ion, which had been 
schedu led for next year - was made in August. There was 
also a smal l  reduction on account of the Fund 's use of 
sterling in transactions with other countries. Outstanding 
d rawings on the Fund have now been reduced to an amount 
of £41 5 m i l l ion, the f irst instalment of which falls due from 
June 1 972. Charges of £83 m i l l ion previously paid in sterling 
also have to be redeemed but by no fixed date. To help 
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Retail tradea and new car registrations 
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Spending on new cars and durable goods rose 
rapidly after the July measures but other 
retail trade was little changed ... 
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meet the I .M .F .  repayment, the amount of foreign cu rrency 

placed with overseas monetary authorities by specia l  official 

swaps was al lowed to run down and, duri ng the quarter, 
the total was reduced by £1 66 m i l l ion to £541 m i l l ion.  

Shortly before the U .S .  measu res were i ntroduced on 1 5th 
August, the Federal Reserve Bank of New York was asked to 
activate the reci procal swap faci l i ty in order to provi de the 
Exchange Equalisation Account with forward cover as pro
tection against a possible depreciation of the U .S .  dol lar  - a 
transaction which does not immediately affect the reserves. 
The Federal Reserve Bank d rew the sterl ing equivalent of 
$750 mi l l ion  on the fac i l ity. 

Domestic economy 

The marked increase i n  the volume of exports i n  the third 
quarter was an expansionary i nfluence on the home 
economy. It was augm ented by the fi rst effects on domestic 
demand of the reflationary measu res introduced by the 
Chancel lor both in  the Budget and on 1 9th July .1 Taken 
together, they were probably enough to raise total expendi
ture at constant prices to at least the same level as in the 
second half of 1 970. 

Apart from exports, described in  more detai l on page 438, 
the main growth was in spending by persons, both on con
sum ption and on housebu i ld i ng. Personal consumption in  
the third quarter increased by 1 t % .  The main im petus came 
from sales of new cars, which rose very sharply, even after 
al lowing for the i ntroduction of the new registration l etter 
in August. There was also a substantial increase in sales of 
other durable goods, especial ly colour television sets. 

Although the recent reductions in taxation, particu larly 
pu rchase tax, must have helped, this increase in  spending 
was also associated with a much freer avai labi l i ty of credit. 
The banks lent consi derably more to persons at this time 
and total outstanding h i re purchase debt rose sharply 
fol lowing the removal of terms control i n  Ju ly. So marked 
and immediate an effect from a change in terms control is 
broadly in  l ine with past experience, which also suggests 
that the effect on expenditu re may be expected to decl ine 
fai rly rapi dly.  The prospects for a sustained growth in 
demand wi l l  therefore depend partly on the slower acting 
influence of the reductions in d i rect and ind i rect taxation 
and partly on the increase in  pensions in  September. Apart 
from durable goods, there have been few other signs so far 
of buoyancy in retail trade: food sales were l i tt le changed 
compared with the second quarter and there was a decrease 
in clothing and footwear. This decrease may perhaps have 
been partly because of conti nu ing good weather in  the late 
summer and partly because people had l itt le  m oney to 
spare after buyi ng durable goods. 

Private housebu i ld ing, after l i ttle change during the 
previous twelve months, began to show clear signs of 
growth during the third quarter, when there was an increase 
of nearly a quarter in the number of new dwel l ings started. 
A steady rise in the bu i ld ing soci eties' new comm itments to 
lend had presaged this recovery for som e time; and the 
reduction in  mortgage rates which was announced on 8th 

1 September Bulletin, pages 299-300. 



Unemployment and vacanciesa 
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... and the numbers out o f  work continued 
to grow. 

a In Great Britain. 
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October may carry the recovery fu rther. Meanwhile, house
building in the public sector has continued to decl ine. 

The strength of consumer spending on at least some 
kinds of goods contrasts with the continu ing du l lness of 
other domestic demand. I t  normally takes a considerable 
tim e, however, before pub lic expend itu re - which has 
recently been rising only slowly - is affected by new deci
sions or before private investment responds to general 
increases in output. The Government had announced in Ju ly 
measu res to increase publ ic  spending in the development 
areas. This spending was raised by a fu rther £50 mil lion in 
September. Another £ 1 85 mill ion of public expenditu re was 
announced in Novem ber including £1 00 mil lion of projects 
from the capital budgets of national ised industries, which 
were to be completed within two years. As regards private 
i nvestment, apart from shipping where orders placed some 
time ago are now being delivered, industrial expenditure 
was 7% lower in  the first half of 1 971 than in the second 
half of 1 970 and, to judge from the latest official enqu i ry into 
investm ent intentions and the Septem ber su rvey by the 
Confederation of British Industry, is unl ikely to have re
covered in the third quarter. A majority of fi rms in the C .B . I .  
su rvey reported that they were expecting to  reduce invest
ment in the next twelve m onths, but this majori ty was sub
stantial ly sm al ler than in the last survey taken in M ay; while 
the results of the official enquiry for 1 972 - a forecast of 
little change - cou ld be consistent with capital spending 
picking up du ring the cou rse of next year. 

Although the increase in exports and personal spending 
more than made up for the sluggishness of public expendi
ture and com panies' investment, it does not yet seem to 
have had any appreciable effect on output. Industrial pro
duction in the Septem ber quarter was about the same as in 
the p revious quarter and spare capacity was stil l large -
see page 492. As there was also a smal l  fal l in the volume 
of imports, it may well be that the extra demand was satis
fied through a fu rther reduction of stocks, which had been 
run down sharply during Apri l-June. The reduction in private 
industries' stocks so far this year has played an important 
part in depressing total demand and, when com panies start 
to rebuild them, there shou ld be a marked stimu lus to out
put. In the meantime unemploym ent has conti nued to rise. 
In the three m onths to mid-November, the number out of 
work in Great B ritain, excluding school-leavers and others 
temporarily stopped, rose by a fu rther 56,000 (seasonally 
adjusted) to a total of 855,000, o r  3·7% of a l l  employees. 
Even this may underestimate the underlying rate of increase, 
because of the uncertain influence on the figures of 
previously registered students returning to col lege for the 
new academi c  year. Vacancies for adult workers have also 
decl i ned further and are lower than at any time since the 
war. 

