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I I « Nine Char t s on F i n a n c i a l Markets 

I I I * L a t e s t F igu re s P l o t t e d i n H r13 Chart 

I . United Kingdom: Money and C a p i t a l Markets in November and December 

I n t he p e r i o d under review* B r i t i s h f i n a n c i a l markets were u n s e t t l e d 
by even t s sur rounding t h e r e c e n t major s t e r l i n g c r i s i s ^ On November 23 s Bank 
r a t e was r a i s e d from 5 t o 7 pe r c e n t t o h a l t t h e s p e c u l a t i v e a t t a c k 5 however s 
through mid-December f i n a n c i a l markets remained q u i t e weak and t h e fo rward 
pound was under cont inuous s e l l i n g p r e s s u r e t P r i o r t o November 23S t he Treasury 
b i l l and o t h e r government bond p r i c e s he ld f i r m , bu t s tock p r i c e s f l u c t u a t e d 
wide ly 5 and t h e pound weakened s t e a d i l y i n b o t h spo t and forward marke t s , The 
Bank r a t e a c t i o n and t h e announcement on November 25 of the $3 b i l l i o n suppo r t 
package brought only temporary r e l i e f • S t e r l i n g weakened aga in i n Decembers and 
s t ock and bond p r i c e s con t inued t o d e c l i n e . (See Tables 1 and 3 and Char t s 5* 
6 and 7 , ) 

Table 1 , United Kingdom» Se l ec t ed F i n a n c i a l Market i n d i c a t o r s ? 
' October-Decemberj 196U 

I n t e r e s t Rates 
(pe r cen t p e r annum) 
Treasury b i l l maximum 

t e n d e r 
Government bonds a / 

1967 " 

3-1/2% 
5 - 1 / 2 * 
3-1/2% 

1971 
1979-81 
2008-12 
War Loan 

Stock P r i c e Index a / b / 

Exchange Rates 
Spot r a t e (U,S, c e n t s ) 
Forward r a t e 

(per cen t pe r annum) 

Ac tua l 
October 

16 

Changes f rom prev ious week t o : Change from 
November December October ,16 to 

20 27 k 11 December 11 

a , 7 3 +0:07 +1,89 n e n c . +1.8U 

S,$o +0,10 +0.60 +0.03 +0,17 +0.72 
5 , 6 1 +0,0$ +0.30 +o,d5 +0-11 +0.5U 
5,88 +0,03 +0,20 +0,02 +O0O8 +0,37 
6 , 1 5 +0.02 " +0,15 +0,03 +0,05 +0,20 
6 , 2 3 +0-02 +0,17 +0 ,01 4-0.07 +0,17' 

36k.9 -15 c 3 +6,7 - 9 . 9 - 3 2 - 2 9 , 9 

(Ac tua l Values) 

278,28 278,27 279 .13 279 ,15 279-0U +0,76 

- 0 , 9 6 - 1 , 0 1 - 2 , 6 5 - 2 , 5 1 - 2 , 6 8 - 1 , 7 2 

a / P rev ious Thrusday ? 
b / F i n a n c i a l Times 30 i n d u s t r i a l s tock index« 
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Background t o the s t e r l i n g c r i s i s , The run on s t e r l i n g began s h o r t l y 
a f t e r the announcement i n l a t e October of a 15 per cen t surcharge on imports 
and an average 1 - 1 / 2 per cen t r eba t e on exports« Iii i t s s p e c i a l autumn budget 
p resen ted on November 11 s the government announced an inc rease i n the tax on 
o i l and gaso l ine used by road v e h i c l e s s and d i sc losed some of i t s t a x and 
expendi ture p l ans f o r 1965 =• The expendi ture p lans r e l a t e d s o l e l y t o inc reases 
in w e l f a r e b e n e f i t s * The tax p lans envisaged changes i n the corpora t ion and 
c a p i t a l gains t axes P but t he government provided few d e t a i l s f 

