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>Ef 7 1962 CAPITAL MARKET DEVELOPMENTS ABROAD 
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j of Richmond United Kingdom 
1 —.— Ilf» Nine Charts on F i n a n c i a l Markets Abroad 

I„ United Kingdoms Money and Cap i t a l Markets i n Ju ly and August 

The i n t e r e s t r a t e s t r u c t u r e i n the United Kingdom moved s t e a d i l y 
downward i n Ju ly and i n August» The movement a f f e c t e d a l l s e c t o r s of the 
market , from the Treasury b i l l r a t e to 2 \ per cen t consols„ In the s tock 
market , t h e r e was a major r e v i v a l of confidence i n e a r l y August, causing 
s tock p r i b e s t o move upwards by over 10 per cent i n one week of t r a d i n g . 
I n t e r e s t i n the g i l t - e d g e d market remains s t rong , p a r t l y because inves to r s 
f e e l t h a t the Government w i l l include lower i n t e r e s t r a t e s as an i n t e g r a l p a r t 
of i t s economic po l i cy f o r the nea r f u t u r e . Bank advances did not show any 
ne t i nc rease i n the per iod from mid-June through mid-August, and the banks ' 
l i q u i d i t y r a t i o remains above 33 per cento 

In t he fo re ign exchange markets , s t e r l i n g weakened somewhat during 
Ju ly and August, but the l e v e l of the spot r a t e was high fo r t h i s time of the 
y e a r . Foreign exchange r e s e r v e s f e l l by £2 m i l l i o n i n July a f t e r adjustment 
f o r the £183 m i l l i o n repayment t o the IMF, This was the f i r s t month i n 1962 
i n which r e se rves a f t e r adjustment f o r spec ia l t r a n s a c t i o n s f e l l . Ju ly expor ts 
continued a t a high l e v e l , though s l i g h t l y below June t o t a l s . Imports rose 
sha rp ly i n J u l y , mainly on account of abnormally l a rge food imports encouraged 
t y bad weather condi t ions i n Br i ta in , , 

Money market. Short - term i n t e r e s t r a t e s continued t o dec l i ne i n Ju ly 
and Augusto The Treasury b i l l r a t e was a t 3 ,81 per cent on Ju ly 6 and 3.69 per 
cent on August 2bo There were some smal l covered a r b i t r a g e oppo r tun i t i e s f o r 
moving from d o l l a r s t o s t e r l i n g from l a t e July through e a r l y August and again 
a t the end of A u g u s t ( ^ e Table)» However, the covered margin i n f avor of the 
U«Ko b i l l went o n l y a s high as a qua r t e r of one per c e n t . The a r b i t r a g e oppor-

t u n i t i e s arose in both of these per iods as the r e s u l t of a dec l ine i n the forward 
d i scount on s t e r l i n g „ 

The r a t e on three-month depos i t s with l o c a l a u t h o r i t i e s rose from 3»5>0 
per cent t o 3*62 per cen t and remained a t t h i s h igher l e v e l from l a t e J u l y 
through e a r l y August (see Table) „ The r a t e then f e l l s t e a d i l y through August. 
This f l u c t u a t i o n i s a seasona l one; most money needs f o r August a re u s u a l l y s e -
cured i n l a t e Ju ly on account of t he summer ho l idays „ 

Stock market,, The s tock market , a f t e r remaining q u i e t dur ing most of 
Ju ly , made a p a r t i a l recovery from the l o s s e s sus ta ined i n May, Stock p r i c e s 
remained s teady from June 27 through July 17, f l u c t u a t i n g w i th in a two p o i n t 
range around 267 on the F inanc i a l Times i n d u s t r i a l o rd inary index« During the 
fol lowing week and a h a l f , the index f e l l by t e n p o i n t s , then recovered most 
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of the losses'o On August 9 , p r i c e s r a l l i e d aga in , r i s i n g to over 283 by-
August 15o The p r i c e r i s e from the low on Ju ly 23 t o August 15 was over 10 
per c e n t . The r e v i v a l of confidence in e q u i t i e s may be a t t r i b u t e d p a r t l y to 
the recovery i n Wall S t r e e t and p a r t l y to encouraging developments i n Great 
B r i t a i n 9 mainly company p r o f i t s r epor t s^ which were l e s s p e s s i m i s t i c than 
those of l a s t .Sp r ing 9 and the s t imula t ing e f f e c t s of b ids fo r mergers by some 
major companies (National P rov inc i a l Bank and The D i s t r i c t Bank - see comment 
below - and Burmah Oi l and Lobi tos) 0 

