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Wage and price inflation began to accelerate 

sharply after July. 
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Commentary 

The main  concern of economic policy and the preoccupation 
of financial markets in  the three months from August to 
October discussed in this Commentary was the growing 
domestic wage and price inflation. Unemployment was 
fa ll ing and output rising, though the development of the 
main  forms of demand and output was uneven, with personal 
consumption buoyant and suppliers of consumer goods busy, 
whi le fixed investment was sluggish and manufacturers of 
capital goods were short of work. The effect of al l  these 
influences on the balance of payments was obscured by the 
U.K.  dock strike. In the foreign exchange market, the 
floating sterl ing rate was fairly steady during August and 
the first half of September, but then fel l  sharply. The domestic 
money stock rose less qu ickly than in the previous quarter. 
The i ncrease in bank lending to the private sector was also 
smaller, and the central government deficit showed no signs 
of reach ing the amount expected in  the Budget. But on 
9th November the Bank called for Special Deposits from the 
banks and finance houses observing reserve ratios to help 
to moderate the effects on their l iqu idity of an anticipated 
sharp increase in the government deficit later in the year. 
Short-term interest rates fell back a l ittle after the end of 
J u ly but were sti l l  well above those prevai l ing in the fi rst 
five months of 1972 ; and they rose again at the end of 
October. I n  the discount market, increases in Treasury bi l l  
rates took them above Bank rate, and, i n  October, the Bank 
l inked the i r  minimum lending rate directly with market 
rates. 

After the breakdown early in November of discussions with 
the Confederation of B ritish I ndustry and the Trades Un ion 
Congress, the Government announced a short statutory 
standstil l  on prices, incomes and dividends, as a holding 
measure to a l low time for the preparation of longer-term and 
preferably voluntary arrangements. 

Costs and prices 
I n  the three months August-October, discussions between 
the Government, the C .B . I .  and T. U.C.  conti nued against the 
background of an accelerating increase in  domestic costs and 
prices. 

On the cost side, prices of basic materials and fuels used 
in manufacturing industry were 6-4% higher than in the same 
period of 1971, compared with 1·9% in the previous three 
months, partly because of an increase in prices of some 
imported commodities such as wool. Wage costs were also 
moving upwards more rapidly. Average earn ings i n  the 
September quarter were 12·1 % higher than a year earlier, 
compared with 11·3% in the June quarter; and hourly wage 
rates, which were a l ready about 11 %-12% above a year 
earl ier in  May-J uly, rose to 16·5% above in  August-October. 
Some workers, including large numbers in the engineering 
i ndustry, were covered in this period bysettlements which gave 
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them a second substantia l  increase in min imum rates with in  
twelve months. Several large cla ims were a lso outstanding. 

Though the rate of increase in  productivity so far this year 
has been fast - output per head in production i ndustries was 
at a rate of some 7�%-8% greater than a year earl ier - the 
qu ickening of the r ise i n  costs was beginn ing to affect 
sell ing prices. Wholesale prices of man ufactured goods in  
the home market were 5·4% hig her i n  the three months 
August-October than in the same quarter of 1971, as against 
4·3% i n  the previous three months; and reta i l  prices moved 
up to 7·1 % in August-October compared with a year earl ier, 
as against 6% in May-J u ly. 

When the series of talks between the Government, C. B . I .  
and T. U .C. ended without agreement early i n  November, the 
Government announced a standstill on increases in  prices 
( inc luding rents).  wages and salaries, and dividends. The 
standstill was to take effect immediately and to last for 
ninety days from enactment of the enabl ing bi l l ,  with 
provision for an extension of sixty days if requ ired. Special  
a l lowance was made for changes in the cost of imported raw 
materials and un processed agricu ltura l products ; and for 
increases in earnings from h igher output, incremental scales 
or promotions. Pay settlements reached before 6th November 
but which would otherwise have taken effect during the 
standsti l l  were to be deferred unti l  it had ended. 

Expenditure and output 
The development of the mai n  forms of domestic demand and 
output in the September quarter was uneven. Personal con­
sumption continued to grow strongly and manufacturers of 
consumer goods were busy, but this welcome beginn ing of 
an expansion was slow to work through; some other forms 
of demand were sti l l  subdued and much of heavy i ndustry 
was under-util ised. 

Consumers' expenditure grew quite strongly for the 
second quarter runn ing. Some of the 2�% increase in  
volume in  the J u ne quarter may have represented a catching 
up after the low first quarter, when the miners' strike reduced 
output and when some buyers held off in the hope of tax 
reductions in the Budget; but the growth in the th ird 
quarter presumably reflected a rise in real i ncomes and 
lower tax rates. The volume of reta i l  sales increased by 3%, 
and registrations of new cars were aga i n  very h igh,  as i n  the 
previous quarter. 

Other forms of demand taken together were less buoyant 
than consumption. There was no improvement in stocks, 
which had been run down in 1971 and again very markedly 
in the first half of 1972 when they were affected first by the 
mi ners' str ike and power shortages and later by the strong 
growth in consumption . They continued to fal l  q u ite sharply 
in the th ird quarter, especially in manufacturing industry, 
perhaps partly because of the conti nued rise in output and 
partly reflecting supply shortages caused by the dock strike. 

Current spending by publ ic authorities on goods and 
services has been rising in real terms at an annual  rate of some 
3% since the end of 1970. But i nvestment i n  housing by the 
publ ic sector was down temporarily in the September 



quarter and private sector spending on housing, though h igh, 
was probably l ittle more than maintained. Work i n  both 
sectors was curtai led by a strike of construction workers but, 
to judge from advances by the bui lding societies, demand for 
private housing remained strong. Other fixed investment by 
private i ndustry i n  the September quarter may have edged 
upwards again, after the recovery in expenditure by the 
distribution and service i ndustries i n  the J u ne quarter, but 
capital spending by man ufacturers a lone probably fai led to 
show any improvement after fal l ing sharply i n  the previous 
three months. The C. B. I .  survey taken in October poi nted to 
some increase in i nvestment in the next twelve months, and 
broadly confirmed the most recent officia l  survey of i nten­
tions taken in August-September. This suggested that 
manufacturing i nvestment may not start to pick up u nti l  
1973. These surveys have i n  the past been less reliable when 
the trend in i nvestment has been changing ; but there has 
normal ly been a substantial lag before changes i n  output 
are reflected i n  investment, and the rise i n  manufacturing 
production i n  the second and third quarters of this year was 
the first substantia l u pward movement since as long ago as 
1968. M uch i nvestment is fi nanced out of profits which, 
though they have recovered in the last two years, were sti l l  
h istorical ly low ; and manufacturers were a lso un l i kely to be 
plann ing large increases in i nvestment whi le capital 
uti l isation remained relatively slack. 