F i n a n c i a l markets did not respond f avo rab ly to the autumn budget 
message, Although the s tock market staged a b r i e f r a l l y 9 bond p r i c e s held s teady 
and the pound remained xveak i n f o r e i g n exchange markets 0 Trade f i g u r e s f o r 
October published' oh November 18 showed a seasona l ly ad jus t ed d e f i c i t of 
£92 mi l l ion—-vi r tua l ly unchanged from previous months, Bond p r i c e s then began 
t o ease , s tock p r i c e s f e l l sharp ly s and the pound came under even h e a v i e r ' s e l l -
ing p ressure - On November 23 s Bank r a t e was r a i s e d t o the c r i s i s l e v e l of 7 
per c e n t , The s tock market r a i l e d once aga in , b u t bond p r i c e s s as expected, 
eased f u r t h e r * The p ressure on s t e r l i n g abated t empora r i l y , then resumed on 
November 2k and 25 - On November 25.9 a, $3 b i l l i o n suppor t package s t e r l i n g 
was o f f e r e d by eleven c e n t r a l banks s t he Bank f o r I n t e r n a t i o n a l Set t lements* 
and the U S, Export-'Import Bank r Although s e l l i n g pressure on the pound sub-
sided temporar i ly 2 the spot r a t e began t o weaken again in e a r l y December and 
the forward d i scoun t remained qui te ,wide -

On December Qs the Bank of England c a l l e d fo r a s e l e c t i v e c r e d i t 
squeeze5 r eques t ing the c l e a r i n g banks t o c u r t a i l loans f o r p rope r ty development 
and consumer purchases , On the same day9 Chancellor Callaghan presented a d d i t i o n a l 
informat ion about t ax r e v i s i o n s f i r s t proposed in the autumn budget* No t a x 
r a t e s were mentioned. Howevers the Chancellor announced t h a t a s i ng l e corpora te 
income t a x would r e p l a c e t h e income and p r o f i t s t axes now in e f f e c t =. With no 
change contemplated in the t a x on d iv idends s - the new corpora t ion income t a x 
would favor the r e t e n t i o n bf income, On c a p i t a l ga in s s the Chance l lo r ' s announce-
ment i nd ica t ed t h a t coverage would be extended from shor t - t e rm gains ( s i x -
months or l e s s ) now taxed under a law passed by t h e Conservative government 
l a s t year t o long-term gains r 

F i n a n c i a l markets d id ne t respond f avo rab ly t o t he se e x p l a n a t i o n s , 
Stock and bond p r i c e s continued t o f a l l and i n t h e f o r e i g n exchange market the » 
spot pound eased f u r t h e r and the forward discount widened, These t r ends con-
t inued a f t e r the announcement on December 16 of a s l i g h t l y l a r g e r t r a d e d e f i c i t — 
£103 m i l l i c n-- -for November: On Thursday, November 17, the Bank of England 
o rde red . the government broker t o o f f e r buying p r i c e s f o r the whole range of 
government s e c u r i t i e s =- This move e f f e c t i v e l y r eve r sed s a t l e a s t t empora r i ly , 
the t r ends of p r i c e s in t h e g i l t edged market-

On December 18, the government announced t h a t i t was d e f e r r i n g i t s 
year-end payments of about §1?5 mi l l i on on loans made by t h e United S t a t e s and 
Canada a t the end of World War I I The amounts w i l l be added t o the outs tanding 
balance s postponing f i n a l payments u n t i l 2CO3 ~ 
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The r i s e in bond y ie lds i s ind ica t ive of the general increase in the 
cost of funds borrowed from a l l sources tha t has taken place since the new 
Bank r a t e became e f f e c t i v e . In addi t ion to the two percentage poin ts increase 
in the r a t e s on bank loans , c a l l money, and the Treasury b i l l t ende r , h i re 
purchase companies have ra ised t h e i r r a t e s on automobiles and i n d u s t r i a l loans 
by about one percentage p o i n t . Moreover, p ress repor t s suggest t h a t house 
mortgage r a t e s , which are cu r ren t ly 6.0C per cen t , may be pushed up t o 6-3/U per 
cent next month„ 