Wages and prices have conti nued to rise rapidly but thei r 
rate of growth now seems to be slowing down. For much of 
this year, hou rly wage rates were over 1 3% higher than a 
year earlier but, by October, they had fallen below 1 2t % .  
The rate of growth i n  average earnings was sharply reduced 
in the M arch quarter because a large number of working 
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days were lost from stoppages. Since then, the number  of 
days lost has been much less, and the growth of earnings 
has changed from 2'1 % in the M arch quarter compared 
with the previous quarter to 2'5% in the June quarter and 
2'9% in the September quarter. This latest rise, however, 
was sti l l  slower than the very sharp increases averaging 
3'3% a quarter recorded during 1 970. As regards p rices, 
there has been a d istinct slackening in recent months. 
Manufacturers' home sel l ing prices rose by 1 '0% in August
October compared with 2'1  % i n  M ay-July because of some 
decrease in the costs of certain raw materials, and seasonal 
i nfluences. Retai l  prices in  thei r turn increased by only 1 '0% 
in August-October against 3'1  % i n  M ay-J u ly. Even after 
al lowing for seasonal movements, the growth in p rices sti l l  
slowed appreciably. I t  was helped by the reduction i n  pur
chase tax and selective employment tax, and by the i ntro
duction of the Confederation of British I ndustry's i nit iative 
on prices. 

Central government financing 

The Chancel lor's successive reflationary m easures con
tri buted to an i nc rease i n  the borrowing req u i rement of the 
central government during the September quarter. There 
was also a substantial i nflow of exchange so that a large 
amount of domestic financing was requ i red. 

The central government's borrowing req u i rement rose to 
£451 m i l l ion.  The growth i n  revenue showed signs of slowing 
under the cumulative impact of this year's tax reductions 
but expenditure continued to rise. A further £660 m i l l ion was 
needed to finance the large exchange inflows during the 
quarter, so that a total of £1 , 1 1 1  m i l l ion had to be found 
from domestic sou rces. About two th i rds of this was provided 
by investors outside the banking sector. They again bought a 
very substantial amount - £520 mi l l ion  - of gi lt-edged stocks, 
bringing the total to £71 7  mi l l ion  for the financial year so far; 
and for the third consecutive quarter they subscribed un
usually l arge sums - £56 m i l l ion - to national savi ngs. The 
return on savings certi ficates became particu larly attractive 
towards the end of the quarter as other domestic i nterest 
rates decl ined. The banks and discount houses were left 
to provide £375 m i l l ion.  They purchased £934 m i l l ion of gi lt
edged stocks and £50 m i l l ion of Treasury b i l ls, but the ir  
holdings of notes and coin fe l l  by £ 1 38 mi l l ion  and net  gov
ernment indebtedness to the Banking Departm ent of the 
Bank of England fell by £471 mi l l ion .  These changes in large 
part reflect the implementation of the special arrangements 
between the Bank and the clearing banks to bring about the 
transition to the new system of monetary control. Under 
these arrangements (which are described i n  more detai l on 
page 445) the London and Scottish clearing banks' out
standing Special Deposits - some £41 5 m i l l ion i n  total- were 
repaid,  reducing the government's net indebtedness to the 
Banking Department by a corresponding amount. The 
London clearing banks simu ltaneously pu rchased some £750 
mi l l ion  of newly issued gi lt-edged stocks. 

Over the fi rst six m onths of the financial year, the 
central government's borrowing requ i rement was £445 
mi l l ion, compared with £1 50 mi l l ion  i n  the corresponding 
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... but exceptionally heavy official sales of 
gilt-edged stocks - which included special 
sales to the London clearing banks - were 
more than enough to meet this. 

period last year. This increase i n  the deficit, which reflects 
the Government's measures to stim u late the economy, 
wou ld  have been perhaps some £ 1 85 mi l l ion  larger but for 
the carrying forward of tax receipts from the first calendar 
quarter to the second as a result of the postal strike. 

Gilt-edged market 

Demand for gi lt-edged stocks was strong during most of the 
period u nder consideration. 

At the beginning of August, however, the m arket was un
certa in  i n  view of the international currency situation, and 
prices were depressed. But, after the announcement of the 
U.S. m easures i n  the m iddle of the month, demand - parti
cu larly for long-dated securities - strengthened appreciably: 
there were growing expectations that the authorities wou ld 
reduce Bank rate i n  order to d iscourage foreign exchange 
i nflows and that this wou ld  bring with it  a general fall i n  
rates. T h e  announcement on 27th August o f  the new ex
change controls on overseas i nvestment in British govern
ment and government-guaranteed stocks maturing before 
1 st October 1 976 appeared to confound these expectations, 
and the market reacted with fal ls in  most prices. 

The subsequent reduction in Bank rate to 5% on 2nd 
Septem ber was largely unexpected and prices rose firmly, 
m ore than recovering the ground lost two days earl ier. 
Demand was strong and the long tap stock - 8i% Treasury 
Loan 1 997 - was quickly exhausted . A new long tap - £600 
m i l l ion of 8t% Treasury Loan 1 987/90 at £96 per £1 00 
nominal  yielding nearly 8i% to redem ption - was announced 
for issue on 8th Septem ber, partly because a considerabl e  
government financing requ irement a n d  substantial maturities 
of stocks lay ahead. The terms were generally regarded as 
ind icati ng a wi l l i ngness to see a conti nued gradual decl ine  
in  interest rates, and the strong demand for longer-dated 
stocks persisted unti l shortly before the Bank's statement on 
1 0th September about reserve ratios and Special Deposits. 
The redemption of 6i% Exchequer Loan 1 971 and British 
Gas 3t% Guaranteed Stock 1 969/71 also took place on that 
day but outstanding market holdings were not large. 

