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iAPITAL MARKET DEVELOPMENTS ABROAD 

IB United Kingdom 
IIo Nine Charts on Financial Markets Abroad 

Ic United Kingdoms Honey and Capital Markets in April 

British interes t rates continued to move to lower l eve l s during 
Aprils espec ia l ly in the shorter-term sectors e The Treasury b i l l rate 
was substantial ly reduced and the Bank of England followed two Bank rate 
reductions in March by a further cut from 5 per cent t o U-l /2 per cent on 
April 26» This decision to lower Bank rate was motivated primarily to 
stem the inflow of foreign funds but the slow pace of business recovery 
was an additional consideration,. 

Despite the sluggish domestic recovery, the British authorities 
reaffirmed both their wil l ingness to allow money rates to decline and their 
determination to keep a firm hand on credit a v a i l a b i l i t i e s under present 
circumstanceso T h i s consideration led them to reduce Bank rate rather 
than to make releases of reserves to the clearing banks out of their 
Special Depositso 

The budget for 1962-63 presented on April 9 also ref lected the 
o f f i c i a l desire to keep credit supplies under control0 The Chancellor 
reported that the Treasury had been able to obtain i t s net borrowing 
requirements by sales of nonmarketable securi t ies during the past two 
years and expected to do so again in 1962-63 <> As a re su l t , the cash 
obtained from market sales of Treasury secur i t ies by the Government 
Broker had been used to reduce the volume of outstanding Treasury b i l l s» 
He stated that in 1960=61 the Treasury had v ir tua l ly met i t s cash needs 
outside f inancia l markets and had used the nearly £300 mil l ion from sa les 
of gilt=edged securi t ies largely to re t ire Treasury b i l l s« In 1961-62, 
nonmarket cash rece ipts s espec ia l ly from National Savings, enabled the 
Treasury to re t i re around £2^0 mil l ion of Treasury b i l l s • *Sales of bonds 
to the market had "been just about enough to meet our l i a b i l i t i e s on the 
two maturities which occurred during the year" (Hansard, April 9 , 1962, 
colo 96l)o 

The Treasury0 s improved cash posit ion helps to explain why bank 
deposits have increased only modestly during the past two years. In 1960-61, 
a £428 mill ion reduction in bank loans to the public sector was o f f s e t by 
a £U19 mill ion expansion in loans to the private sector. In 1961-62, 
a smaller cut in public sector financing was counterbalanced by a smaller 
reduction in private loans s as the following aggregate changes ( in mil l ions 
of pounds, April to March f i s c a l year) indicate 1 
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1960=61 1961-62 

Net deposits + 71 - +185 

Liquid asse ts - 30 +229 
(per cent) (30.U) 132.9) 

Loans to public sectors 
Treasury b i l l s =151 + U • 
Call loans - 28 
Government secur i t i e s ~29U - 90 
Nationalized industries - 11 

Total -L28 

Loans to private sectors 
Commercial b i l l s + 60 + 60 
Advances il22 + 18 

Total ' fiil? v 78 

The heavy sa les of bonds by the banks must have been o f f s e t by substantial 
reductions of Treasury b i l l s held by nonclearing bank investors in view • 
of the Chancellor8 s statement that the bulk of the Treasury surplus had 
been used to r e t i r e b i l l s » I f th i s hypothesis i s accurate* i t would be 
consistent with the marked s h i f t in foreign and domestic funds into the 
loca l authorit ies loan market reported during the past 8 months„ 

The pound continued strong in the foreign exchange market during 
April although the spot rate eased somewhat a f t er the Bank rate change„ 
There were further reserve accruals ear l i er in the month as foreign funds 
continued to f low i n . The-improved foreign trade pos i t ion in March and 
again in April contributed to the pound9s strength i n the market„ 

Money market<, The rapid decline in short money rates which took 
place in March was continued during April» The after-tender market rate 
for Treasury b i l l s dropped from 3U per cent on March 30 to 3,97 per cent 
on May U (see Table and Chart 2)„ Because of the reduced discount on the 
forward pound*however, there remained an in s ign i f i can t incentive to 
hold UoSo rather than U.K. Treasury b i l l s » The rates offered on three-
months 1 local -authority deposits declined s t ead i ly during April„ In March 
the rates had remained firm as local treasurers were bidding for funds to 
meet seasonal payments of principal and i n t e r e s t to the Public Works Loan 
Boardo In April3 however, there was a steady supply of foreign funds 
flowing through merchant banks and the overseas banks% and the demand for 
funds was somewhat lower than normal <, because the l oca l authorit ies re -
portedly acquired substantial deposits in February on a three-month term. 
The authorit ies have a l so discovered that clearing bank overdrafts were then 
as cheap as 7-days' deposit money« 
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Despite the declining rate of return on the local authorit ies 
deposit and the reduced forward discount on ster l ing the y ie ld on l o c a l -
authority deposits became fract ional ly higher in l a t e April than the return 
on Euro-dollar deposits in London, aŝ  the following d i f f erent ia l s ( in 
per cent per annum) indicate s . * 

