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| CAPITAL MARKET DEVELOPMENTS ABROAD 

j Io United Kingdom 
19 '361 I I , Eight Charts on Financial Markets Abroad 

I , United Kingdom: Money and Capital Markets in November 

Money and capital markets in London were somewhat unsettled 
during November and early December as some signs of deterioration in Britain's 
economic posi t ion became evident. As a resu l t , there was a general decline 
i n prices of government securi t ies and, from mid-November, a f a l l in 
industrial stock prices . At the end of November, some weakness was also 
evident in the spot pound in exchange markets. 

The disturbed conditions in the gilt-edged market were ref lected 
in somewhat errat ic movements in prices and y ie lds of government secur i t ies 
during th is period. Actual movements in gi l t-edged y ie lds (in per cent 
per annum) and values were as fol lows: 

3-1/2# War Loan 
Closing Yield 
price % 

91-day. 
Govt. Treas, b i l l 2-1/2% Consols 

security y ie lds Closing Yield 
price index (Friday) price % X 

72,01 6.50 36-1/2 6.85 
71ul$ 6.38 38-1/2 6.1*0 
73.76 6.UU 38-1A 6.L8 
76.61 5.31 39-5/8 6.30 

6 $ § : l i 38-3/8 
39 tM 

7Uo82 5.25 37-2/Lb/ 6.55 

Aug. U 72,01 6,50 36-1/2 6.85 50-1/2 6.98 
Sept. 6 714,15 6,38 38-1/2 6ok0 53-7/16 6.65 
Sept. 29 73.76 6.UU 3 8 - l A 6.U8 5 2 - 1 5 / 1 6 . 6 . 7 3 
Nov. 3 76,61 5.31 39-5/8 6.30 52-11 /1^/ 6.60 

m ttl 9 - " " , t S fcif 
Dec. 6 7Uo82 5.25 3 7 - 2 / W 6.55 5 l - l M / 6.80 

a / Abnormally low value due to payment of dividend on October 25. 
b / Abnormally low value due to payment of dividend on December 1 . 

Nonetheless, Britain's reserves rose by $25»2 mil l ion during 
November as foreign funds continued to flow into the country. In addition 
to th i s gain, Britain was also able to repay $lU0 mill ion to the IMF in 
la te November. 

However, foreign exchange markets began to r e f l e c t adverse 
developments toward the end of November when the spot rate came under 
pressure. The extent of the f a l l in the spot rate a f ter November 29 can 
be seen in the following dai ly quotations for spot s ter l ing ( in U .S . 
cents per pound): - . 
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Aug» • k 280.12 Nov0 29 281.50 
Sept, , 6 281.19 Nov. 3 0 281.29 
Sept, , 2 9 281.13 Deco 1 280.91 
NOT, 3 281.38 Dec, k 281.17 
Nov, 22 281,57 Dec 0 5 281.27 
Nov™ 2k 281.51 Deco 6 281.16 
Nov., 2 7 281,51 Dec, 7 281.16 
Nov, 28 281.51 DeCo 8 2 8 l o l l 

Seasonal ly-adjusted exports for November f e l l s l i g h t l y below the 
average for the f i r s t three quarters of 1961, Howevers the s easona l ly -
adjusted trade d e f i c i t was reduced from £56 m i l l i o n i n October t o £ltl 
m i l l i o n in November as a r e s u l t of a considerable d e c l i n e i n imports» 
Recent monthly data ( i n m i l l i o n s of pounds) are as f o l l o w s : 

Re- Trade 
Exports exports Imports balance 

I960 296. 12 380 - 72 
1961s I 309 - 12 385 - 6U 

I I 307 13 362 - i;2 
I I I 309 15 3 # " 3 k 
Octo 311 12 379 - 56 
Nov0 305 1U 360 - h i 