Money market t igh tens before Bank r a t e increase . An excess demand 
fo r short- term funds developed in the four weeks p r io r to the November 23 Bank 
r a t e increase and money r a t e s general ly rose above t h e i r end-October l e v e l s . 
In the four business days a f t e r the increase , condit ions i n the money market 
were qui te u n s e t t l e d . In December, condit ions were more s t a b l e , but the d i s -
count houses and loca l a u t h o r i t i e s experienced d i f f i c u l t y in securing s h o r t -
term funds , and r a t e s were pushed up f u r t h e r . (See Table 2 and Chart 5 . ) 

Table 2 . United Kingdom; Selected Money Market Rates 
' October-December a 196U"*"" 

(per cent per annum) 

Call money a / 

October 
_30_ 
kokk 

November 
1 3 20 

U.50 lw50 h.$Q 

December 
27 T 

6.25 6.18 
Local au thor i ty 
deposi ts (90 days) a / 5 .31 5.31 5.37 5.37 7.31 7.UU 

Euro-dollar 
depos i t s (90 days) U.50 U#50 U.50 U.50 5.00 

Treasury b i l l 
(market r a t e ) b / U.59 H.53 U»53 U«62 6.U1 

a7 Estimated from a range of r a t e s quoted in the Financial Times. 
"B/ Adjusted to U.S. b a s i s . 

11 
6.38 

7 . 5 0 

U . 7 5 U . 6 8 

6.U1 6.U1 

Call money was in p a r t i c u l a r l y shor t supply throughout November, and 
the Bank of England had t o provide a s izable amount of a s s i s t ance on near ly every 
business day; but there was no borrowing by the discount houses a t Bank r a t e . 
Prior to the increase in Bank r a t e , c a l l loans from the c lear ing banks usua l ly 
car r ied a r a t e of U.50 per c en t , although some commanded over U.60 per cen t . 
Just a f t e r the increase a r a te cf 6.25 per cent p reva i l ed . In ea r ly December, 
condit ions eased somewhat and the r ^ t e f e l l ; however, by the middle of the 
-month c a l l money was again in short supply,pushing the r a t e to about 6.38 per 
cent o 
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A number of f a c t o r s appear to have cont r ibu ted t o the genera l ly t i g h t 
condi t ions t h a t p reva i led during November: t a x t r a n s f e r s outpacing government 
disbursements; conversion of s t e r l i n g balances in to other cu r renc ies ; and the 
d e s i r e of the c l e a r i n g banks to s a t i s f y the demand f o r advances p a r t l y a t the 
expense of the d i scount houses . Within the context of the specu la t ive a t t a c k 
upon s t e r l i n g i t i s not unreasonable to be l ieve t h a t pressure was brought to . 
bear upon the d iscount houses d i r e c t l y by a withdrawal of fo re ign money 
deposi ted with them. 

Local a u t h o r i t i e s a l so found i t more d i f f i c u l t t o a t t r a c t funds as 
the uneasiness about the pound and unce r t a in ty about p o l i c i e s of the new govern-
ment became more widespread. Rates i n 90-day depos i t s were . ra i sed to a median 
of 5>.37 per c e n t . I t was repor ted t h a t dur ing the run on s t e r l i n g l o c a l a u t h o r i t i e s 
l o s t a good deal of t h e i r f o r e i g n d e p o s i t s . 

Although 90-day depos i t r a t e s jumped t o 7 .31 per cen t a f t e r the r i s e 
in Bank r a t e funds were s t i l l scarce and r a t e s continued t o r i s e during December. 

Evident ly the Treasury b i l l market d id not experience the same p r e -
-Bank r a t e p r e s su re s observed in the o ther two markets. In f a c t , the Treasury 
b i l l market r a t e was somewhat ea s i e r i n the f i r s t two weeks of November than 
in the l a s t two weeks of October. However, i n the t h i r d week of November the 
r a t e rose by about 10 bas i s p o i n t s , r epo r t ed ly in a n t i c i p a t i o n of a higher Bank 
r a t e . Af te r the increase i n Bank r a t e on-November 23 the market r a t e jumped 
about 2 percentage po in t s to 6.hi (ad jus ted t o a U.S. ba s i s ) and has remained 
t h e r e , with Bank of, England suppor t , t o d a t e . 