The recovery of the stock market took p lace while the g i l t - edged 
market continued t o show s t r e n g t h (see below)» But the y i e l d on i n d u s t r i a l 
s tocks f e l l f a s t e r than the y i e ld on g i l t - e d g e d s e c u r i t i e s » This i s shown 
by the widening of the gap between l a t e Ju ly and l a t e August„ During June 
and the f i r s t half of Ju ly the gap closed5 and, f o r a few days was r eve r sed , 
with e q u i t i e s y ie ld ing s l i g h t l y more than 2§ per cent consols „ The y i e l d 
gap i n June through August was as fo l lows (excess y i e l d on e q u i t i e s over 
conso l s j per cent per annum)% 

June 7 0*38 Ju ly 5 0=38 August 2 0 ,01 
I k 0.22 12 0.08 9 OelU 
21 0.23 19 -OoOii 16 0.28 
28 0.30 26 0.07 20 0.29 

The London s tock market w i l l be i n a p o s i t i o n t o a t t r a c t more f o r e i g n 
investment in the f u t u r e , - On July 23, approval was given f o r t h e es tabl ishment 
by Stock Exchange brokers of branch o f f i c e s abroad. Eight f i rms have expressed 
an i n t e r e s t i n opening branches i n Amsterdam, Brusse l s , Dtisseldorf , F r a n k f u r t , 
Geneva, P a r i s , Zurich, and New Yorko Increas ing f o r e i g n p o r t f o l i o investment 
i n London w i l l make B r i t a i n ' s gold and f o r e i g n exchange rese rves more vulnerab le 
t o s t r a i n s caused by sudden outflows of c a p i t a l , bu t i t i s considered d e s i r a b l e 
t h a t the f low of savings t o the London c a p i t a l - market be increased i f London Is 
t o maintain i t s ascendency i n an enlarged common market» 

Gil t -edged market, P r i ces of g i l t - edged s e c u r i t i e s continued t o move 
upwards s t e a d i l y dur ing the months of Ju ly and August, as may be seen from the 
dec l ine i n y i e ld s (see tab le )» The Economist ( Ju ly 28, 1962, p , 372) notes 
t h a t i n June the r i s e in the p r i c e of g i l t - edged s e c u r i t i e s was r e s t r i c t e d t o 
medium-dated i s sues and t o the W^r Loan, bu t t h a t i n Ju ly the p r i c e r i s e s had 
extended t o long-dated s e c u r i t i e s o This tendency has continued through August, 
As y i e l d s f e l l on t he medium-dated s e c u r i t i e s , i n s t i t u t i o n a l "investors moved 
i n t o long-dated i s s u e s t o take advantage of the r e l a t i v e l y high r a t e s of i n t e r e s t 
while they were s t i l l ava i l ab le , 

The Treasury has a s s i s t e d the dec l ine i n y i e l d s on g i l t - e d g e d s e c u r i t i e s 
by r e s t r a i n i n g i s s u e s of bonds by l o c a l a u t h o r i t i e s so t h a t the market can absorb 
each i s s u e , be fo re the next one i s o f f e r e d , New i s s u e s have been forthcoming a t 
the r a t e of approximately £5 mi l l i on per week, (see The Times (London) August 23, 
1962, p . 12) , 
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To some e x t e n t , the demand f o r bonds i n August was s p e c u l a t i v e . 
Looking a t the shor t - run economic s i t u a t i o n , i n v e s t o r s a re assuming t h a t a< 
lower i n t e r e s t r a t e s t r u c t u r e w i l l be an e s s e n t i a l p a r t of the new c a b i n e t ' s 
economic p o l i c y . Also, t he re i s some f e e l i n g t h a t i n t e r e s t r a t e s a re due t o 
remain low i n the next few y e a r s . P rofessor R. S . Sayers , w r i t i n g i n t h e 
Banca Nazionale de l Lavoro Quar te r ly Review, (June 1962), b e l i e v e s t h a t i n t e r e s t 
r a t e s must move from the p resen t 6 per cent l e v e l to around 5 or h per cen t i n 
the next two years as t he demand f o r c a p i t a l i s l i k e l y t o be much l e s s i n t ense 
than i t has been i n the r ecen t p a s t . 