As part of the transitional arrangements for adjusting to 
the new system of credit control ,  the London c leari ng banks 
agreed to subscri be for some £750 m i l l ion of three new 
government stocks, which were issued on 1 5th Septem ber
£550 mi l l ion  5t% Treasury Stock 1 973 priced at £99·25 per 
£1 00 nominal to yield nearly 5�% to redemption, £400 
mi l l ion  5t% Treasury Stock 1 974 at £98·69 per £ 1 00 nom inal 
to yield nearly 6 % ,  and £350 m i l l ion 6t% Treasury Stock 
1 977 at £97'94 per £ 1 00 nominal to yield nearly 6i % .  After 
publ ication of the new arrangements and of the very good 
trade figures for August, the market qu ickly strengthened 
and there was heavy buying on several days during the rest 
of the m onth. 

During the September calendar quarter, the authorities 
sold some £1 ,41 0 m i l l ion (net) of stock, though just over half 
of this represented the special transactions with the London 
c learing banks referred to above. Even exclud ing this opera
tion, the net volume of sales - at £650 mi l l ion - was very 
considerable .  Redem ptions of maturing stocks of some £250 

443 



Time/yield curves of British government 
securitiesa 

10 -0 -

9 -0 -

80 -

7-0 -

6-0 -

5-0 -

Per cent per annum 

31 December 1970 -

........ 

, \, ,,1. J "'\"..\"'" , '" 
5 10 1 5  20 2530 40 50 

Years to maturity 

All yields fell in the three months to October, 
particularly on the shortest-dated and 
long-dated stocks. 

a The continuous tines begin at Bank rate and pass 
through the yietd on 91-day Treasury bills to those 
at dated British government stocks: the broken 
lines connect the calculated yield tor the longest
dated stock to the flat yield on 3t% War Loan. 

444 

mi l l ion and large official  repurchases of stocks m atu ring 
within a year more than outweighed sales of other short
dated issues; but very SUbstantial amounts of long-dated 
stocks were sold, especial ly to domestic holders outside  the 
banks. Although the inflow of funds from abroad in this 
period was considerable, there does not appear to have 
been any significant d i rect overseas buying of gi lt-edged 
stocks. 

The market continued fi rm in early October. There was 
heavy dem and for the short tap stock - 6% Treasury 
Stock 1 975 - and on 5th October it was announced that, 
as official suppl ies were then low, it  had ceased to be 
avai lable as a tap stock and wou ld not be replaced 
immediately. The authoriti es took this decision in the context 
of the reduction in Bank rate and the large official  sales of 
stock which had taken place in the previous m onth; they had 
no wish to affect short-term interest rates at that t ime; and 
they al ready held consi derable amounts of the relatively 
short-dated stocks issued in connection with the banks' fund
ing. The announcement on the fol lowing day of fu rther ex
change control measu res restricting non-resident pu rchases 
of gi lt-edged stocks had only a temporarily depressing 
influence and prices were soon rising again, even before the 
news of another large trade surplus in Septem ber and of the 
reduction in the West German bank rate. On 1 3th October, 
the authorities stated that their sales of the long tap stock 
were at an end but that a new issue was l i kely very soon. 
News of this came on 1 5th - £600 m i l l ion of 8% Treasu ry 
Loan 2002/06. At the issue price of £95 per £1 00 nom inal 
this carried a yield to redemption of just under 8t% .  I t  was 
qu ickly fol lowed by the announcem ent of a £50 m i l l ion issue 
for the Greater London Counci l .  Faced with these two new 
issues, the market became much qu ieter and prices fell 
back for a time, only to resum e  their increase in N ovember. 

The marked fall  in yields continued du ring the three 
months to the end of October and the spread between yields 
on short-dated and long-dated stocks remained wide. Yields 
on the shortest dated stocks were down by i%-H% to 
some 4i%-4i% but on other short stocks, some falls were 
only t%-!% and yields were between 5t% and 6t% · 
Medium yields were lower by up to H% and long-dated 
stocks fell  by %%-H% leaving high coupon stocks standing 
at around 8%% .  

Banks and discount houses 

The new arrangem ents for credit control1 agreed with the 
banking associations and individual banks formally came 
into effect on 1 6th September. They replaced the quanti
tative and qual itative guidance on bank advances which had 
been the principal means of control in the last few years.2 

I n  the two m onths up to 1 5th Septem ber before the 
changeover, net deposits with the London clearing banks 

rose by £230 mi l l ion, after seasonal adjustment, in spite 
of substantial official sales of gilt-edged stocks to the pub-

1 The main features of the new scheme were made public on 10th September 
in a paper Reserve ratios and Special Deposits the text of which was issued 
as a supplement to the September 1971 issue of the Bulletin. Further details 
are set out on page 482 and some background is provided on pages 477-481. 

2 The last notice which the Bank issued to banks and tinance houses on lending 
ceilings was dated 30th June and appeared on page 316 of the September 
1971 Bulletin. 
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Lending to industrial companies continued to 
decline in recent months but other domestic 
borrowers again took more. 

l i c .  As in earl ier months, the effect of these seem to have 
been more than outweighed by the conti nuing large inflow 
of funds from abroad and, latterly, by a more rapid growth 
of bank lendi ng. 