Several f a c t o r s contributed t o the concern of f i n a n c i a l irarkets 
about economic trends i n Britain* The 2 po int f a l l in i n d u s t r i a l output 
i n September's and the 1 point d e c l i n e i n the s easona l ly adjusted value of 
r e t a i l s a l e s i n Octobers together with disappointing dividend and p r o f i t 
•statements s created uncer ta in t i e s about the immediate bus iness outlook« 
The widely-debated grant of a wage increase to the e l e c t r i c a l workers i n 
mid"November not only threatened the "pay pause" p o l i c y but focused a t t e n t i o n 
-oh the c r i t i c a l p o s i t i o n of wage negot ia t ions i n Br i ta in and on the con-
troversy between the Government and union l eaders over general economic 
p o l i c i e s as we l l as over wages» 

Credit- a v a i l a b i l i t i e s continued to t ighten i n November„ Frivats 
advances of the London c lear ing banks f e l l by £28 m i l l i o n i n November5 
compared t o £30 m i l l i o n for October5 £128 m i l l i o n in September, and £10ii 
million i n August* Instal lment credi t continued to dec l ine in October by 
£11 mi l l ion„ fo l lowing a £18 m i l l i o n drop in Septembers New c a p i t a l i s sues 
•declined from £U8„3 i n September t o £26„5 i n October9 or about a th ird of 
the f i g u r e f o r October 196O0 The above - the - l ine Exchequer d e f i c i t has been 
reduced by £?1 m i l l i o n from £k28 m i l l i o n i n 1960-61 to £357 m i l l i o n i n 
f i s c a l 1961=62, 
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Money market. After declining sharply during the three preceding 
months, the y ie ld on 91-day British Treasury b i l l s remained almost constant 
at around 5 .3 per cent during November (see Table and Chart U)« During 
November, the proportion of 91-day b i l l s procured by b i l l houses a t the 
weekly tender declined to a more usual l eve l than ear l ier in the f a l l 
as may be noted: 

Date Per cent Date Per cent 

Sept. 1 U8 Oct. 20 51 
Sept. 8 60 Oct. 27 66 
Sept. 15 59 Nov. 3 63 
Sept. 22 65 Nov. 10 h h 
Sept. 29 39 Nov. 17 56 
Oct. 6 57 Nov. 2U U2 
Oct. 13 59 

On December 8, for the f i r s t time since the 63-day Treasury b i l l s 
were introduced in 1955* the discounb houses f a i l e d to obtain any of the 
b i l l s a t their minimum tender pr ice . The actual buyers of the b i l l s are 
at present unknown. The maturity date of th is issue of b i l l s coincides 
with the f i n a l redemption of U-l /2 conversion bonds 1962 on February 15• 

Since Treasury b i l l y ie lds in the United States rose during 
November, the Brit ish rate exceeded the U.S. rate by 2.76 per cent on 
December 1 compared with 3.3U per cent on October 27. With the exchange 
risk covered, the net incentive to hold U.K. Treasury b i l l s declined from 
.56 per cent on October 27 to .16 per cent on November Indeed, the 
brief f a l l in the forward pound around December 1 resulted in a net 
incentive to hold U.S. Treasury b i l l s over covered U.K. Treasury b i l l s for 
the f i r s t time since July (see Table and Chart 2 ) . 

During the period under review, the rate on 3-month Euro-dollar 
deposits in London moved up from 3,38 per cent to 3<>63 per cent on December 1 
(see Table and Chart U)• This r i s e ref lected the upward trend in U.S. 
Treasury b i l l y i e lds . I t may also have been indirect ly related to the 
decision to raise the ce i l ing at U„S. banks on time deposits under the 
Federal Reserve's Regulation Q. 

Gilt-edged market. The gi lt-edged market weakened appreciably 
i n November and y ie lds rose generally in the period under review (see 
Table and Chart 5)« Expectations that short-term in teres t rates might 
not f a l l further and a weakness in other f inancial markets contributed to 
lack of demand for gilt-edged securi t ies during November. 