London c l ea r ing banks. The f i g u r e s f o r advances during the months 
from mid-May through mid-August r e v e a l a s lackness i n the demand f o r c r e d i t . 
The inc reases shown f o r June and July a r e accounted f o r e n t i r e l y by the semi-
annual deb i t i ng of i n t e r e s t charges . The re fo re , the re was no net a d d i t i o n a l 
bank lending a c t i v i t y a f t e r the inc rease in advances f o r t a x purposes which 
occurred e a r l i e r i n the y e a r . The £72 m i l l i o n of s p e c i a l depos i t s with the 
Bank of England r e l ea sed a t the end of May were inves ted i n g i l t - edged 
s e c u r i t i e s . These investments continued t o expand i n J u l y , bu t ceased i n 
the month of Ju ly 19 through August 1% The l i q u i d i t y r a t i o f o r Ju ly and 
August was 33 .1 per c e n t , s l i g h t l y lower than t h a t f o r mid-June. 

On August 111, i t was announced t h a t the Nat ional P rov inc i a l Bank, 
one of B r i t a i n ' s "big f i v e , " and the D i s t r i c t Bank a re planning t o merge. 
This p rospec t ive merger i s viewed as one of the l a s t moves of the l a t e 19th 
and e a r l y 20th century conso l ida t ion of r eg iona l banks i n t o la rge n a t i o n a l 
i n s t i t u t i o n s . The D i s t r i c t Bank opera tes p r i m a r i l y i n the northwestern p a r t 
of England, where the Nat ional Provinc ia l has few branches . I f t h i s merger 
t akes p l a c e , Martins Bank w i l l be l e f t as the only remaining independent 
r e g i o n a l bank. 
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London Clearing Banks i Net Deposi t L i a b i l i t i e s and Selec ted Assets 3 

(Jr. m i l l i o n s of pounds) -

Mar„ 

C h a n g e s Out-

Mar„ June "Jv;oje July!*/ A u g o £ / 
standing 
August 2 / 

Net Deposi ts - 90 +Ui2 +_U1 - 21 6*10.2 

Liquid Assets 
-Cash - 16 + 16 + 2$ + 10 636 

Cal l money + 33 - 29 - 19 • 15 - 2U 701 
Treasury b i l l s -287 +12li + 57 - 18 - u 896 
Other b i l l s + 21 + 3 + 13 • 9 + 2 287 

Loans and other investments 
Gi l t -edged - 23 + 91 + 7U • 27 + 1 1,103 
Other market investments 112 
Advances s 

Nat ional ized i n d u s t r i e s - 3 - 29 - 20 + 19 + 6 61 
Other (ne t ) +169 + + 37 - 10 3,391 

Spec ia l depos i t s with 
Bank of England - 1 - 7 1 - 7 2 + 1 + 1 151 

Se lec ted a s s e t s as 
percentage of gross 
depos i t s (end of per iod) 

32.6 33.L Tota l l i q u i d a s s e t s 32.6 33.4 33.L 33=1 33 .1 3 3 o l 
Cash 1 8.2 8 o 3 8 .3 8.2 8»U 8»U 
Specia l depos i t s 3 .0 2 ,0 2 .0 2 .0 2 .0 2 .0 

g / Pre l iminary <> 

Ins ta l lment c r e d i t . To ta l ins ta l lment c r e d i t increased s l i g h t l y 
in May and again in June by £2 mi l l i on i n each month» The June inc rease i s 
a t t r i b u t e d e n t i r e l v t o increased s a l e s of durable goods on c r e d i t , a n d . i s 
r e l a t e d t o the reduc t ion from 20 to 10 per cent i n minimum down payment r e -
quirements . The net new bus iness of f inance houses was s l i g h t l y lower i n 
May than i n June, but the dec l ine was due mainly t o seasonal inf luences» 
Changes i n c r e d i t outs tanding s ince June 1961 ( i n mi l l i ons of pounds) were: 
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C h a n g e s 
To ta l 1961 1962 
June Ju ly - O c t . - J a n . -
1961 Sep t . Dec. Mar. Apr. Mag June 

Shops 306 - 3 + 6 -13 - 3 - 1 + 2 
Finance houses i S - 1 z 2 L -26 - 2 + 3 

To ta l 9 # - h -26 -39 - 5 + 2 + 2 

Foreign t r a d e . Exports f o r Ju ly f e l l s l i g h t l y from the high l e v e l 
reached i n June* but t hey are s t i l l considered very s a t i s f a c t o i y . Ju ly Imports 
increased s u b s t a n t i a l l y from the June l e v e l and were even above the monthly 
average f i g u r e f o r I960 . Some f e a r was expressed t h a t the r i s e i n imports 
might be the r e s u l t of a r e v e r s a l of the inventory cycle - t h a t t he decumu-
l a t i o n of i nven to r i e s has ceased and t h a t i n d u s t r i a l res tock ing i s underway 
again wi th the a t t endan t s t r a i n on the balance of payments. However, most 
of the increas#=in imports cons i s t ed of food impor ts , l i k e those in May, can 
be a t t r i b u t e d t o bad weather , and may, t h e r e f o r e , be temporary. Seasonal ly 
a d j u s t e d t r a d e f i g u r e s (monthly averages i n m i l l i o n s of pounds) f o r r e c e n t 
months were: 