Capital utilisation index a 
19641V � 100 

I n  fact, capita l util isation i n  the September quarter 
continued to recover from its low point in the first quarter 
of 1972, reflecting a further i ncrease of 1 % in i ndustria l  
production. The rise i n  total production was smal ler than in  
the J une quarter because of  the bui lders' strike ; but  man u­
facturi ng production was u p  by 2·3% i n  the quarter, and the 
trend i n  i ndustria l  output seemed to be broadly consistent 

1969 
1970 
1971 
1972 
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11 
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III 
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IV 
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92·5 
88·1 

a After adjustment for revised estimates of the capital stock. 
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with the Government's a im of a n  annua l  growth rate of 
5%. I n  l ine with the pattern of demand, production by 
consumer goods manufacturers and by the motor i ndustry 
contin ued to be high,  but order books i n  heavy i ndustry 
remained low. Meanwhi le, the fal l ing trend in unemployment 
continued. In the four months to the November count, the 
n umber out of work fel l  by 48,000 after seasonal  adjustment 
to 3·3% of the total n umber of employees. Some shortages 
of certain kinds of labour  were beg inn ing  to be reported 
from some areas, but not on a sca le consistent with the 
recently apparently rapid g rowth in recorded vacancies. 

Balance of payments 
The current accou nt of the U.K. balance of payments wil l  
have been i nf luenced in the September quarter by the growth 
in domestic consumption, by the effect on the cost of imports 
of the depreciation of sterl ing since J u ne, a nd by a n  i ncrease 
in world commodity prices. These i nfluences may to some 
extent have been matched by recoveri ng demand in several 
important export markets. B ut the U.K. dock strike in J u ly 
a nd August makes it difficult at this stage to assess the 
u nderlying trends. The strike affected exports in the 
September quarter much more than imports, so that the 
total va lue of exports fel l  by some £220 mil l ion to £2,055 
mi l l ion but imports, at £2,335 mi l l ion,  were on ly sl ightly 
down.  As a result the visible trade deficit after seasonal 
adjustment widened from around £75 mil l ion i n  the June 
quarter to  some £280 mi l l ion.  

In  October, exports and imports were large, as the backlog 
of goods delayed by the strike was made good, and the trade 
deficit fel l  to £47 mi l l ion after seasonal  adjustment compared 
with a monthly average of £93 mi l l ion i n  the September 
quarter. By the end of October, it was l ikely that most of the 
delay in imports had been recovered, but that some remain ing 
backlog of exports was sti l l  to come. The strike wi l l  have 
meant, however, a permanent loss of some exports as 
foreign buyers who were u nable to obta in  goods ordered 
from the U n ited Kingdom turned to other suppl iers. 

Meanwhi le the net i nvisibles surplus in the th i rd quarter 
was a l ittle h igher than i n  the second at £174 mi l l ion, but 
sti l l  s l ightly below the quarterly average for 1971 ; a nd the 
current balance swung into a deficit of just over £100 mi l l ion.  

After the large outflow in  the J une quarter, identified 
i nvestment and capital movements in the September quarter 
were relatively modest. They resu Ited in another, but small , net 
outflow of just u nder £100 mi l l ion. Other countries' exchange 
reserves in sterl ing fel l  by about £90 mi l l ion,  but largely 
because of a purchase by the U nited Kingdom of £83 mi ll ion 
from the U .S. authorities i n  J u ly.' Excluding this transaction, 
there was l ittle net movement in either officia l  exchange 
reserves held in sterl ing or i n  private sterl ing balances. 
Overseas borrowing i n  sterl ing from U.K. ban ks (other than 
for export credit) rose by only £13 mi l l ion, as some of the 
exceptional ly h igh borrowing of over £200 mi l l ion recorded in 
the previous quarter was repaid. The banks' net external 
borrowing i n  overseas currencies, however, was again 

1 September Bulletin. page 309. 
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substantial in the third quarter, rising by over £200 mil lion. 
As before, a large proportion was used to finance investment 
overseas by U.K. investment and un it trusts. Other private 
i nvestment produced a modest net inflow. The balancing item 
swu ng from a large negative figure of nearly £400 mil l ion 
in  the second quarter to a positive f igure of £150 mil l ion 
in  the third quarter. Although it is possible that this may 
signify some reversal of the large un identified outflows 
in the June  quarter, the main  i nfluence was probably the 
dock strike, which must have upset the normal timing 
relationships between movements of goods (as shown in  the 
balance of payments accounts) and payments for them. 

Reserves and official financing 
The total currency outflow in the September quarter of 1972 
was £79 mil l ion. The short-term l iabi l ity of £1,001 mil l ion 
to E.E.C. central banks (which had arisen because of the 
run on sterl ing towards the end of J u ne) was a lso repaid in  
the periodJ Of the total £1,080 mil l ion, £441 mil l ion was 
financed from the outstanding amounts previously swapped 
forward with overseas monetary authorities. The remain ing 
£639 mi l l ion was provided from the reserves, including 
£259 mil l ion from the U .K. reserve position in the I nter­
national  Monetary Fund, the ful l  £292 mil l ion of which was 
taken into the reserves during J uly. At the end of September 
the reserves stood at £2,337 mil l ion.2 

Foreign exchange and gold markets 
Sterl ing was floating during the three months August­
October. It remained fairly steady u nti l  the second half of 
September, but then depreciated sharply. 