The reduction of the interest rate offered by the Manchester 
Corporation from 6-1/2 per cent to 6- l /U per cent on November 28 re f lec ted 
earl ier declines in money rates in Britain. Likewise, the rate of interes t 
on newly issued Tax Reserve Cert i f icates was reduced l / k per cent to 3 -1A 
per cent free of taxes . 
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Offers have been made to holders of the U-l/2 per cent conversion 
bond 1962 to convert to a new 6 per cent conversion bond 1972 or to the 
5-1/2 per cent funding bond 1982/8Uo Some £300 mi l l ion of 6 per cent con-
version 1972 and £200 mi l l ion 5 -1 /2 funding I982/8I4. have been made available 
for the transfero Inasmuch as £757 mi l l ion in the U- l /2 per cent conversion 
bonds 1962 w i l l be replaced by a maximum of £500 mi l l ion in bonds 3 the 
t o t a l quantity of government bonds outstanding w i l l be reduced by £257 
mi l l ion on February 15 when the present bonds mature = 

Industrial finance» New capital i s s u e s , excluding those of the 
Brit ish Government, declined sharply in October to £26<>5 mi l l ion from a . 
l e v e l of £U8o3 mi l l ion in September o October's f igure i s a l so far below 
the £77 oU mil l ion l e v e l of October i960 o However* the t o t a l for the f i r s t 
ten months of 1961 of £559»6 mi l l ion was wel l above the £li70„9 mi l l ion 
for the f i r s t ten months of 19.60» 

The E lec tr i ca l and Musical Industries borrowed funds in Switzer-
land in early November as a resul t of lower in teres t rates abroad = Two 
other Brit ish companies are negotiating loans in Switzerland a lso 0 

National savings„ Net national savings reported to the National 
Savings Committee i n the 3U weeks a f t e r April 15 1961 were £53=2 mi l l ion s 
excluding in teres t accrued and i n t e r e s t paido In the same period in 
I9605 net savings amounted to $l6Uo7 mi l l ion . The decline i s primarily 
attributed to the unattractive i n t e r e s t rate on saving c e r t i f i c a t e s and 
defense bonds compared to y ie lds on g i l t -edged s e c u r i t i e s 0 

Exchequer rece ip t s and payments„ Recent f igures on the Brit ish 
Governmental rece ipts and expenditures In £ mil l ions are as fol lows s 

Year to date Fiscal year 
1961-62 1966^1 
Apr 0 1° Apr . budget 1960-6: 
Dec, 2 Dec 0 3 estimate actual 

Above-the-line 
Revenue 3,61] . - : 3.r:202 6,508 5:,93li 
Expenditure llsOOO 3566U 6*002 5,787 

Balance - 389 - L62 + 506 + 1U7 

Below-the-line (net) 
Local authori t ies + 25 -r 37 + 57 + 56 
Post Office 18 - 29 36 
Nationalized industries - 300 - 278 - 356 - 380 
Iron and s t e e l industry - 26 1 - 68 - 27 
Overseas ass is tance 1+6 - Ill . 92 6 l 
Other 60 ^ L8 - 87 

Aggregate - U07 - 3k9 - 575 - 5U1 

Over-all d e f i c i t = 7 # » 811 - 69 - 39k 
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London clearing banks, Private advances and net deposi ts con-
tinued to f a l l i n Novembero The decl ine of £28 mi l l ion i n private advances 
was about equal to the f a l l in a t approximately October but f a r l e s s than 
that during August and Septembero Holdings of g i l t -edged s e c u r i t i e s rose 
by £15 mi l l ion while holdings of Treasury b i l l s decl ined by £61 mi l l ion . 
The lessened purchases of government s e c u r i t i e s i n November compared to 
October no doubt contributed to the weaker tone of the g i l t -edged market 
in November, The decl ine in holdings of Treasury b i l l s i s noteworthy s ince 
o f f er ings of Treasury b i l l s rose by £60 m i l l i o n . The nearly constant r i s e 
in the l i q u i d i t y r a t i o s ince l a s t March ended at l e a s t temporarily in 
November with a s l i g h t decl ine in l iqu id i ty r a t i o from 35.0 to 3U.7« 
Relevant f igures for the clearing banks are as fo l lows ( in mi l l ions of pounds) 