April 6 
12 
20 

-0,02 
-0,08 
+0,10 

April 27 
May U 

11 

+0.0f 
+0.O& 
+0ol3 

Gilt-edged market. The downward d r i f t in gi lt-edged y ie lds 
continued in April , e spec ia l ly i n the short- and long-dated sectors of 
the marksto In early April, the market was characterized by uncertainty 
in anticipation of the budget and then a f t er April 9 by fears that the pro-
posed tax on speculative gains might materially reduce switching operations 
in bonds. In the second half of the month, buyers became more act ive in 
a I96U-67 bond which passed into the under-five-year category on May 1 
to become a short-dated bond handled by the discount houses. 

In early May, the Government Broker's supplies of a 5-1/2 per 
cent 1982-8U bond were exhausted and were replaced on the same day by 
an additional tranche of £300 mill ion of a 5 per cent 1986-89 of fer ing, 
These securi t ies were offered at a price-of 8U at a time when the market 
quotation was 814=1/2$ thus s the authorit ies seemed intent on exerting 
their e f f o r t s to check0 and perhaps to turn the downward d r i f t in bond y i e l d s . 

Recent changes in assets ( in mill ions of pounds) 

Liquid assets 
Per 

Amount cent 

Loans to public sector 
Govt, 
secu- Treaso Total 
r i t i e s b i l l s f / 

Loans to 
private sector^-

Total 
Advances £/* 

I960 
"(March) 
June 
Septo 
Deco 

(6,673) 
+103 
•101 
- 15 

(2,217) 
• 36 
• 23 
•123 

(31,5) 
(31.U) 
(3lo6) 
(31«9) 

(1,368) 
-123 
- 62 
- 2h 

(9L1) ^ 2 , 9 3 7 ) 
-122 
- h 
• U7 

(2,933) 
•13? 
+ 6U 
• 25 

(3,686) 
•129 
• 51 
• U8 

March 

1962 
Mar, 
Apr-

=118-

•216 
<=. ijlj. 
• 2k 

65 

.212 
+207 
•128 
•+liiu 

(30=1) 
(32r2) 
(31,3) 
(35^3) 

( 3 2 6 ) 
1U (32.6) 

- 85 -216 
-102 +177 
- 36 +112 
• 7 1 • 2 

23 -287 
1U • 52 

-3U9 
+ 81 
+ 72 
•200 

-280 
+ 21 

>•133 
+IW1 
-180 
-115 

+169 
- 5 

•191 
+158 
-151 
-119 

+190 
- 6 

a/ Includes loans to nationalized industries and c a l l loans» 
b / Includes commercial and other b i l l s» 
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Instal lment c r e d i t 0 Instal lment c r e d i t outstanding dec l ined 
during February and March „ During the f i r s t quarter of 19629 the f a l l i n 
t h i s debt was the l a r g e s t quarter ly dec l ine s ince r e s t r i c t i o n s i n h i r e -
purchase c r e d i t were reimposed i n July 196l<, Most of the reduction during 
February and March was a t t r ibuted to the s lugg i sh automobile market» 
P o t e n t i a l buyers delayed t h e i r purchases u n t i l a f t e r the budget (Apri l 9 ) , 
on the p o s s i b i l i t y that the purchase tax on motor v e h i c l e s would be r e -
duced » During March many r e t a i l e r s found t h a t consumers were purchasing 
a larger proportion of durable goods with cash rather than on cred i t* 
However9 a pick-up i n auto s a l e s i n April has been reported i n the press 0 
Quarterly changes i n c r e d i t outstanding ( i n m i l l i o n s of pounds) were5 

Total 1961 1962 
DeCo Jan 0- Apr0 - July- Octo- Jan»-
I960 Mar0 June Sept . D e c ^ Mar» 

Shops 32f -13 = 6 » 3 • 6 -13 
Finance houses 610 •29 - 1 -32 -26 

Total 935 - 1 +23 = h - - 2 6 -39 

The c o n f l i c t among the hire-purchase f inance f irms over commissions 
t o dealers*, which has been going on f o r a couple of months, was terminated 
i n e a r l y May i n an agreement by a l l p a r t i c i p a n t s to hold to 1$ per cent 
the commission paid to motor dea lers 0 Formerly* a 10 per cent ra te had 
been i n e f f e c t but the l a r g e s t f irm i n the industry introduced a 20 per 
cent f i g u r e i n February „ 

Foreign tradeo B r i t a i n 8 s f o r e i g n trade balance , s easona l ly 
adjustedg shewed a further modest improvement i n Apri l above the f i r s t -
quarter averageo Howevers the April f i g u r e s f o r both exports and imports 
i n Apri l were about the same as f o r March„ Recent seasonal ly=adjusted 
trade f i g u r e s (monthly averages i n mi l l i ons of pounds) weres 

I960 
1961 1962 

I960 I - I I I I I IV I Mar o Agr. 