By the middle of J u ly it had become clear that, with the 
pou nd at a round U .S. $2·45, the market's day-to-day 
transactions in sterl ing were for the time being in balance. 
News which might normally have affected confidence had 
l ittle effect on the rate. The pound rose to $2·4550 when the 
docks dispute was settled but soon returned to $2·45. At the 
beginn ing of September, dea lers' concern about the effects of 
domestic inflation increased, but sterl ing was protected by 
some demand for spot funds from those who had sold 
forward in J u ne and now wished to meet their commitments. 
The demand fel l  away on the 22nd, three months after sterl ing 
had been floated. The movement coincided with unfounded 
reports that a new parity would be fixed at the meeting of the 
I,M. F. the following week, and with anxieties about the 
repercussions of the Scandinavian referenda on E.E.C. entry. 
For the fi rst time for over two months there was some fairly 
heavy sell ing of sterl ing, and the rate fel l  to around $2·43. 
Several days later the Trades Un ion Congress's rejection of 
the Government's in it ial proposals on prices and incomes set 
off another fa l l. While the discussions between the Govern ­
ment, C. B. I .  and T. U .C.  continued during October, a number 
of reports suggested that sterl ing might be refixed at points 
below $2·40. Some overseas holders sought protection against 
these possibi l ities and the rate fel l  sharply, touch ing around 

1 September Bulletin. page 309. 

2 Valued at the official middle rate of $2·60571. Movements into and out of the reserves 
are valued at the rates at which transactions took place. 
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Spot rate for U.S. dollars i n  London8 
$2·3225 before closing at the end of October at over $2·34. 
This represented a n  effective deva luation against a l l  other 
currencies of about 1 O�% compared with the middle and 
central rates agreed i n  December 1971. After the announce­
ment of the prices and i ncomes standsti l l  in N ovember, 
sterl ing settled a round $2·35 for most of the rest of the 
month. 

$ to £ 

[Joffi c i al d ea l ing marg ins 

••••••••• • 1 1  ••••••••••••••••••••• The U.S. dollar continued to improve i n  most markets 
duri ng August and early September. The improvement 
reflected rising U .S. short-term interest rates, i nterventions 
i n  the foreign exchange markets by the Federal Reserve Bank, 
and the slower growth of U.S.  prices. At the end of September, 
confidence in the dollar was helped by the co-operative 
atmosphere at the I .M .F. annual  meeting, so that the West 
German and Swiss authorities were subsequently able to 
make some modest sales of dollars. But  towards the end of 
October the sharp fall in sterl i ng led briefly to some re­
appraisa l  of other currencies: the French franc, the Ital ian 
l i ra and the Scandinavian currencies eased and the improve­
ment of the dollar was checked in terms of deutschemarks and 
Swiss francs. M eanwhi le there continued to be a strong 
feel ing in foreign exchange markets that the Japanese yen 
might be revalued and the Bank  of Japan had to buy large 
quantities of dollars. 
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After seeming fairly settled for over two months, 

sterling depreciated sharply against the U.S. dollar 

from mid-September. 

The price of gold on the London market rose rapidly to a 
new record of U .S. $70 per f ine ou nce at the beg inn ing of 
August, largely because of renewed specu lation about a rise 
in the official price. But the prospects of Russian sales of gold 
to f inance large gra in  purchases, a nd reports that the I . M. F. 

8 Weekly middle closing rates, Fridays, except for Thursday, 
22 June. 
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were considering the possibi l ity of gold sales led subse­
quently to a gradual  decl ine i n  the price. It fel l  momentarily 
to $61·25 in the middle of September but qu ickly returned 
to around $64 and was l ittle changed up to the end of 
October. In the fi rst half of November, the feel ing that 
prospects of a rise in the officia l  gold price were reced ing, 
cou pled with the continued fear of substantia l  Russian gold 
sales, appeared to inh ibit demand, and the price fel l  back to 
under $61. 

Sterling guarantee agreements 

The fal l  i n  sterl ing during October and November brought 
into play the U.K. guarantee arrangements in  the sterl ing 
agreements. U nder these agreements, made orig ina l ly in 
1968 with individual  overseas sterl ing countries and subse­
q uently renewed with most of them in September 1971, each 
country undertook to hold a min imum proportion of its 
officia l  reserves in sterl ing,  in return for a U . K. guarantee in  
terms of  the U .S. dol lar for any officia l  ster l ing he ld  i n  excess 
of 10% of total reserves. The guarantee is to be implemented 
if the middle sterli ngjU .S. dol lar rate in London fa l ls, and 
remains for a period of thirty consecutive days, below 
$2·3760 (i.e. 1 % below the parity of $2·40 rul ing when the 
agreements were concluded ) .  The payment then to be made 
in  sterl ing from the Exchange Equa l isation Account is 
determined by the difference in  dol lar terms between 
$2·40 and the closing middle rate in London on the last 
working day of the thirty-day period, appl ied to el ig ible 
balances on the day preceding the thirty-day period. The 
closing middle rate first went below $2·3760 on 25th October, 
and was sti l l  below on 23rd November when it stood at 
$2·3506. The agreements were concluded in  a regime of 
fixed rates, and consultations are taking place on the 
techniques for settlements under floating rates. 

European Economic Community 
After the Danish referendum in favour of join ing the 
European Economic Community, the Danish authorities 
announced on 10th October that they would again maintain 
the krone with in  2:k% of the rates for other E. E.C. members' 
currencies ( inside the 'snake' ) .  