Private 
advances 

Invest-
ments 

Liquidity 
ra t io 

Level i n Nov, 1958 1,983 2,151 33.7 
Annual changes s 

Nov, 1958 - Nov. 1959 
Nov. 1959 - Nov, I960 
Nov, i960 - Nov, 1961 

+ 701 
+ U70 
+ I4. 

- U21 
- UU7 
- 159 

— 0 , 1 
- 2 , 3 
+ 3 e l* 

Chainges from preceding month: 
September 
October 
November 

- 128 

: 18 

+ 2 
+ 50 
+ 16 

+ l .U 
+ 0 ,7 
- 0 ,3 

Installment cred i t . There was some expansion in new hire-purchase 
extensions i n October but t o t a l outstanding credit declined by £11 mi l l i on , 
compared t o a decl ine of £18 mi l l ion in September and a r i s e of £3 mi l l ion 
in August o Recent f igures on installment credi t are as fo l lows t 

Total Credit Outstanding 

Finance 
Shops houses Total Changi 

I960 - Sep 10 32U 628 952 

1961 
Oct. 322 623 9U5 - 7 

1961 - July 306 662 968, + 23 
Aug. 305 666 971 + 3 
Sept. 303 650 953 - 16 
Oct, 303 639 9U2 - 11 

Foreign trade. Seasonally adjusted exports dropped from £311 
mi l l ion in October to £305 mil l ion in November and re-exports rose from 
£12 mi l l ion to £lU mi l l ion . There was a considerable f a l l i n imports from 
£379 mi l l ion to £360 mi l l i on and as a r e s u l t the trade d e f i c i t decl ined 
from £56 mi l l ion to £Ul mi l l i on . 
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Foreign exchange r e s e r v e s , Br i t i sh reserves of gold and con-
v e r t i b l e currencies increased by $25>,2 m i l l i o n i n November to a l e v e l of 
$3*556 m i l l i o n o A repayment of $lU0 m i l l i o n was made t o the IMF a t the 
end of Novembero After adjustment for t h i s repayment, B r i t a i n ' s reserves 
p o s i t i o n showed an improvement of $165 m i l l i o n compared to an adjusted 

-improvement f o r October estimated a t $3lU m i l l i o n by the p r e s s . During 
the l a t t e r part of November the United Kingdom made a large purchase of 
gold from the U .S . , which represented most of a $300 m i l l i o n gold l o s s 
% the United States i n . a s i n g l e week. 

Foreign exchange market. The most s i g n i f i c a n t development in 
the exchange market during November and ear ly December was an unexpected 
drop i n the rate for spot s t e r l i n g toward the end of the week of December 1„ 
This sudden f a l l coincided with rumors i n European markets t h a t the 
I t a l i a n l i r a was about t o be revalued e In one day the rate dropped from 
281,29 to L .S, c e n t s 3 the lowest io-vel for sterliziK since jLilyo However as a 
r e s u l t cf o f f i c i a l ' s u p p o r t and markej,buying$ s t e r l i n g recovered-to 231,27 U.S. cents 
cents by December 5» Between November 1 and November 28, s t e r l i n g f l u c t u a t e d 
narrowly between 28%.Ll and 281,56 , Forward s t e r l i n g remained a t a 
discount of 2 , 5 per cent to 2 .9 per cent per annum so t h a t the incent ive 
to move Treasury b i l l funds on a covered b a s i s from New York to London 
remained w e l l under 50 per cent . Indeed, on December 1 there was an ~ 
i n c e n t i v e of ,16 per cent to move funds from London to New York. 