Importsj» c 0 i 0 f 0 -380 -37U -357 -362 -367 -358 -359 
Exports,? foOabo 296 307 309 30U 306 312 31U 
Re-exports 12 12 - 1 2 . _ _ ! § 12 11 

Trade balance - 72 - # - 35 - U-3/ - h9 - ;5 - 31 

Foreign exchange r e s e r v e s . The gold and f o r e i g n exchange r e -
serves continued t o r i s e i n March and Apri l 0 The reported f i g u r e s should 
be adjusted for the s p e c i a l prepayments to the IMF by B r i t a i n of L75 
m i l l i o n i n Februaryand L25 m i l l i o n i n A p r i l and by Austral ia of L62 m i l l i o n 
i n March0 (The Austral ian repurchase was made with d o l l a r s held by the U0K0) 
The explanation f o r the increase i n reserves can be a t t r i b u t e d - i n part t o the 
improved trade balance but c h i e f l y t o the continued inf low of c a p i t a l to the 
UoKo Recent monthly changes i n re serves ( i n m i l l i o n s of pounds) are as f o l l o w s 
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1961 1962 
Nov. Dec. 

Reported f i g u r e • +'3" -95 
Adjusted f o r s p e c i a l 

t ransac t ions . , +59 <=18 +33 +80 +72 +32 

Foreign exchange marketo The improvement i n the trade balance • 
and the i n f l o w s of c a p i t a l helped to maintain a strong p o s i t i o n f o r s t e r l i n g 
during April (see Chart 9)o After d e c l i n i n g i n l a t e March, the spot r a t e 
moved up a f t e r the budget speech but dec l ined l a t e i n Apri l a f t e r the cut 
i n Bank Rate. Se lec ted d a i l y r a t e s f o r spot s t e r l i n g from February through 
April ( in U0S. cents per pound) were? 

Feb. 2 281.27 Mar, 2 281.60 Apr. 6 281.38 
9 281.U5 9 281.61 * 13 281,52 

16 2 8 1 . # 16 281.71 20 28l. it5 
23 281.51 23 281.32 27 ' 281.25 

30 281.39 

c The discount on the forward pound dec l ined i n l a t e Apri l and ear ly May (see 
Table) . 

Bu l l i on market. The London gold market was f a i r l y quiet during 
the months of March and Apr i l . The p r i c e s a t the London f i x i n g during the 
month were ( in U.S. d o l l a r s per ounce)s 

Mar. 2 35=086 Apr. 6 35,07b May ! 35.073 
9 35o078 k . 13 35.081 8 35.082 

16 35.095 19 35.075 15 35.079 
23 35.087 27 35.071 
30 35.083 

An a r t i c l e i n a Swiss newspaper, the Journal de Geneve9 purports 
to report on a d i s c u s s i o n about gold p o l i c i e s among centra l bankers a t 
Basle on April 10 . According t o t h i s report , each c e n t r a l bank would 
commit l i m i t e d amounts of gold i n t o a cen tra l pool which could be used 
for counterspeculat ive s a l e s on the gold markets. When the pr ice of gold 
f a l l s , the syndicate would rep len i sh i t s supp l i e s . Pending the working 
out of d e t a i l s by the centra l banks, the London Times reported that " i t was 
agreed t o g ive the Bank of England f u l l author i ty to buy gold — on t h e i r < 
c o l l e c t i v e r e s p o n s i b i l i t y — so as t o keep the market i n order should the 
occasion a r i s e . " (May 2, 1962, p . 1 7 ) . 