In the Euro-dol la r market, 90-day depos i t r a t e s held steady a t U.^O 
per cent u n t i l the week of November 23. Then, i n response to the increase in 
maximum r a t e s payable on U.S. Time C e r t i f i c a t e s of Deposi t from U per cent to 
h-l/2 per cen t f o r m a t u r i t i e s of 90 days or more, the r a t e jumped to £.00 per 
c e n t . More r e c e n t l y , however, i t has eased back t o around U.68 per c e n t . This 
may r e f l e c t a switching of funds from the d i scount and l o c a l a u t h o r i t y markets 
to the Euro-dol la r market . 

Cap i t a l markets u n s e t t l e d by a number of f a c t o r s 

Af t e r the announcement of the ijnport surcharge and export r eba te 
schemes,-at the end of October c a p i t a l markets genera l ly displayed a f i r m t o n e . 
However, c a p i t a l markets were unse t t l ed by a succession of events : p r e sen t a t i on 
of the autumn (November 11) budget, announcement of the £92 mi l l ion t r ade d e f i c i t f o r 
October, t he increase in Bank r a t e , the Bank of England's l e t t e r arri Chancellor 
Cal laghan 's December 8 statement on t a x e s . (See Tables 1 and 3 and Chart 6 . ) 

P r i o r to p r e sen t a t i on on November 11 of t he autumn budget, t he re 
appeared to be some switching from stocks t o government bonds and, as a r e s u l t , 
bond p r i c e s rose while stock p r i c e s f e l l . This might wel l have been due to 
a n t i c i p a t i o n of a more comprehensive c a p i t a l gains t a x , poss ib ly exempting 
g i l t - edged bonds, and t o new corpora te t a x e s . When i t became known on 
November 11 t h a t these new taxes were not t o be implemented immediately, the 
s tock market r a l l i e d , pushing the F inanc ia l Times 30 i n d u s t r i a l stock index up 
about 10 p o i n t s . However, bond p r i c e s remained unchanged. 
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During the fol lowing week, the t r a d e r e t u r n s f o r October were 
announced i n d i c a t i n g no bas ic change from the p a t t e r n of e a r l i e r months— 
a t r ade d e f i c i t over "'.TO mi l l i on • Se l l i ng pressure then developed in both 
the g i l t - edged and s tock markets and p r i c e s f e l l * 

Table 3* United Kingdom; Selected Cap i t a l Markets Yie lds i . 
~ October-December, 196lT "" " ~ 

October November December 
29 $ 12 19 26 3 10 

Government bonds 
S% 1967 5*Uo 5.32 5.1:2 6,02 6.05 6,22 
•)% 1965-75 2,90 5.91 5,92 5,95 6,18 6,20 6»30 
5% 1986-89 6X)5 6,05 6*06 6,08 6.2k 6,25 6,31 
2-1/2% Consols 6,03 6,02 5,99 6,03 6,21 6.18 6 2lt 

Stocks 
Share y i e l d a / 1 ,80 U.9U k,88 5.1U 5.05 5^18 5 25 
Yield gap b/~ 1,13 1.08 1 ,11 0.89 1.16 . 1,00 0,99 
Stock index c / # 6 , 5 3UU.9 355-7 310,3 318,1 338,2 335.0 

a7 Share y i e l d on F inanc ia l Times $00 s tock index, 
b / D i f f e rence between r a t e on 2-1/2 per cent consols and share y i e l d . 
c / F inanc i a l Times 30 i n d u s t r i a l s tock index.- / 

Following the Bank r a t e inc rease on November 23, the s tock market 
recovered and, as expected, bond p r i c e s eased. However, a t the long end of the 
y i e l d curve , market r a t e s rose by only 18 bas i s po in t s or l e s s , as compared t o 
the 20 t o 30 ba s i s p o i n t s inc rease r e g i s t e r e d a f t e r an i d e n t i c a l inc rease in 
Bank r a t e i n 1961. 