Bul l ion , Following the termination of U.S. s i l v e r s a l e s on 
November 28, s i l v e r p r i c e s rose t o a high of $1 .0033 per ounce on the 
London market on December U, Gold p r i c e s were l i t t l e a f f e c t e d by the 
r i s e i n s i l v e r p r i c e s and the gold quotat ion f o r December U was $35*16 
per ounceo 

Stock market, The index of i n d u s t r i a l stock p r i c e s rose to 
298,0 by November 30, representing a r i s e of 10 p o i n t s over the l a t e 
October, low. However, e a r l i e r i n November the index had stood as high 
as 30608. The r i s e i n stock pr i ce s t h a t would be expected from the i n -
f l a t i o n a r y impl icat ion of a threat t o the pay pause appears to have been 
countered by a f e a r of a fur ther p r o f i t squeeze ( i n t e n s i f i e d by a s e r i e s 
of adverse p r o f i t and dividend statements) and by concern over other 
developments a f f e c t i n g B r i t a i n e s economic outlook e 

B r i t i s h Commonwealth Sec t ion , 

IIo Eight Charts on F inanc ia l Markets Abroad 

Chart 1 - I n t e r e s t Arbitrage U,S,/Canada 
Chart 2 - In teres t Arbitrage New York/London 
Chart 3 - I n t e r e s t Arbitrage New York/Frankfurt 
Chart h - Short-term I n t e r e s t Rates 
Chart 5 - Long-term Bond Yields 
Chart 6 = Industr ia l Stock Indices 
Chart 7 •=> Major Currencies i n Terms of 

Spot United States Dol lar 
Chart 8 =• 3=month Forward Rate — London Quotations 
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United Kingdom; Treasury Bi l l Yields and Exchange Rates 

3-mo. Treasury b i l l 
Rate for 

3-mo. 
Net 

incentive Spot 

- 7 -

3-month 
Euro-dollar 

U.K.*/ U.S.*/ 
D i f f er -

ence 
forward. . 

s ter l ing^/ 
to hold 

U.K. b i l l S / 
s ter l ing 

(U.S. cents) 
deposits in 

London 

I960 - High 5.68 1.95 3.63 0 o 6 h 1.95 281.58 
Low 2.13 2.08 -0.8ii -2 .33 - *23 279.83 —— 

1961 - High 6.71 2.55 U.U5 -0.79 1.13 281.62 1.00 
Low Uol7 2.16 1.88 -U.36 -2.12 278.17 3.13 

Sept. 15 6.W1 2.27 U.15 - -4.12 0.03 281.28 3.25 
22 60UI 2.25 U.16 -3 .95 0.21 281.31 3.25 
29 6.I4U 2.23 U.21 -3.89 0.32 281.U3 3.25 

Oct. 6 6.00 2.31 3.69 -3 .15 0.2U 281.U8 3.25 
13 5.88 2.37 3.51 ' -3 .25 0.26 281.56 3.31 
20 5.88 2.30 3.58 -3 .00 0.58 281.62 3.31 
27 5.63 2.29 3.3U 1 -2.78 0.56 281.56 3.38 

Nov. 3 5 .31 2.28 '3.0.3 -2 .73 0.30 281.U1 3.31 
10 5.31 2.U7 2.8U -2 ,73 0.11 281.51 , 3.31 
17 5.31 2.53 2.78 -2 .19 0.29 281.53 3.Wi 
2 k 5.31 2.55 2.76 -2.60 0.16 281.56 3.50 

Dec. 1 5.28 2.52 2.76 -2.92 -0.16 280.90 3.63 
8 5.25 2.55 2.70 -2.77 -0.07 281.12 3.81 

a / Market quotation for Friday. ' " " ~ 
b / Spread between spot and 3-month forward rate in per cent per annum. Discount 

equals ( - ) . 
c / Net of difference in b i l l y ie ld l e s s discount on 3-month s t er l ing . 