Advances other than to the national ised industries rose 
by £1 1 0  m i l l ion, after seasonal adj ustment. Part of this 
increase was again attributable to personal borrowing and 
part to loans for property development and house purchase. 
Advances to manufactu ring industry remai ned slack and, 
apart from some increase in  appl ications for fac i l ities, there 
were few signs of a recovery. The London c learing banks' 
restricted lending in m id-Septem ber finished just withi n  the 
cei l ing - 1 1 0 %  of the amount outstanding at mid-March 
1 970 - which they had been asked to observe, 

Other changes took place in the balance sheets of the 
London clearing banks which were d i rectly associated with 
the i ntroduction of the new arrangements for credit control .  
As part of  the ending of the old arrangem ents, al l  the i r  
Special Deposits (£395 m i l l ion) were repaid on 1 5th Sep
tem ber. In order to absorb these funds, and also to ensu re 
that the banks d id  not begin the new era with dispro
portionately large hold ings of reserve assets, they agreed 
concurrently to subscribe for some £750 m i l l ion of the 
three new gi lt-edged stocks described on page 443. To 
the extent that the stocks were not financed from the 
repayment of Special Deposits, the banks ran down thei r 
l iqu id  assets, main ly thei r money at cal l  with the d iscount 
houses. Over the two months, total l iqu id  assets fel l by 
£92 m i l l ion,  and the combi ned l iqu id ity ratio, which had 
risen from 32'0% in m id-Ju ly to 33·6% in m id-August, 
dropped to 30'7% in m id-Septem ber. 

The outstanding Special Deposits of the Scottish clearing 

banks were repaid at the same time as those of the Lon
don clearing banks on 1 5th September. The amount i nvolved 
- £20 m i l l ion - was comparatively small  and did not increase 
the banks' holdings of reserve assets disproportionately. 
These banks were not, therefore, asked to su bscribe to the 
specia l  issues of funding stocks. 

In August, the Government announced an increase from 
£700 m i l l ion to £1 ,000 m i l l ion in guaranteed loans for the 
pu rchase of ships bui lt i n  U.K. yards for U .K. shipowners. 
The London and Scottish c learing banks agreed to make the 
necessary additional finance avai lable under the arrange
ments for fixed rate lendi ng for exports and for home ship
bu i ld ing. The i nterest rate on the finance provided for 
exports (except exports of shi ps) under these arrangements 
was reduced from 7% to 6�% on 1 st Novem ber but the 
rate on finance for sales of ships remained at 7 % .  

Sterl ing deposits with the accepting houses, overseas and 

other banks, excluding inter-bank funds, rose by £475 mi l 
l ion during the period from the end of  June to  the m iddle 
of Septem ber. The increase i n  domestic deposits - £49 
m i l l ion - was modest, but overseas holdings, reflecting the 
very substantial inflows from abroad, rose by a fu rther 
£207 mi l l ion. The amount of sterl ing certificates of deposit 
i n  issue also i ncreased, by £221 m i l l ion, though as before 
the greater part was taken up by other banks within this 
grou p. Part of these additional resources were used to bui ld 
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up the banks' holdings of reserve assets in preparation for 
the new reserve ratio requ irements; m oney lent at ca l l  to 
the d iscount houses rose by £243 mi l l ion, and hold ings of 
Treasury b i l ls  by £65 m i l l ion. 

The funding operation which accompanied the introduc
tion of the new arrangements for credit control had a con
siderable impact on the discount houses. As already des
cribed, the London c learing banks financed part of the fund
ing by withdrawing over £220 m i l l ion of m oney lent at cal l  
to the m arket, which the houses m et m ainly by reductions 
in their holdings of Treasury bi l ls. N evertheless, in the whole 
period from the end of J une to m id-September, there was a 
rise of £1 23 m i l l ion in the d iscount market's borrowed funds. 
These additional funds were employed mainly in local 
authorities' securities and in certificates of deposit; holdings 
of commercial b i l ls  were reduced. 

The banks under the new arrangements 

At m id-October, the com bined reserve rat io for a l l  the 
banks stood at 1 5·9% com pared with the minimum of 1 2t %  
requ ired under t h e  new arrangem ents. Ratios for individual 
banks varied widely, partly, no doubt, because some of 
them were sti l l  adjusting to the new requ irements. El igible 
l iab i l ities and assets both rose, to some extent perhaps 
because of seasonal influences. The largest part of the 
increase in l iabi l ities was in those of the London clearing 
banks. More than half of the reserve assets was in call 
m oney with the d iscount market. 

In the five weeks to m id-October, some of the London 

clearing banks started to do business in areas where they 
had not previously competed in their own nam es. This 
included issu ing about £80 m i l l ion of sterling certificates of 
deposit and increasing their currency l iab i l ities by well  over 
£1 00 m i l l ion. These m ovements helped to raise net deposits 
by nearly £500 m i l l ion. The banks used these funds to buy 
some £75 m i l l ion of sterling certificates of deposit, to place 
over £ 1 00 m i l l ion in the sterling inter-bank market, and to 
increase their currency business by 'a simi lar amount. In al l ,  
their  advances rose by nearly £330 m i l l ion. 

These changes have complicated comparisons with the 
banks' balance sheets up to 1 5th September and have m ade 
it inappropriate to apply the usual seasonal adjustments to 
the figures affected.  However, after taking into account the 
new business and making some al lowance for seasonal 
influences, it  seems that advances as previously defined 
may have risen by around £50-1 00 m i l l ion. This was large, 
given the continued slackness of industrial demand on these 
banks, but the total is bel ieved to have included a substan
tial further increase in lending to persons. M eanwhile,  
el igible l iabi l ities increased by only £190 m i l l ion, the differ
ence compared with the much greater increase in net 
deposits being explained largely by the deduction, in arriv
ing at el igible l iabi l ities, of c la ims on other banks and 
foreign currency deposits. Reserve assets rose by £60 
mi l l ion; cal l  money and holdings of bank b i l ls were in
creased but holdings of Treasury b i l ls  were run down. The 
aggregate reserve ratio for the London clearing banks was 
1 6'5% com pared with 1 5'9% for a l l  banks. 