In e a r l y December, bond p r i c e s held s teady but s tock p r i c e s f e l l to 
the lowest po in t s ince l a s t June, A f t e r the Chance l lo r ' s December 8 exp lana tory 
s ta tement on the proposed t ax r e v i s i o n s , bond and s tock p r i c e s eased fu r the r - . 
On December 17, the Bank of England stepped i n t o the g i l t - e d g e d market to h a l t 
the downward s l i d e of p r i c e s , o f f e r i n g buying p r i c e s f o r the e n t i r e range of 
l i s t e d government bonds, This- move proved t o be e f f e c t i v e and p r i c e s f i rmed , 
a t l e a s t t empora r i ly . 

New i s sues (net of redemptions) t o t a l l e d about £37 m i l l i o n in October, 
and £35> mi l l i on in November—down cons iderab ly from the t h i r d qua r t e r average -
Although the l a r g e s t abso lu te dec l ines were recorded by the "quoted, pub l i c 
companies" segment, the l a r g e s t percentage dec l i ne was recorded by l o c a l 
a u t h o r i t i e s . Foreign s t e r l i n g borrowing increased modestly, (See Table it •). 
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Table L. United Kingdom: Capi ta l Issues (Net of Redemptions), 196U 
(mi l l ions of pounds; month or monthly averages) 

U.K. quoted publ ic 
companies 

U.K. l o c a l a u t h o r i t i e s 

Overseas borrowers 

Tota l 

Gross i s sues 
Gross redemptions 

F i r s t Second Third, 
Quarter Quarter Quarter October November 

59.1 16.7 U2.3 25.8 29.9 

5.H 7.7 13.2 k.2 - 1 . 3 

7 .7 2 .9 6.7 6 .0 

73.8 62 .1 58 .U 36.7 31.6 

83.it 67.7 63.6 39.8 36.8 
9 .6 5.5 5.2 3 . 1 2.2 

Source: Bank of England. 

Net borrowing by public companies has been falling since the first 
of the year, but local authority borrowing had risen steadily in 196U until 
October, when i t too began to decline. While it is not certain whether 
these movements r e f l e c t normal seasonal p a t t e r n s or more immediate market 
f o r c e s , l a s t year these same p a t t e r n s were not recorded . 

In November i t was repor ted t h a t some business f i rms postponed i s s u e s 
u n t i l the impact of the increase in Bank r a t e became more c l e a r . 

During November, two do l l a r denominated loans t o t a l l i n g $1+5 mi l l i on 
were f l o a t e d in the London market . 

Centra l .bank urges selective c r e d i t r a t i o n i n g 

In the t h i r d qua r t e r of 196L, the p a t t e r n of new c r e d i t extended by 
f inance houses and department s t o r e s , on the one hand, and the c l ea r i ng banks, 
on the o t h e r , showed a no t i ceab le change. 1 / Ins ta l lment c r e d i t ex tens ions 

c have slowed no t i ceab ly while new bank advances have reached and maintained a 
very high l e v e l . (See Table 5>.) Although there i s no easily d i s c e r n i b l e 
cause f o r the more moderate pace of i n s t a l lmen t c r e d i t ex tens ion , the surge of 
bank advances may wel l be r e l a t e d t o the high import b i l l of the l a s t few 
months. 

However, i t i s c l e a r t h a t the heavy pace of bank lending has kept a 
downward p ressure upon l i q u i d i t y r a t i o s , which have been in the neighborhood 
of 29 per cen t to 30 per cent throughout the y e a r . The minimum r a t i o agreed 
upon between the c l ea r i ng banks and the Bank of England i s 28 per c e n t . The 

1 / Although the in s t a l lmen t da ta are not seasona l ly ad jus ted monthly changes 
t h i s year d i f f e r s i g n i f i c a n t l y from those of l a s t y e a r . In 1963 new c r e d i t 
ex tens ions grew strongly in the second h a l f of the y e a r . In 196h s t rong growth 
was l imi ted t o the f i r s t ha l f of the y e a r . Hence the slowdown in the r a t e of 
growth of i n s t a l l m e n t c r e d i t t h i s year i s not a pure ly seasonal phenomenon. 