At  a summit conference of  the enlarged Community in  
Paris on 19th and 20th October, it was agreed to set up 
before 1 st  April 1973 a European monetary co-operation 
fund to be administered by the Committee of E .E.C. central 
bank Governors. The fund may develop in time into the 
nucleus of a Community central bank. I n it ial ly the fund will 
organise concerted action under the existing narrower 
marg ins scheme, and arrange settlement of positions arising 
from interventions in Community currencies, which will be 
expressed in un its of account. It wil l a lso admin ister the 
central bank arrangements for short-term monetary support. 
Moreover, it was decided at the conference that the Com­
munity should draw up reports on the adaptation of the 
short-term support arrangements and on conditions for 
progressive pool ing of external reserves by 30th September 
1973 and 31 st December 1973, respectively. 
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Short-term interest rates 
Short-term interest rates in continental Europe were 
genera l ly little changed in August and September. But they 
began to move u pwards in the second week of October, and 
the West German bank rate was raised on the 9th. It was 
raised again early in November, together with bank  rates in 
France and the Netherlands. Yields on U .S. Treasury bills, 
however, rose quite q uickly during the second half of 
August and U .S. banks' prime lending rates were increased at 
about the same time, and again at the beginning of October . 
Rates continued firm, and at the end of October 91-day U.S. 
Treasury bills were yielding 4i% per annum, compared with 
3�% three months earlier . 

Euro-dollar rates did not share in the rise in domestic U .S. 
rates. Yields on most maturities were little changed over the 
period but. as the maturity date for three months' and shorter 
deposits passed over the end of the year, they were marked 
up by about �%, three months' deposits yielding 6% per 
annum at the end of October. 

In domestic sterling markets, most interest rates were at a 
peak in late J u ly when three months' inter-bank money at one 
time reached nearly 9% per annum. They fell in August. 
however, and by the third week rates in the inter-bank  and 
para l lel deposit markets had declined by a round 1 �% for three 
months' and by arou nd 2% for one month's money; but they 
were still very substantia l ly higher than the 5% recorded 
before the events of J une. Thereafter, movements in sterling 
deposit rates were fairly smal l ,  but they rose to 811% per 
annum for three months' inter-bank  funds at the end of 
October when the sterling rate was u nder pressure. 

The fa l l  in sterling deposit rates in the inter-ban k  and 
para l lel  markets during August was reflected in a fall in the 
cost of forward cover, so that covered interest differentiais 
with euro-dollars continued at around �% per annum against 
sterling on three months' money, a nd around par on the 
one-year comparison. B ut the movement out of sterling at 
the end of October caused one-month and three months' 
forward margins to widen appreciably for a few days to 
discounts of 3�% and 3% per annum respectively. Covered 
differentia ls were only a little wider, however, because the 
increase in the cost of forward cover was partly matched by 
the rise in sterling interest rates. Movements in the six 
months' and one-year forward margins were less marked, 
since most of the borrowing to finance sales of sterling was 
concentrated in the shorter dates. 

Bank rate 

Meanwhile U.K. Treasury bill rates, after a sharp rise in the 
middle of J une, moved up only gently from under 5�% for 
three months' bills in mid-June to 5�% at the end of August. 
As described in the next section,  however, in the first half 
of September they jumped by �% a lmost to 6i%, which was 
well above the ruling 6% Bank rate. 

With the introduction in September 1971 of the new 
arrangements for the control of credit, the significance of 
Bank rate as a conventional reference point for other rates 
was reduced. I n  particular the clearing banks ceased to tie 



their lending and deposit rates to it. But the function of Bank 
rate as a market instrument remained, being the minimum at 
which the Bank wou ld normal ly lend to the discount market. 
The increased flexibi l ity of interest rates envisaged by the 
changes of September 1971, however, requ i res a last resort 
lending rate which can respond flexibly to changing 
conditions in the money market, without movements in it 
bei ng interpreted as signal l ing major sh ifts in monetary pol icy. 

With the approval of the Chancellor of the Exchequer, the 
Bank accordingly publ ished on 9th October new arrange­
ments for determining and announcing their minimum rate 
for lending to the market. From 13th October, the lending 
rate was to be �% above the average rate of discount for 
Treasury bi l ls at the most recent tender, rounded to the 
nearest �% a bove. The rate would be automatica lly deter­
mined by this formula and announced each Friday afternoon 
with the results of the Treasury bi l l  tender, the weekly Bank 
rate announcement on Thursday being discontinued. 
A change in the lending rate independent of these arrange­
ments, however, was not to be excluded if, for example, 
it was required to sign ify a shift in monetary policy. When the 
Bank decided, with the approval of the Chancel lor, to make 
a special change of this k ind, the announcement wou ld 
norma lly be made on a Thursday at mid-day and the opera­
tion of the min imum lending rate formula would be suspended 
unti l  market rates had moved into l ine. 

Bill markets 
Funds i n  the bi l l  markets tended to be short in August. The 
Bank gave help through purchases of Treasury and local 
authority bil ls and through overnight loans. Conditions 
eased for a while at the end of the month and in the first 
two weeks of September, when the authorities sold 
Treasury bi l ls  to mop up surplus money; but thereafter 
markets were tighter, and the Bank again rel ieved shortages 
by buying bi l ls. No lending to the market was undertaken by 
the Bank from the time that Treasury bill rates moved above 
Bank rate early in September until 18th October, five days 
after the new minimum lending rate had been introduced. 
The lending undertaken then was overnight only, to cover 
fluctuations in the supply of funds to the market. 

At the first five Treasury b i l l  tenders in the three months 
August-October, the amounts of bi l ls on offer were modest 
(averaging less than £90 mi l l ion a week) and the average 
rate of discount was l ittle changed at 5�%-5�%. The tender 
on 8th September, however, was for a much larger amount 
of bi l ls ( £200 mi l l ion) and the discou nt houses increased 
their rates sharply, the average rate rising to 6i%. At the 
next tender, when £160 mil l ion bi l ls were on offer, it rose 
again,  though less sharply, to nearly 6�%. The rate remained 
between 6�%-6�% for the next five weeks, during which the 
Bank discouraged an incipient downward drift in  rates by 
holding their  own deal ing rate for long-dated bi l ls at over 
6�% for three successive weeks. 

After the tender on 13th October, when the average rate of 
discount was over 6�%, the Bank's min imum lending 
rate (at �% above, rounded to the nearest �% above) was 
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Relative growth rates i n  M1 and M3 
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Since the third quarter of 1971, the broader 
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7�%. It rose to 7k% on 27th October when the average 
tender rate was more than 6�%. 