By 1 7th N ovember, the London clearing banks had further 
expanded thei r  new business. Among their l iabi l ities, certifi
cates of deposit rose by about £75 m i l l ion, sterling inter
bank business by nearly £ 1 00 mi l l ion, and currency deposits 
by £40 m i l l ion. Total net deposits were £1 85 mi l l ion h igher. 
Advances also continued to increase substantial ly, by £349 
m i l l ion, but here again the banks' new activities were 
important, with increases of £1 40 m i l l ion in sterling inter
bank loans, £65 m i l l ion in hold ings of sterling certi ficates 
of deposit, £25 m i l l ion in local authority tem porary loans, 
and more than £60 m i l l ion in foreign cu rrency business. 
There was a reduction of over £ 1 20 m i l l ion in cal l  money 
with the d iscount market, which helped to reduce the banks' 
reserve assets by nearly £140 m i l l ion. El igib le  l iabi l ities fel l  
by £60 m i l l ion, and the combined reserve ratio was 1 5·3% .  

A s  part of the new arrangements for the control of credit, 
the London and Scottish c learing banks agreed to abandon 
thei r col lective agreements on interest rates. Barclays Bank 
announced a reduction in its base rate from 5% to 4t% 
on 1 5th October. The remaining London clearing banks and 
some other  banks d id  the same on 25th N ovember, and also 
reduced the rates paid on seven-day deposit accounts from 
3% to 2t% .  Some banks have also publ ic ised thei r wi l l ing
ness to negotiate rates for deposits outside the traditional 
clearing bank rate of Bank rate less 2% for deposits at 
seven days' notice. 

Sterl ing deposits with the accepting houses, overseas and 

other banks, excluding inter-bank balances, rose by £232 
m i l l , ion in the m onth to m id-October. Deposits from overseas 
continued to increase, in spite of the exchange control 
restrictions on payment of interest, and issues of certifi
cates of deposit were much higher. M ainly because of these 
m ovem ents, el igible l iabi l ities increased by £31 2  mi l l ion. 
These new resou rces helped to finance a sharp increase 
of £1 70 m i l l ion in advances to U . K. residents, partly to the 
finance houses. Some of these banks were offering loans at 
relatively attractive rates, and it is  possible that they 
provided funds to some industrial customers who would 
norm al ly  have looked to the clearing banks. These banks 
also increased thei r m oney held at cal l ,  and reserve assets 
rose by £70 m i l l ion, giving an aggregate reserve ratio of 
1 4·9 % .  

New arrangements for control o f  credit extended b y  the 
discount market, which were designed to supplem ent those 
agreed with the banks, also came into effect on 1 6th Sep
tem ber. From that date the houses were requ i red to maintain 
a m inim um of 50% of thei r funds in el igible publ ic  sector 
debt. The discount market's borrowed funds rose by about 
£90 m i l l ion in the m onth to m id-October. The houses reduced 
the i r  holdings of commercial and other b i l ls  by £66 mi l 
l ion, but  increased the i r  hold ings of  sterling certificates of 
deposit by £87 m i l l ion. They also purchased £41 m i l l ion 
of gi lt-edged stocks and smal ler  amounts of local authority 
bonds. In total ,  the i r  hold ings of el igible publ ic sector debt 
rose by £32 m i l l ion. 

A particular feature in recent m onths has been the growth 
in the market for sterling certificates of deposit. In the 
th ree m onths of the September quarter, the total amount in 
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issue rose by £338 m i l l ion, or  nearly a quarter, to £1 ,778 
mi l l ion and the total continued to grow in October. Some 
of this increase may be associated with the new monetary 
arrangements. Since they were introduced, banks and their 
customers have become more rate consc ious and funds 
have been moved from t ime deposits into higher-yielding 
sterling certificates of deposit. As a result, the total of these 
certificates held outside  the banks has increased m arkedly. 
At the same time the banks themselves have found certifi
cates more attractive as a means of maintaining an ad
equate cushion of marketable l iqu id assets against unfore
seen fluctuations in reserve assets. 

Money stock and domestic credit! 

The money stock rose by some £470 m i l l i on, after seasonal 
adjustment, or  2t% ,  in the Septem ber quarter. This com
pares with a revised increase of £31 7  m i l l ion2 in the previous 
th ree m onths. The increase in the June quarter was sig
nificantly reduced - by perhaps as much as £1 50 m i l l ion -
by tax payments delayed from the previous quarter as a 
resu lt of the postal strike.  If a l lowance is made for these, 
there was probably l ittle change in the rate of increase in 
the m oney stock du ring the fi rst two quarters of the cur
rent financial year. 

The inflow from abroad once again contributed to the rise 
in the money stock but the expansion of domestic credit -
by £31 1  m i l l ion - was a m ore important influence in the 
three months to September than in the previous three 
months. Bank lending in sterling to the private sector rose 
substantial ly, the central government was in deficit, and 
other publ ic  sector borrowing, although considerably less 
than in earl ier quarters, remained fairly large. These expan
sionary influences were partly m atched by heavy official  
sales of gi lt-edged stocks to domesti c  investors other than 
the banks and by a further increase in national savings. 