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



OFFICIAL USE ONLY - 7 -

Table £ . United Kingdom: Cred i t Ex tens ions , 196b 
( m i l l i o n s of pounds) 

T o t a l 
1 s t - 2nd. 3rd - Outstanding 
Q t r . V Q t r . a / Q t r . a / Sept. Oct . N o v . e n d - O c t , 

Ins ta lment c r e d i t by: 
a / Sept. 

Finance houses Hi 29 13 12 n . a . & n . a . 3 # 
Department s t o r e s 0 0 1 1 n . a . n . a . 7Uii 

Tota l 111 29 Hi 13 n . a . n . a . 1 0 8 3 

Bank advances (London 
c l e a r i n g banks) b / 32 31 6 5 7 0 £/ 90 £/ 60 p / k & Z 

b / Seasonal ly a d j u s t e d ; excludes advances t o n a t i o n a l i z e d i n d u s t r i e s , 
c / End-September f o r i n s t a lmen t c r e d i t . 
j>/ P r e l im ina ry . 

Sources: Ins ta lment c r e d i t , Board of Trade; bank advances, Bank of England• 

B r i t i s h f i n a n c i a l p r e s s has r epor t ed t h a t t he c l e a r i n g banks have been r a t i o n i n g 
c r e d i t i n r e c e n t months i n order t o meet p r e s c r i b e d l i q u i d i t y r a t i o s . 

In h i s d i s c u s s i o n of the November 23 i nc r ea se i n Bank r a t e Chancel lor 
of the Exchequer Callaghan s t a t e d : 11. . . a s r ega rds t h e home economy, the r i s e 
i n Bank r a t e i s a re inforcement of our e a r l i e r measures t o check the p r e s s u r e s 
of demand and t o r e l e a s e resources f o r expor t s and f o r import s u b s t i t u t i o n . " 
He went on t o say t h a t " . . . t he monetary s i t u a t i o n (would be watched) very 
c l o s e l y and i f f u r t h e r a c t i o n seems to be necessa ry I s h a l l t a k e i t . " 

A f u r t h e r s t ep was t aken on December 8 , when the Bank of England i n 
a l e t t e r t o t h e banks reques ted t h a t loans t o expo r t e r s and those purchas ing 
p l a n t and equipment be cont inued , but t h a t loans f o r p r o p e r t y development 
and consumer purchases be c u r t a i l e d . 

Trade d e f i c i t unchanged i n October and November. The October and 
November t r a d e r e t u r n s showed no bas ic change from e a r l i e r months. Values 
of both imports and expor t s r e g i s t e r e d small v a r i a t i o n s , bu t the average 
t r ade d e f i c i t f o r t hese two months was c lose t o £100 m i l l i o n . (See Table 6 . ) 
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Table 6 . United Kingdoms Foreign Trade, September-Novemberg 196L 
(mi l l ions of pounds; seasona l ly ad jus t ed ) 

September October p / • • • . November p / 
Imports (c» iofo) U72 " U7U 

-Exports ( foO.b . ) . 3U6 3^1 357 
Re-exports ( f , e . b » ) Hi 12 lU 

Balance -112 - 92 -103 
Trade, balance e / - 62 e / - f # e / - ^ 

p / P re l iminary , 
e / Estimatedo 

Sources Board of Trade, 

Last October, l abor government o f f i c i a l s es t imated a cur ren t account 
d e f i c i t f o r 196U (on a balance of payments b a s i s ) in the neighborhood of £700-
8OO mi l l ion (about $2 b i l l i o n ) , no account being taken of t he impact of the 
import surcharges and the export r e b a t e s , Imports of manufactured and semi-
manufactures goods—the marjor ca t ego r i e s a f f e c t e d by t h e surcharge—had been 
running a t an annual r a t e of $3*78 b i l l i o n , and the government expected these 
imports t o be reduced by about $£60 m i l l i o n . However, t he r e was no o f f i c i a l 
e s t imate of the impact of these measures on the t o t a l t r ade accounts» 