The average cost of the d iscount houses' borrowed fu nds 
was probably l ittle changed u ntil towards the end of 
October when it reached around 6i%. Selling rates for f ine 
ban k  bills rose a little from 7% to 7k%. The marg in  between 
el igible a nd i neligible ban k  bills, which had grown to 
some 1 �% i n  the second half of J u ne and J u ly/ narrowed 
during August and September to about �%. 

Money stock2 

The money stock rose less rapidly i n  the September quarter 
than in the J u ne quarter, and the i ncrease in bank lending to 
the private sector was smal ler than in the first two q uarters 
of 1972. 

The broader version of the money stock ( M3) rose by 
some £970 mi l l ion or 4�% after seasonal  adj ustment i n  the 
September quarter, much less than the i ncrease of £1,620 
mil l ion or 7k% in the J u ne quarter a nd about the same as 
in the preced ing two quarters. The narrower version ( M1) 
rose even more slowly, by 1 k%, compared with 4k% in  the 
J u ne quarter. 

Over the twelve months since the end of September 1971 
- j ust after the i ntroduction of the new arrangements for the 
control of credit - the broader version of the money stock 
i ncreased by 23�%, almost twice as fast as the i ncrease of 
about 12% in the narrower version. This d ifference i l lustrates 
how successfu l ly u nder the new arrangements the banks have 
attracted larger time deposits inc luding certificates of 
deposit. During these twelve months, private sector current 
account deposits in ster l ing (which, with notes and coin ,  
comprise the narrower version of  the money stock) rose 
by £815 mi ll ion or some 11 %, while other domestic sterl ing 
deposits (which are i ncluded with current accounts i n  the 
broader defin ition)  rose by £3,135 mil l ion or a bout 39%. 
The rise i n  interest rates i n  the summer of 1972 may well 
have helped to exaggerate the d isparity between movements 
in the broader and narrower versions in the September 
quarter by attracting funds into deposit accou nts from 
current accounts and other assets. 

The more modest growth i n  the broader version of the 
money stock ( M3) in the September quarter than i n  the J une 
quarter owed much to a n  easing i n  the pace of ban k  lending 
to the private sector, which rose by £1,075 mi l l ion after 
seasonal adjustment compared with £1,840 mi l l ion. The rise 
in lending to persons was more than ha lved compared with 
the previous quarter.3 Some moderation after the recent rapid 
rates of growth was perhaps not surprising, and may have 
occurred partly because the first impact of the Budget 
concession a l lowing interest payments against tax was 
beg inn ing to wear off and partly in consequence of the rapid 
i ncrease in banks' base rates (and, therefore, their lending 
rates) between May and Ju ly. In l ine with the Governor's 
letter of 7th August to the banks,4 the rate of growth in ban k  

1 September Bulletin. page 322. 

2 A note on page 5 1 2  describes revised money stock tables in the annex. 
3 See also page 459 for a further discussion of lending to persons. 
4 September Bulletin. page 327. 



Changes i n  money stock 
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The rise in the money stock was less rapid than in 

the June quarter and about the same as in the 

previous two quarters. 

lending to property compan ies and other f inancial institutions 
a lso began to slacken. 

Of the other sources of domestic credit, the publ ic sector 
does not appear to have had such an expansionary i nfluence 
as the B udget forecasts suggested. The central government 
borrowing requi rement was much the same after seasonal 
adj ustment as i n  the previous quarter, and the borrowing 
requi rement of the rest of the public sector (after taking 
accou nt of its sales of debt to the general public) was 
somewhat less. The smaller requirement by the publ ic 
sector as a whole was, however, matched by smal ler (though 
sti ll substantia l )  purchases of gi lt-edged stock and national  
savings by the genera l publ ic. Once again there was a 
net outflow of funds overseas, though much less than the 
large movement i n  the previous quarter associated with the 
pressure on sterl i ng. 

In the four weeks ending on 18th October, the broader 
version of the money stock ( M3) rose by £300 mi l l ion after 
seasonal adjustment or 1 i%, compared with an i ncrease of 
£220 mi l l ion or 2% in  the narrower version ( M,) . The faster 
rate of growth in the narrower version reflected a larger rise 
in the U. K. private sector's sterl ing current accounts than i n  
deposit accou nts. Bank  lending to  the  private sector, 
which had slackened in the previous two months, qu ickened 
again; but the central government's need for finance was 
reduced by purchases of g i lt -edged stocks by the genera l 
publ ic towards the end of September. 

Banks and discount houses 
Bank lending, though sti l l  growi ng relatively rapid ly, rose less 
i n  the three months to mid-October than in the previous three 
months. 

Total sterl ing deposits rose by £1,297 mi l l ion in the three 
months to mid- October compared with £3,046 mi l l ion i n  
the  previous period. The  London c learing ban ks took the 
greatest part of the i ncrease, but after August were less 
active in issu ing certificates of deposit. 1 Overseas sterl ing 
deposits were little changed, after a substantial fa l l  of 
£200 mi l l ion in the previous period associated with the 
sel l ing of sterl ing i n  J une. 

Sterl ing advances to U . K. residents other than the ba nks 
rose by £662 mi l l ion, compared with £1,798 mi l l ion i n  the 
three months to mid-Ju ly. This slowing down affected 
most of the groups who had previously been large borrowers, 
and the rate of growth in borrowing by man ufacturing 
compan ies was sti l l  only qu ite modest. Company l iqu idity 
in general was relatively h igh: new issues earlier in the 
year had been su bstantial and, with no marked revival yet 
in manufacturing i nvestment expenditure, increases i n  
output had  thus far been financed without extensive recourse 
to bank faci l ities. Compan ies may a lso have been ru nn ing off 
the borrowing undertaken i n  the previous quarter to profit 
from the sharp fluctuations in market i nterest rates towards 
the end of J u ne. Another consideration which may have 
affected a l l  borrowers was the rais ing of the banks' base 
rates in June and Ju ly. Most clearing banks kept their base 

1 See the article on sterling certificates of deposit on page 487. 
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Loans to manufacturing industry began to rise 

in the three months to mid-August but the main 

increases were again to financial companies and 
persons. 