Bill markets 

In the fi rst half of August, conditions in the m oney m arket 
were general ly easy because of SUbstantial inflows of funds 
from abroad. In the m iddle of the m onth, however, heavy 
official  sales of gi lt,edged stocks created shortages. The 
authorities bought large amounts of b i l ls  and occasional ly 
lent overnight. Du ring the second and third weeks of 
September, they used thei r assistance to the market to 
smooth out the different pressures exerted by gi lt-edged 
redemptions and by the funding issues made in connection 
with the new arrangements for control of credit. Because of 
the funding issues the authorities al lotted only half of the 
bi l ls  on offer at the preceding tender. Thereafter, shortages 

1 The references to the money stock are b ased on the broadest definition, M3,  
in Table 12 of the annex; figures of domestic credit expansion are given in 
Table J of the analysis of financial statistics (see page 468) . To supplement 
the present quarterly series of statistics on the money stock, it is hoped to 
begin publication of a monthly series in the next issue of the Bulletin. The 
new series will not be available until March 1 972 because of difficulties of 
seasonal adjustment. 

2 The revisions to earlier quarterly figures reflect the changes in the treatment 
of items in t ransit explained on page 484. 



occu rred from time to t ime, particularly when official  sales 
of g i lt-edged stocks exceeded such foreign exchange inflows 
as took place, and the authorities provided assistance 
throug h  the purchase of bi l ls, sometimes on a very large 
scale. 

During August, the amounts of b i l ls on offer at the weekly 
Treasury b i l l  tender varied between £ 1 60 m i l l ion and £220 
m i l l ion.  The d iscount houses reduced the ir  bids in each of 
the fi rst three weeks and the tender rate rose altogether 
by some -,\% to just over 5i%.  The houses received al lot
ments averag ing nearly half of the b i l ls  offered . Thereafter, 
they paid successively more, particu larly after the reduction 
in Bank rate on 2nd September, and the tender rate fel l 
to 4i% before the new arrangements for the control of c redit 
were introduced i n  m id-September. 

As part of the new arrangements, the d iscount houses 
informed the Bank that they wou ld  no longer tender for 
Treasu ry b i l ls  at an ag reed price; but that they wou ld  con
t inue to apply for a total of b i l ls which wou ld at l east cover 
the amount on offer. At subsequent tenders in Septem ber 
and October, the amounts of b i l ls offered were smal l ,  
because sales of  g i lt-edged stocks to the market had kept 
pace with the Exchequer's needs. N evertheless, the totals 
of b i l ls  appl ied for from all sou rces in this period were 
u nusual ly large. The lowest rate at which appl ications were 
accepted fell at each tender to 29th October when it was 
under 4i% .  

This movement reduced Treasury b i l l  rates relatively 
m ore than other m oney market rates. I t  m ay have been 
due partly to the end of the jo int bid and partly to a 
shortage of Treasury b i l ls. Otherwise, since the new arrange
m ents, banks appear to have been more rate-conscious 
when placing their l iqu id  funds and this has tended to make 
money in the d iscount market more expensive than it  wou ld 
have been under the old arrangements. The members of  
the d iscount m arket have not been agreeing rates for fine 
bank b i l ls  since 6th August, with the result that marg ins 
have become narrower. Sel l ing rates for these bil ls fel l 
from 6.,\% at the end of Ju ly to about 4i% at the end of 
October. 

Over the three m onths from August to October, the aver
age cost of the houses' borrowed funds appears to have 
reflected the g eneral decl ine in i nterest rates. The cost 
was fai rly steady during August but dropped after the reduc
tion i n  Bank rate on 2nd Septem ber. It continued to fall  
i n  the fol lowing weeks as m oney taken p reviously at hig her 
rates was repaid .  By the end of October, the average cost 
of borrowed funds is estimated to have been down to about 
4i% .  Since the new arrangements, the market has taken 
a smal ler  proportion of its funds than before from the c lear
ing banks, as the other banks began to adjust to the requ i re
ments for reserve assets. 

On 22nd October, the Bank announced a modification of 
the faci l i t ies provided to the market. At thei r option, in
dividual houses which were short of funds wou ld hence
forward be able to borrow from the Bank, as an alternative 
to sel l ing b i l ls. The loans wou l d  be l im ited in total to each 
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house and confidentia l .  They wou ld  norm al ly  be for one 
week and rates would take i nto account not only the cost 
of the houses' borrowing from the banks but yields on their 
other assets. The pu rpose of this innovation was to g ive the 
houses a l im i ted t ime i n  which they m i g ht respond more 
flexibly to shortages of money arising in the normal day-to
day fu nctioning of the market. I t  wou ld  not affect the Bank's 
abi l ity to req u i re the houses to borrow i n  the trad it ional way 
either to smooth m arket fluctuations or as an act of 
monetary pol icy. 

Local authorities 

I n  the three months to the end of October, longer-term bor
rowing by local authorities was less than the exceptional ly 
l arge amounts taken i n  the June quarter. This may in  part 
reflect a tem porary decl ine  in their  capital expenditu re. 
Local authorit ies in development and i ntermediate areas m ay 
perhaps have been seeking to transfer resou rces i nto capi
tal projects e l ig ib le  for g rants u nder the additional publ ic  
works prog rammes announced i n  Ju ly and augmented in  
September. Projects, of  wh ich  some £1 60 m i l l ion have 
al ready been submitted, m ust be essent ia l ly completed by 
M arch 1 973. The start of some housing work may also have 
been delayed by u ncertaint ies about the Government's 
proposals, publ ished on 3 rd N ovember, for a rad ical  reform 
of the methods of housing finance. 

Borrowing from the Publ ic  Works Loan Board was some
what h igher than in the June quarter but the proportion of 
thei r quotas which authorities have so far d rawn has been 
smal ler  than normal .  Si nce authorit ies may not d raw more 
than 25% of thei r quotas in the last quarter of the financial 
year, the Board has restricted the p roportion that m ay be 
drawn in December, in  an attempt to smooth out a possi ble 
sudden r ise i n  borrowing should the authori ties attempt to 
catch u p  on thei r d rawings. There were few new stock 
issues and,  with only 1 0% of the £50 m i l l ion G reater Lon
don Counci l  issue fal l i ng due for paym ent in  October, these 
were exceeded by redem ptions. There was, however, a 
strong demand for negotiable bonds, which,  u nder the new 
credit arrangements, the d iscount market m ay i nc lude in  its 
e l ig ib le assets, and the rate of interest has been running 
below that asked for mortgages of a s imi lar  term . 