1960 - High 
Low 

1961 - High 
Low 

Sept • lit 
21 

Oct, 

Nov. 

Dec. 

28 
5 
12 
19 
26 

16 
23 f 

United Kingdoms Selected Capital Market Yields 

li-1/2% 3% 
bond bond 3-1/2% 2-1/2# Share . 
196U 1965-75 War Loan Consols yieldjy 

1 : 1 1 

Share 
prices*/ 

291.6 
228.6 
365.3 
287.7 
307.3 
308 .U 
300.6 
300.5 
288.9 
288.0 
287.7 

a / Financial Times, 
F / Difference between y ie ld on 2-1/2 per cent Consols and share y i e l d . 
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I N T E R E S T A R B IT R A G E , U N I T E D S T A T E S / C A N A D A 

T h u r s d a y f i g u r e s 
T H R E E - M O N T H T R E A S U R Y BILL R A T E S p 

R A T E D I F F E R E N T I A L A N D F O R W A R D C A N A D I A N D O L L A R 

S P R E A D IN F A V O R O F C A N A D A + 

f . S . 

R A T E D I F F E R E N T I A L W I T H F O R W A R D E X C H A N G E C O V E R 

NET I N C E N T I V E I N F A V O R O F C A N A D A + 

1961 
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I N T E R E S T A R B I T R A G E , N E W Y O R K / L O N D O N 

3 - M O N T H T R E A S U R Y R A T E S 
I Q H D O H 

a / V , ' 

N E W YORK 

RATE D I F F E R E N T I A L A N D 
3 - M O N T H F O R W A R D S T E R L I N G 

F O R W A R D BATE 
D l s t o e n — 

I N F A V O R O F L O N D O N RATE D I F F E R E N T I A L W I T H 
F O R W A R D E X C H A N G E C O V E R 

IN F A V O R O F N E W Y O R K 

195 9 , 
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' I N T E R E S T A R B I T R A G E F O R G E R M A N C O M M E R C I A L B A N K S ^ 
F i i d a y l i guVe^ ' " " 

3 - M O N T H T R E A S U R Y BILL RATES A N D 1 

G E R M A N 3 - M O N T H I N T E R B A N K L O A N RATES 

RATE D I F F E R E N T I A L A N D F O R W A R D D E U T S C H E M A R K 

"Fx 
\ INTERBANK 
\ LOAN RATE 

RATE D I F F E R E N T I A L W I T H F O R W A R D E X C H A N G E C O V E R 

M $ J S 
¥ r I960; 1961 

• Note: Special Forward dollar role available to German commercial bonks. 
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S H O R T - T E R M I N T E R E S T R A T E S * 

_ t I I H O - D O I I A K - L O W D O I l j ' ; 

/~v* 

7 

1162 1958 

3-month treasury bill ratos lor all counlriei except Japan (3 month interbank depotil rale) and Switzerland (3-month depotil role) . j 
"j" 3-month .rote lor U. S. dollar deposits in London 
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L O N G - T E R M B O N D Y I E L D S 
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V 3 

I N D U S T R I A L S T O C K I N D I C E S * 

1 9 5 8 = 1 0 0 

4 1 1 M I M I 1 I I I M l I I I I 

/ s T \ 
V 

y . U . S . 

4 M I M 'i i i n -

C A N A D A 

II 1 1 1 II 1 1 1 1 II II 1 II 1 II 1 1 II II II II 1 

Japan. Index of all slocfct traded on Tokyo exchange. 
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M A J O R C U R R E N C I E S I N T E R M S O F T H E S P O T U . S . D O L L A R 

» b o y • p a r ! 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Chart 8 j ^ 

3 - M O N T H FORWARD RATES - LONDON QUOTATIONS j A K 

S W I S S F R A N C 
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