Stock market. The pr i ce of i n d u s t r i a l s tocks remained f a i r l y 
steady, taking the period of March and April as a whole. (See t a b l e and 
Chart 7 . ) Af ter remaining a t 298.8 during the f i r s t hal f of March the 
index of share p r i c e s dec l ined during the t h i r d and fourth weeks ef March, 
t o 292.6 at the end of the month. Pr ices recovered during the f i r s t week 
of Apr i l . The index remained around 300 during the f i r s t ha l f of Apri l , 
and the market was quie t due t o uncerta inty about the budget and the p o s s i b l e 
e f f e c t s of the c a p i t a l gains t a x . During the l a t t e r part of Apri l , the share 
pr ice index rose to around 305, a l e v e l a t ta ined during the e a r l y February, 
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IIo Nine Charts on Financial Markets Abroad 

Chart 1 - Interest Arbitrage, United States/Canada 
Chart 2 - Interest Arbitrage, New York/London 
Chart 3 - Interes t Arbitrage.for German Commercial Banks 
Chart k - Interes t Arbitrage, Frankfurt/London 
Chart 5 - Short-term Interest Rates 
Chart 6 - Long-term Bond Yie lds 
Chart 7 - Industr ia l Stock Indices 
Chart 8 - Spot Extihange Rates — Major Currencies 

Against U.S, Dollar 
Chart 9 = 3-month Forward Exchange Rates 

Europe and Br i t i sh Commonwealth Sect ion, 
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Unite# Kingdom: Treasury B i l l Yields and Exchange Rates 

3-mo. 
U.K. 
j L 

Treasury b i l l arbitrage 
U.S. D i f f e r - 3-mo. 
b / ence pound£/ 

calculation 
Inz favor 

U.K. b i l l ® / 

Spot 
pound 

(U.S. 
cents) 

London deposit rates 
V.5. Local 

dol lar authority 
(3-mo.) (3 mo.) 

1961 - High 6,71 2,7k UtU5 =0.79 1,13 281.62 lt.00 7.50 
Low lwl7 2 = 16 1,88 =Ue- 36 -2,12 278cU7 3-13 6,00 

Mar, 2 5 M 2,69 2,75 -2,60 >0,15 281.60 3.56 6.U7 
9 5.03 2,76 2.27 -2.13 •=0 516 281,61 3.69 6.22 
16/ Uc8l 2.72 2 . 0 9 , -2,145 -0 .36 281.71 3.69 6.13 
23 L.38 2.70 1.68 =2.08 -o.Uo 281.32 3.63 5.69 
30 ho3h 2.75 1.59 -1 ,93 -0.3U 281.39 3.69 5.69 

Apr, 6 h-28 2.70 1.58 -1 .86 -0o28 281.38 3.63 5.5o 
13 a,z5 2o7l 1,51 -1.92 -0.1*1 281.52 3.50 1 5.3U 
20 Uol9 2 . 7 j 1,L6 -1 .71 r0.25 281,L5 3,50 5.31 
27 k.03 2o7U 1.29 -1.U8 -0.19 281.25 3.50 5.00 

May lit 3.97 2.73 1.24 =1.32 -0.08 281.28 . 3.56 U.9U 
11 3.88 2.63 1.25 -1.07 *0.18 28I.2U 3.63 1« 6; 
18 3.78 2.68 lolO =icOU •0.06 281.29 3.56 U.70 

a / Market quotation for Friday. " 
b7 Spread between spot and 3-month forward rate i n per cent per annum. Discount 

equals ( - ) . 
c / Net of difference in b i l l y i e ld l e s s discount on 3-month s t e r l i n g . 

United Kingdom: Selected Capital Market Yields 

. U.K« Government bond y ie lds Share Yield Share 
h-1/2% 3% 3-1/2% 2-1/2% y ie ld gap. prices 
_196U 1965-75 2008=12 War Loan Consols a / b/ c / 

1961 - High 6,65 6,68 6,92 6,78 5.L8 • 1.90 365,3 
Low 5,15 5,95 — 5,95 5,70 1,22 0.86 287.7 

Marc 1 5.51 &22 6 = 35 6,L5 6,26 5=19 1.07 298=0 
8 5,L3 6.23 6:30 6,13 6,25 5,27 0,98 291,7 
15 5,28 6,23 6,25 6.30 6,15 5-19 0.96 298,8 
22 5,08 6-24 6,25 6,33 6,16 ^,25 0.91 295,2 
29 5.18 6,25 6.30 6,38 6,23 5.37 0,86 292,6 

Apr. 5 5-27 6,25 6. 6.38 6.22 5.21 1,01 301.5' 
12 5.25 6,2k 6,30 6,13 6.26 5.22 l'.OU 300,9 
19 5,07 6-22 ° 1 6,?r, 6,31 6,15 5.25 0.90 298.6 
26 1,95 6(22 6,20 6,27 6,13 5.15 0,98 305.1 

May 3 5:02 6,23 6 2 0 6,25 6,13 5.17 0,96 305^5 
10 L,95 6 = 25 6.:u 6,39 6,20 5,31 0,91 297,5 
17 a=8L 6,22 6,20 6:30 6,15 5.26 0.87 296,5 

a / Financial Times. 
b / 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 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 
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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 * . 
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