8 Figures for mid-May are shown before and after the transfer 
to advances of certain fixed rate credit for exports and domestic 
shipbuilding. and short-term export finance, 
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rates at 7% from the end of J u ly for the rest of the period u nder 
review. Ordinary deposit rates were a lso u nchanged at 
between 5% and 5!%. 

Of the banks' other sterl ing assets, sales of g i lt -edged 
stocks contin ued (though at a slower rate than in the previous 
three months) u nti l  well i nto August, but thereafter modest 
purchases were made. Nevertheless, by mid-October, the 
banks' holdings of g i lt-edged stood at £2,054 mi l l ion ,  
a decl ine of  £702 mi l l ion s ince the previous mid-October, 
the London clearing banks accou nting for £500 mi l l ion 
of th is  fal l .  In the three months to mid-October tota l bank 
holdings of sterl ing certificates of deposit contin ued to rise 
rapidly by £466 mil l ion to £2,793 mi l l ion at the end of the 
period. The banks a lso bought £442 mil l ion of Treasury 
bi l ls and commercial  bi l ls, but money at cal l  fel l  qu ite sharply. 

Foreign currency business expanded less qu ickly than i n  
the  previous three months. Deposits, mainly by  overseas 
residents, rose by £2,530 mi l l ion compared with an i ncrease 
of £3,268 mi l l ion in the previous period. These funds were 
lent main ly to overseas residents, with the U.S. ban ks once 
more taking a prominent share of the business. 

Total e l ig ible l iabi l ities rose by £648 mi l l ion and reserve 
assets by £101 mil l ion, so that the banks' combined reserve 
ratio was 14·6% i n  October, no different from mid-July. 
It fel l  somewhat in mid- November to 14·3%. The banks' 
reserve asset position, however, seemed l i kely to become 
easier during the remainder of the year, as the centra l 
government's need for f inance moved towards its seasonal 
peak. To lessen the possibi l ity of a reversal of the progress 
which had been made s ince the summer i n  reducing the rate 
of monetary expansion, the Bank cal led on 9th November for 
Special Deposits from banks (other than in Northern Ireland) 
and finance houses subject to reserve ratios, equ ivalent to 
1 % of their el igible l iabi l ities on 15th N ovember. H a lf the ca l l  
was met by 30th November, and the remain ing !% is to be 
completed by 14th December. 

The d iscount houses' total borrowed funds fell by £299 
mi l l ion i n  the three months to mid-October. The houses 
substantial ly reduced their holdings of gi lt-edged stocks i n  
August and  September but  made sma l l  purchases i n  October; 
over the three months, however, their holdi ngs fell by 
£143 mi l l ion to £131 mi l lion. They also ran down their 
holdings of sterl ing certificates of deposit by £82 mi l l ion.  
With total borrowed funds fal l i ng ,  the houses were able to 
reduce their holdings of publ ic sector assets by £80 mi l l ion 
and sti l l  increase the average publ ic sector lending ratio to 
55-4% in mid-October, compared with the low point of 
52·8% reached i n  mid-J u ly, after they had come u nder 
pressure during the withdrawal of funds from London. 

In the context of entry i nto the E.E.C., some modifications 
of the Bank's rules on banking mergers and part icipations 
were announced on 16th N ovember. 1 

Finance houses 

There was no slackening i n  the very fast rate of growth i n  the 
finance houses' instalment credit business. H ire purchase 

1 See the press notice at the end of this Commentary. 
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The central government deficit increased a little, 

but the external outflow fell and the government 
had to borrow from domestic sources. 

and other i nstalment debt owed to the f inance houses 
contin ued to rise very rapidly in the September calendar 
quarter, by £73 mi l l ion  after seasonal adjustment compared 
with £75 mi l l ion in the previous quarter. This was well i n  
l i n e  with t h e  buoyant growth i n  consumer spend ing o n  
durable goods since t h e  first quarter of the year. Lending 
i n  the form of personal loans probably continued to grow 
faster than other i nsta lment credit business. 

The ten f inance houses which are observing reserve ratios 
i ncreased their elig ible l iabi l ities by £25 mi l l ion in the three 
months to mid-October to £261 mi l l ion.  Their reserve assets, 
part icularly money at cal l ,  rose by £7 mi l l ion to £27 mill ion, 
and their combined reserve ratio was 10·4% compared with 
8·4% in mid-Ju ly. U nder the new arrangements for control of 
credit introduced i n  September 1971 the houses had 
u ndertaken to bui ld u p  their reserve ratios to 10% of el igible 
l iabi lities within twelve months. By mid-September 1972 
their combined ratio had reached 10·1 %. 

In l ine with most other short-term rates, those on three 
months' deposits quoted by the finance houses fel l  from 
8�% at the end of Ju ly to 7�% at the end of October. The 
F inance H ouses Association i ncreased their base rate for 
calculati ng charges for certain industrial and commercial 
lending from 6% to 7�% from 1 st August and 8% from 
1 st September, but reduced it to 7�% from the beg inning of 
October. 

Central government finance 
The central government's borrowing requirement increased 
seasonal ly in the September quarter but it was sti l l  low in 
relation to the Budget forecast for the financial  year as a 
whole. 

The central government had a borrowi ng requi rement of 
£527 mi l l ion in the September quarter compared with 
£416 mi l lion in the previous quarter. Lending by the National 
Loans Fund (other than to meet maturing government­
guaranteed stock) was £230 mi l lion more than the exception­
a lly low figure i n  the previous quarter, mai n ly because the 
nationalised industries drew more. 