Spot s t e r l i n g s t r o n g e r , but a r b i t r a g e f i n c e n t i v e s now favor New York9 
Since t he announcement on November 25 of t he $3 b i l l i o n support package9 spot 
s t e r l i n g has remained above 279=00 (U .S. cen t s ) but t h e forward d iscount has 
remained qu i t e wide 5 suggest ing t h a t e x t e r n a l confidence in s t e r l i n g has not 
been f u l l y res tored, , In f a c t , the covered d i f f e r e n t i a l s on U„Ke-U.S, Treasury 
b i l l s favored New York by 3 bas i s po in t s on November 27 and 7 bas i s p o i n t s 
on December 11. However, covered l o c a l a u t h o r i t y depos i t s a re now s l i g h t l y 
more a t t r a c t i v e than Euro-do l la r d e p o s i t s f o r the f i r s t time s ince September. 
(See Table 7 and Charts 1 and 3») 

4 
The run on s t e r l i n g began a few days a f t e r t he end-October announce-

ment of surcharge on imports and the reba tes f o r expor ts e Pressure became 
p a r t i c u l a r l y heavy over week-end per iods through mid-November 0 Spot s t e r l i n g 
remained qu i t e weak and the forward d i scount qu i t e wide a f t e r p r e s e n t a t i o n of 
the autumn budget—arT i n d i c a t i o n of the ex t en t t o which confidence had 
d e t e r i o r a t e d . 
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Table 7 » United Kingdoms U,Kc/UcS„ Exchange Rates-and Arbi t rage Ca lcu l a t i ons , 
Octobers-December 3 19§h "" 

Exchange r a t e s 
Spot (U>S, cen ts ) 
Forward (per cent 

per annum) 

3-month y i e l d s and 
y i e ld d i f f e r e n t i a l s 

Treasury b i l l s 
U,K<- (covered) 
U,S, 
D i f f e r e n t i a l 

October 
30 

-0 ,92 

3*77 
3-53 

Local a u t h o r i t y =- Euro-# 
Local a u t h o r i t y 

(covered) h-h9 
Eurc--§ U r 50 
D i f f e r e n t i a l - 0 , 0 1 

Euro *4 - New York 
c e r t i f i c a t e of depos i t 
Euro«$ a / 
New York c e r t i f i c a t e • 

of depos i t jx/b/ 
D i f f e r e n t i a l 

3.^5 
0,05 

a7 Previous Wednesday, 
Id/ Secondary o f f e r i n g r a t e s 

3 C T 

:78 = 53 

-0 ,91 

3:62 
3:5b 
0,06 

U .-40 
L,5o 

- 0 , 1 0 . 

4.S0 

3,95. 
0-05' 

November December 
13 20 27 h 11 

278,27 278,27 279,1^ 279,15 2?9,0k. 