The cost of a l l  forms of local authorit ies' borrowing 
decl ined d u ring the three m onths. There were several reduc
t ions i n  P.W.L.B.  rates and, at the end of October, quota 
rates for 1 0-1 5-year loans stood at 7i% compared with 
8t% at the end of Ju ly. Market mortgage rates fel l  stead i ly, 
the rate on mortgages o,f over five years com i ng down from 
8%-9% at end-Ju ly to 7t %-8% in October; and on one-year 
mortgages from 6i% to 5 i % .  The cost of negotiable one
year bonds fell from 6t% to 5t % .  Temporary money rates 
were also down over the three m onths, at f irst because of 
the foreign exchange inflows and then because of the 
reduction in  Bank rate at the beg inn ing of September. The 
rate paid on three months' deposits was 5 %-5t %  com· 

pared with 6t% at the end of Ju ly, and seven-day money 
cost some 1 % less at 5 % .  
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Building societies' lending continued to rise but 
the increase in receipts was even more marked. 

Finance houses 

The removal of terms contro ls  on h i re pu rchase, credit 
sale and rental ag reements on 1 9th Ju ly led to a vigorous 
expansion i n  the amount of credit extended by the finance 
houses. Although repayments in the September quarter were 
also som ewhat larger  than in  the previous three m onths, 
total instalment debt outstanding rose, after seasonal adjust
ment, by as much as £66 m i l l ion,  or 7t % .  

Rates offered by finance houses for three-month deposits 
fel l  by about .}% to around 6% during August and were cut 
by a fu rther t% fol lowing the reduction in Bank rate on 2nd 
Septem ber. They continued to ease throughout Septem ber 
and October, to c lose the month at about 5t% .  The Finance 
Houses Assoc iat ion's base rate, to which charges for some 
long-term lending are related, was reduced from 7% to 
6t % on 2nd August, to 6% on 1 st October and to 5t% 
on 1 st Novem ber. 

The new credit control arrangements for i nstalment credit 
f inance houses which take deposits,! ag reed by the Bank 
with m em bers of the F inance Houses Association and with 
certai n houses outside the Associ at ion,  formal ly came into 
operation on 1 6th September. They replaced the previous 
requests from the Bank to restrict lending with in  g iven cei l
ings, under which the houses had been asked that the ir  
outstanding lend ing at  end-Septem ber 1 971 should  not  be 
m ore than 1 0% hig her than at  end-March 1 970. Partly 
because of the abolit ion of term s control in Ju ly  and the 
su bsequent rapid expansion in new credit, the houses were 
in agg regate wel l above thei r cei l ing when the o ld  scheme 
came to an end. The new scheme provides for a trans
it ional period of twelve m onths during which the participat
ing houses must bu i ld  up thei r hold ings of reserve assets 
by stages to the prescribed proport ion.  Smal ler houses -
those with e l ig ib le  l iab i l it ies of less than £5 m i l l ion  - are 
exempted from the arrangements so long as thei r l iab i l it ies 
remain below that l i m it. As a resu l t  of this, the scheme has 
started with fou rteen participating f inance houses. A number 
of these have app l ied, or  are understood to be contemplating 
applying,  to be recogn ised by the Department of Trade 
and I ndustry as banks under the Protection of Depositors'  
Act 1 963. I f  successfu l ,  they wi l l  subscribe instead to the 
credit control scheme for banks. 

Building societies 

The bui ld ing societies conti nued to aUract exceptional ly 
large sums i n  the period August to October, and despite an 
appreciable increase in  withd rawals - possibly reflecting in 
part the recent upsurg e  in  i nstalment credit business as wel l  
a s  i n it ial  deposits for house purchase - net receipts, season
al ly  adjusted, total led a record £573 m i l l ion .  This was £87 
m i l l ion more than in the previous three months and over 
£ 1 50 m i l l ion ,  or  36% ,  g reater than in the corresponding 
period last year. The soc ieties probably benefited to some 
extent from the reduction i n  Bank rate on 2nd September 
which had the effect - tem porari ly at least - of widening 
the a l ready favourable differential between thei r own and 

! The detai Is of the agreed arrangements are reproduced on page 488. 
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alternative i nterest rates. However, on 8th October, the 
Bui ld ing Societies Association recommended a reduction 
i n  the mortgage rate from 8t% to 8 % ,  to take effect from 
1 st November on new mortgages and from 1 st January next 
year for existing loans. This reduction was the fi rst change 
in mortgage rates since 1 969. I t  was accom pan i ed by a cut 
also effective from 1 st January - i n  the rate recomm ended 
to be paid on share accounts; the new rate was 4t% tax 
paid instead of 5% but left the societies fu l ly competitive 
with all the main alternatives except national savings certifi
cates. G rossed up at the standard rate of i ncome tax, the 
rate of interest on shares wi l l  be equivalent to about 7i% .  

New comm itments by the societies to l end have continued 
to increase strong ly and were one th i rd higher than a year 
ago. N et lending has also been rising stead i ly  but it  has 
not qu ite kept pace with the i nflow of funds, and the 
societies' l iqu id ity ratio, which at the end of J u ly was al ready 
h igh at 1 8% ,  i ncreased further to 1 8'3% at the end of 
October. 