The sterling acquired from the currency outflow of 
£79 mi l l ion was augmented by sales of Treasury bil ls  to 
overseas holders, so that the total amount to be financed 
from domestic sources was reduced to £354 mi l l ion.  Sales 
of gilt-edged stocks to domestic holders brought i n  £195 
mi l l ion, but this figure i nc luded the £360 mil lion stocks 
resold to the ban ks u nder the temporary arrangements 
annou nced in Ju ne. Excluding this resa le, the banks red uced 
their holdings of g i lt-edged stocks, and the rise in other 
domestic holders' portfol ios was smaller than i n  the previous 
quarter. Some of the remaining finance came from a further 
g rowth in national savings, though the amount was less 
than half the average of the previous three quarters, no doubt 
partly because the general rise i n  interest rates during the 
summer had made the return on other assets more 
competitive. 

Over the fi rst half of the f inancial  year, the cumu lative 
borrowing requirement was about £950 mi l l ion, as against 
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£460 mi l l ion i n  the corresponding period last year. Although 
the i ncrease i n  the deficit u ndoubted ly reflected the effects 
of the Government's reflationary measures, the outcome for 
the half year compares with a Budget estimate for the whole 
fi nancial  year of £2,933 mi l l ion. If this forecast is to be 
rea l ised the December quarter wi l l  have to show an  u n ­
precedentedly large borrowing requ i rement before t h e  usual 
i nflow of taxes in the revenue quarter. 

The gilt-edged market 
The g i lt-edged market was weak u nti l  the middle of 
September but firmer thereafter. O n  balance, yields rose i n  
the  three months to  the  end  of  October. 

I n  the fi rst half of the period August-October, the banks 
and discount houses contin ued to reduce their holdings of 
g i lt-edged stock, and yields in the market rose whi le turnover 
fel l .  A moderate amount of 6*% Exchequer Loan 1 972 and 
4% Gas Stock 1 969/72 was sti l l  i n  market hands when these 
two stocks were redeemed on 8th August. Short-term 
interest rates were genera lly thought l ikely to rise again, and 
these expectations were confirmed early i n  September when 
the Treasury bi l l  rate rose sharply ; statistics were a lso 
publ ished showing that the rate of growth of U . K. wages and 
prices was i ncreasing, and that the money stock had been 
ris ing very rapid ly. I n  the last week of September, however, 
the annou ncement of the Government's proposals on prices 
and incomes, for d iscussion with the C .B . I .  a nd T. U .C., 
brought a marked improvement i n  sentiment, and accumu­
lated funds flowed into the tap stocks (6*% Treasury Stock 
1 977, 7�% Treasury Loan 1 985/88 and 7�% Treasury 
Loan 201 2/1 5) . Although this period of active buying d id not 
last long, the market thereafter in genera l remained qu ietly 
firm (apartfrom some weakening towards the end of October) , 
with a brief period of substantial buying early i n  November 
after the announcement of the prices and incomes standsti l l .  
On  1 st  November, 4% Fund ing Loan 1 960/90 was redeemed 
at par, anticipati ng by about eighteen months the date on 
which the s inking fund might  have been expected to 
complete its operations. The amount of the loan outstanding 
had been reduced to less than £35 mi l l ion.  

During the September calendar quarter, the authorities' 
transactions in g i lt -edged stocks were swollen by the 
resale to the banks i n  July of the £360 mil l ion short-dated 
stocks taken from them u nder the exceptional and temporary 
faci l ities annou nced in J u ne. 1 Excluding these, the authorities 
made net purchases of £1 88 mi l l ion.  Redemptions of the 
two stocks mentioned above and purchases of next­
maturing stocks amou nted to £363 mi l l ion.  These purchases 
were only partly matched by sales of other short-dated 
stocks of some £1 3 mi l l ion and of medium and long -dated 
stocks amou nting to some £1 60 mi l l ion, largely to domestic 
ho lders other than the banks. Overseas holdings of g i lt­
edged stocks fel l  by some £25 mi l l ion over the quarter. 

Yields on a l l  maturities rose by up to *% in the period.2 

1 September Bulletin. pages 31 7-18. 

2 A separate article on . the construction of yield curves for gilt-edged stocks, and 
including charts shOWing recent movements, is on page 467. 
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After falling .sharply, the net inflow of funds into 

the building societies picked up in September, 

but new commitments continued to fall. 

By the end of October yields on short-dated stocks ranged 
from 7%-8-k%, whi le yields on the longest-dated stocks were 
a lmost 9�%. Yields on some other longer-term publ ic sector 
debt were a lso hig her. Over the three months to the end of 
October, P.W. L. B .  q uota rates for five to ten -year local 
authority loans repayable in  ha lf-yearly instalments went up 
from 8%to 8i% ; but local authority mortgage rates fel l  sl ig htly 
from 9%-9-k% for six to ten years at the end of Ju ly to 
9i%-9�% at the end of October. 

Building societies 

An i ncrease in rates announced by the bu i ld ing societies in  
September reversed the previous decl ine in the net inflow 
of funds. 

After the sharp fa l l  in  net receipts in  J u ly, the bui lding 
societies had another relatively lean month in  August. 
Gross receipts were much the same as the low figure 
recorded in Ju ly and withdrawals were higher than ever, 
reducing the net inflow for the month to £1 43 mi l l ion after 
seasonal adjustment. This compared with an average net 
monthly inflow of a lmost £200 mi l l ion a month in the fi rst 
half of the year. 

On 8th September, therefore, the Bu i lding Societies 
Association annou nced that it was recommending that its 
members should increase the tax paid rate on share accou nts 
from 4�% to 5�%, to take effect from 1 st October. Grossed 
up at the standard rate of income tax, the new rate of 
interest on shares is equ ivalent to about 8-k%. It restored 
some of the differential which the societies had enjoyed 
unti l  rates on other short-term i nvestments started to rise 
in the middle of the year. The Association also annou nced 
that the rate of interest on mortgage lending would be 
raised from 8% to 8-k%. New borrowers would be affected 
al most immediately and a l l  existing borrowers were expected 
to be paying the new rate by Jan uary 1973. 