-0^92 - 1 . 0 1 - 2 : 6 5 2 -2 ,$3S -:.\678 

3-61 
3r56" 
0,05 

l',L5 
1, ,50 

-0,05 

3 95 
0,05 

3,61 
3:59 
0,02 

3 95 
0.05 

3,76 
3:79 

-0,03 

W 7 L,28 
W o 5,oo 

-0,13 '-0,72 

L.5o ' n.5o a So 

a.13 
0,67 

3o87 
3,76 
0,11 

1,90 
U.75 
0:15 

L 9 L 

U.13 
0 ,81 

3.78 
-0-07 

b.,89 
lir68 
0 ,21 

L,75 

U.13 
0 - 6 2 

fo r negot iab le c e r t i f i c a t e s of time d e p o s i t , 

When Bank r a t e was ne t r a i s ed on Thursday 5 November 19, the run on 
s t e r l i n g began in e a r n e s t and s e l l i n g p ressure was very heavy on Friday^ 
November 20. In an unexpected more on Monday (November 23)4 the Bank of 
England r a i s e d Bank r a t e from 5 to ? per cen t Se l l i ng p re s su re abated 
t empora r i ly , then resumed cn Tuesday and c a r r i e d over i n t o Wednesday, To 
save the pound, eleven c e n t r a l banks, vie U:8t Export-Import Bank and the Bank 
fo r I n t e r n a t i o n a l Set t lements made a v a i l a b l e t o the Bank of England a t o t a l of 
$3 b i l l i o n This was in add i t ion t-c the longer term $1 b i l l i o n loan from 
the I n t e r n a t i o n a l Monetary Fund: The announcement of so l a rge a fund t o 
support the pound brought the s e l l i n g of spot s t e r l i n g t o a h a l t , However, 
s i zab le s a l e s of forward con t r ac t s continued to keep t h e forward d i scoun t 
in excess of -2 ?65 per cent , 

Then, in December, spot s t e r l i n g began t o weaken once again and the 
forward r a t e remained under considerable p ressure The government then made 
i t s c l a r i f i c a t i o n of the planned r e v i s i o n of co rpora t ion and c a p i t a l gains 
taxes and the jank of England sent i t s l e t t e r to the banking community<- Howevers 
spot artiforward s t e r l i n g remained qu i t e weak* 
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November r e s e r v e s lowest s i n c e December 1957^ O f f i c i a l l y r e s e r v e 
l o s s e s amounted t o $67 m i l l i o n i n October and $109 m i l l i o n i n November , 
r e d u c i n g t o t a l h o l d i n g s t o . - t h e lowes t l e v e l s i n c e December of 
1957, (See Table 8 J 

Table United Kingdom; Reserve P o s i t i o n , September-November, I96I4. 
( m i l l i o n s of d o l l a r s ) 

Changes i n gold and 
c o n v e r t i b l e c u r r e n c i e s 

Drawing, r i g h t s on 4. LF, 

a / September 30, 196U. 

September October 

-k$ -67 

. 2 — 

November 

-109 

.Outs tand ing 
November 30, 196U 

23k3" 

a / 2L39 

Source : Bank of England, 

P u b l i c a t i o n of t h e November r e s e r v e f i g u r e s was accompanied by the 
announcement t h a t t he government had made the expected $ 1 b i l l i o n borrowing 
from t h e I^M.F • The l o a n c a r r i e s i n t e r e s t a t 3 p e r cen t and i s t o be r e p a i d 
over t h e nex t t h r e e t o f i ve y e a r s 

The Fund had some d i f f i c u l t y i n meet ing the p r e c i s e c u r r e n c y needs 
of the United Kingdom ou t of i t s e x i s t i n g h o l d i n g s , Accord ing ly , i t a c t i v a t e d 
t h e Genera l Arrangements t o Borrow (GAB) and so ld some of i t s g o l d , The 
e n t i r e $ 1 b i l l i o n was met by drawing $3H5 m i l l i o n from c u r r e n t ho ld ings > 
SU05 m i l l i o n under t h e GAB}—and $250 m i l l i o n f rom the s a l e of go ld . 

Gold p r i c e edges upward i n December, During November :he f i x i n g 
p r i c e of gold in t h e London market was u n a f f e c t e d by t h e s e l l i n g p r e s s u r e on 
s t e r l i n g , w i th p r i c e s moving modera te ly i n t h e neighborhood, of $35-100 pe r f i n e 
ounce .• However, i n December t h e p r i c e cl imbed s t e a d i l y , and on December 17 
reached $35-126, t h e h i g h e s t l e v e l s i n c e t he Cuban c r i s i s of October 1962 ; 
(See Table 9 0 

Table 9- Uni ted Kingdom: London F ix ing P r i c e f o r Gold, 
October-December, 196U 

October November December 
3u 13 27 h 11 

P r i c e p e r f i n e ounce 
(U.S. d o l l a r s ) 35*118 35-102 35<101 35.111 3 ^ 1 2 2 

Europe and B r i t i s h Commonwealth S e c t i o n -
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I I I , La tes t F igu re s P l o t t e d In H. 13 Chart S e r i e s . 196I4. 
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