Company securities 

The distu rbances in the foreig n  exchange markets, fears 
about the effects of the U.S.  import surcharge on the profits 
of important exporting com panies, and concern about the 
size of certain wage c laims being subm itted, appear to have 
influenced the equ ity market as much as the signs of 
recovery in some kinds of personal consum ption, more good 
trade figures, and increases i n  prices on the New York stock 
market for a t ime after the U.S.  m easures. Prices d id  res
pond to these last two influences for a whi le  in the fi rst part 
of September but d rifted down again  thereafter. By the end 
of October, the F.T.-Actuaries industrial share price i ndex 
( 1 81 )  was down s l ightly compared with the end of Ju ly 
( 1 84) . At the end of October and early i n  N ovember, the 
market was depressed by fal ls  on the New York stock 
exchange and prices continued to weaken. There was a 
recovery, however, after the midd le  of N ovem ber. 

In common with other fixed i nterest securities, yields on 
com pany debentu res fel l  over the three m onths: those on 
fi rst-cl ass h igh-coupon stocks of about twenty-five years' 
maturity came down by 1 % to about 8i% at the end of 
October. As yields on g i l t-edged securities of s imi lar  
m atu rity fel l  by a somewhat smal ler  amount - some t% -
the differentia l  between them narrowed to about fo% .  

Although there was a pause i n  the rise i n  equ ity p ri ces 
during the period, the new issue market maintained its 
recent recovery. U .K .  companies raised a net total of £1 1 5  
m i l l ion ( of which equit ies £38 m i l l ion ) compared with £ 1 39 
m i l l ion ( equ ities £35 m i l l ion ) i n  the previous three months. 
The figu re for August-October was reduced by £27 m i l l ion 
through a partial  redemption of five debenture stocks by the 
Receiver of Rol ls-Royce Limited. Financial  compan ies were 
again prominent but the largest part was as usual taken by 
industrial and commercial  com panies. The 'queue' of bor
rowers yet to announce their  issues shortened over the 
period, fol lowi ng the announcement of a large rights issue 
by the B ritish Petroleum Company. I f  this is  not taken i nto 
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account, however, there was a modest lengthen ing i n  the 
'queue' of other i ntending borrowers. 

Repu rchases of u n its by unit trusts were a record during 
the S eptember calendar quarter. I t  appeared that i nvestors 
who had bought un its at the h igh  prices ru l ing i n  1 968 and 
early 1 969 took the opportunity offered by the recovery in  
the equ ity market during  the June quarter to withdraw with
out loss. As g ross sales fel l ,  net sales - at £7 m i l l ion -
were the lowest since 1 962. I n  the month of September, 
however, there was a modest increase in sales. This con
t inued in October, when g ross sales expanded fu rther and 
repu rchases decl ined, g iv ing net sales of £8 m i l l ion. 

Conclusion 

It is sti l l  too soon to judge how much the recent u n
certainties i n  foreig n  exchange markets may be affecting 
world trade. The longer the uncertainties last, however, and 
the g reater the f luctuations i n  market rates, the more chance 
there is of ind ividual countries i ntroducing restrictions on 
trade and other i nternational transactions. M any govern
ments have shown that they are aware of the dangers 
and steps have been taken i n  a number  of industrial coun
tries - i nc lud ing the United Kingdom, Canada, Italy and 
Japan - to stim u late output and a fu l ler  employment of 
resources. Together with a widespread redu ction of i nter
national i nterest rates, this shou ld he lp to make up for 
any contraction of trade which m ig ht otherwise have 
developed. Nevertheless business confidence remains weak 
in a number of countries and the rate of i nvestment is low. 
Governments' efforts to m ai ntain activity wou ld  be more 
sure of success and the p rospects for world trade wou ld  be 
improved by an early settlement of outstanding i nternational 
questions, inc lud ing a real ist ic real ignment of exchange 
rates and the removal of the U.S. im port surcharge. Such 
a settlement wou l d  be i n  the i nterests of developed and 
developing nations a l ike. 

Against this i nternational backg round,  the measures which 
have been taken at home i n  the Budg et and subsequently 
to revive a slugg ish economy are al ready having effect. 
Monetary relaxations have helped to stimu late a pronounced 
increase in  personal spending on cars and other durable 
goods and on housing,  as credit from banks, finance houses 
and bu i ld ing societies has become m ore easi ly avai lable 
and, i n  some instances, cheaper. Past experience has shown 
that it  takes some time for a recovery in personal spending 
to affect demand for capital goods and l abour. This helps 
to explain why m anufacturing investment has continued to 
decl ine and unemployment to rise. Unemployment may also 
no longer be responding in the same way as in the past to 
changes in demand, partly perhaps because of the effect of 
i nflation on f irms' profits and l iqu id ity and the repercussions 
of th is on business confidence. However, it should not be too 
long before the g rowth in consumers' demand, which has 
so far been concentrated m ainly on durable goods, extends 
to other goods and helps to stim u late production in other 
industries besides those supplying consumer goods. An 
end to the recent rundown in industries' stocks wi l l  add to 
the expansion. Al l  this should be assisted by the cu rrent 
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com bination of lower i nterest rates and spare lend i ng re
sou rces avai lable to the banks under the new arrangements 
for control of credit. The transition to the new system has 
prog ressed satisfactori ly and banks have a l ready begun to 
take advantage of the opportun ities to compete more freely. 

Much has been done by means of monetary and fiscal 
relaxations to lay the foundations for a period of strong 
economic g rowth. I t  is  sti l l  true, however, that these 
measures may not succeed for very long un less the pres
sure of rapid ly rising pri ces and wage costs can be reduced. 
There is  encourag ing evidence that the rate of g rowth in 
prices has begun to slow down under the i nfluence of the 
July cuts in purchase tax and the i nitiative taken by the 
Confederation of B ritish I ndustry; and the c i rcumstances 
shou ld now be favou rable for a s ignificant moderation in the 
g rowth of wage costs. 
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