There was an immediate improvement in the deposit 
situation, as net receipts rose in September (even before the 
new rate took effect) and again in  October. Despite this 
recovery the net inflow in the three months to October was 
less than in the previous three. Gross recei pts were £1 ,438 
mi l l ion after seasonal adjustment, withdrawals were £942 
mi l l ion and the net inflow was £496 mi l l ion compared with 
£558 mi l l ion in May-J uly. 

Mortgage advances in August to October were larger 
than in the previous three months. They were a monthly 
record in  August and sti l l  substantia l  thereafter. Nevertheless 
there were signs that the societies might be adopting a less 
l ibera l attitude towards lending in the l ight of their problems 
in attracting new funds and new commitments fell by 1 0%, 
whi le the rise in house prices seemed to moderate around 
this time. Repayments rose substantial ly, however, and 
helped to prevent the societies' l iquidity ratio fa l l ing more 
rapidly than from 17·6% at the end of Ju ly to 16·4% at the 
end of October. 

Company securities 
Equ ity prices reached a new peak in  mid-August, but 
d ropped back qu ite sharply later. 
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I ndustrial share prices and turnover 
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Industrial share prices reached a new peak early 

in A ugust but fell later, and turnover was much 

reduced. 

a Monthly total. 
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b F.T.-Actuaries (500) share price index : monthly, last working 
day. 
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The FT. -Actuaries industrial  (500) share price index 
stood at 206 at the end of October, 5% down on the end of 
J u ly ; and turnover was much lower than i n  the previous 
quarter. Prices were rising at the beg inn ing  of August. H opes 
of a settlement in the docks dispute and of some form of 
agreement on prices and i l)comes between the Government, 
the C. B . 1 .  and the T. U.C'!took the F.T. -Actuaries i ndustrial 
i ndex to a new peak of 228 on 16th August, just h igher 
than i n  May. Prices then began to drift downwards, infl u ­
enced by fears that t h e  dock strike settlement might be 
thwarted by u nofficial action ; and the dec l ine accelerated 
early i n  September when the market became dominated by 
concern over the course of price and wage i nflation, a nd 
doubts were expressed about the value of equ ities as a 
hedge against i nflation. It was not u nti l  the beg inn ing of 
October that equ ity prices ra l l ied modestly, when buyers 
were cheered by the publ ication of further evidence on the 
growth of i ndustrial production . Thereafter there was l ittle 
change as the market awaited the outcome of the tripartite 
discussions on prices and i ncomes. The Government's 
annou ncement of a standsti l l  early in November was followed 
by a further modest ga in in prices. 

Yields on company fixed i nterest securities continued to 
rise in the three months to October. By the end of October, 
first-class h igh -coupon stocks of 25 years' l ife were yield ing 
over 9�%, some �% more than at the end of J u ly. This 
rise was more than yields on comparable g i lt -edged stocks, 
so that the differential between them rose to over �%. 

With both the equ ity and debenture markets hesitant, 
new issue business declined sharply in the three months to 
October. Net issues during  the period amounted to £191 
mi l l ion, compared with £368 mi l l ion i n  the previous three 
months ; industria l  and commercial companies accou nted for 
the major part. Because of the decl in ing  market the queue 
of prospective borrowers was reduced by around a th i rd .  
Th is  shortening was a lso helped by the arrangements 
i ntroduced on 1 st September u nder which the issu ing l imit 
for compan ies obliged to join the q ueue was raised from 
£1 mi l l ion to £3 mi l l ion. 1 

The change i n  sentiment i n  the equ ity market du ring  the 
September quarter was reflected in u nit trust sales. Gross 
sales fel l  by £24 mi l l ion compared with the J une  quarter, 
to £107 mi l l ion. Repurchases a lso fel l ,  by £13 mi l l ion to 
£44 mi l l ion, so that the decl ine  in net sa les was relatively 
modest - from £74 mi l l ion in the J u ne quarter to £62 
mi l l ion i n  the September q uarter. These figures disgu ise the 
sharpness of the change with in  the September quarter, 
however, when net sales plu nged from £30 mi l l ion i n  Ju ly 
to on ly £9 mi l l ion i n  the month of  September. But i n  October, 
net sales of u n its revived. Gross sales rose to £34 mi l l ion 
and repurchases fe l l  to £11 mi l l ion, g iv ing a much i ncreased 
monthly net sales figu re of £23 mi l l ion. 

Conclusion 
Discussions between the Government, the C .B . 1 .  and  the 
T.U .C. on prices and i ncomes marked the whole period 
covered by this Commentary. The dangers of fai l i ng  to reach 

1 September Bulletin, page 324. 



a consensus were concurrently u nderlined by several large 
wage claims and settlements, and by a sharp depreciation 
of  the pound ; at  the same t ime a further strong recovery in  
output and a fa l l ing trend i n  unemployment emphasised the 
prospects of expansion. 

When the d iscussions were broken off early i n  November, 
the Government i ntroduced a temporary statutory standsti l l  
for prices, pay, rents and d ividends, to a l low time for the 
preparation of longer-term arrangements. There were few 
large wage claims pending when the standsti l l  took effect, 
and pressure for immediate increases i n  min imum rates 
should not be widespread. The growth in output this year 
wi l l  have made it less d ifficult for companies to hold prices 
down and, a l l  in all, there is a good prospect that the 
standsti l l  wi l l  lessen the general expectation of continu ing  
i nflation. 

Concern to accelerate the recovery in demand for labour 
had led, in the first half of 1 972, to a very expansionary 
monetary pol icy. As the trend i n  u nemployment improved 
during the summer, it became possible to bring about a 
gradual moderation i n  the growth of the money stock ; but 
an over-sharp change in the monetary cl imate might well 
have been damaging at the present stage of economic 
recovery. In the coming months, the emergence of the very 
large government deficit wi l l  be working against any further 
moderation of the i ncrease in money. But the call for Special  
Deposits i n  November wi l l  help to neutra l ise the effect of the 
f iscal deficit ; and this and the standsti l l  on prices and 
incomes, with the helpful i nfluence of both on i nflationary 
expectations, shou ld make possible continued monetary 
restraint with less risk to the planned growth in real output 
and employment. 
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