1962 
Jan.— A p r . -

I960 1961 Mar. June June j u i j : 

Imports c . i . f . -380 -367 -367 -369 -379 -369 -391 
Exports f .o„bo 296 307 306 319 316 328 327 
Re-exports 12 13 12 Hi Ik J k 

Trade balance - 72 - U7 - h9 - 36 - W - 27 - so 

Foreign exchange reserves» In J u l y , r e s e rve s of gold and c o n v e r t i -
b l e cu r r enc ie s f e l l by £185 m i l l i o n . However, t h i s f i g u r e r e f l e c t s the r e -
payment of the United Kingdom1 s outs tanding debt t o the I n t e r n a t i o n a l Monetary 
Fund of £183 m i l l i o n , the balance of the drawing in August 1961. This repayment 
reduced the IMF's holdings of s t e r l i n g t o 75 per cent of the B r i t i s h quo ta . The 
standby arrangement with the IMF was renewed f o r one y e a r , t h i s time f o r one 
b i l l i o n d o l l a r s . Recent monthly changes i n r e se rves ( i n mi l l i ons of pounds) 
a re as f o l l o w s : 

1962 
Jan . Feb. Mar. Agr. June 

Reported f i g u r e +33 + s 4-10 4- 7 +19 - 3 3 -185 
Adjusted f o r spec i a l 

t r a n s a c t i o n s +23 4-80 +72 4-32 4-26 4 - 6 - 2 
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Foreign exchange market, S te r l ing weakened from the l a t t e r p a r t 
of July through l a t e August, mainly as the r e s u l t of seasonal pressure (see 
Table and Charts 8 and 9)» The spot late f e l l from 280o77 cents on July 23 
to 280o22 on August 300 The market during t h i s period was r e l a t i v e l y t h i n , 

/and i t was quick to r eac t t o small p ressures , such as speculat ion on Bank 
r a t e changes, the Berl in s i t u a t i o n , and the covering of short do l l a r p o s i t i o n s . 

Even though s t e r l i n g was somewhat s o f t , a number of operators sold 
spot s t e r l i n g short and purchased forward during the t h i r d week of August be -
cause they believed t ha t s t e r l i n g was unnatural ly high fo r t h i s time of the 
yea r 0 . This> of course, reduced the forward discount on s t e r l i n g as well as 
f u r t h e r weakening the spot r a t e . 

Exchange cont ro l was l i b e r a l i z e d on August 17, B r i t i s h r e s iden t s 
are now permitted to obtain £250 of fo re ign exchange f o r each t r i p abroad 
r a t h e r than for the en t i r e yea r . However, there i s sane c r i t i c i s m of another 
f e a t u r e of t h i s r e l axa t ion of controls the t r a v e l l e r abroad no longer has to 
have his fo re ign currency allotment recorded i n h i s passpor t . Therefore , i t 
i s easy, although i l l e g a l , for individual t r a v e l e r s to secure fo re ign exchange 
f o r investment outside the s t e r l i n g a rea , while business f i rms must s t i l l meet 
a very s t r ingen t Treasury t e s t to do l ikewise , 

; Security s t e r l i n g remained steady a t 280,13 cents during most of 
t h i s per iod , bat i t f e l l s l i g h t l y t o 279,88 towards the end of August, Selected 
da i l y r a t e s for s e c u r i t y s t e r l i n g ( i n U.S. cents per pound) were: 

June 1 279.75 July 6 279.75 August 3 280.13 
8 280,00 13_ 280.13 10 280.13 

15 280,20 20 280,13 17 280.13 
22 280,19 ^ 27 280,13 2k 279.88 
29 280,00 

Bullion market. There was a strong demand f o r gold i n mid-July, but 
t h i s ceased a f t e r President Kennedy's dramatic Te l s t a r statement on July 23. 
The gold market has remained quie t since then, although there was a minor burs t 
of a c t i v i t y on August 9 and 10, The London f i x i n g p r i ce on se lec ted days was 

35-105 
35.126 
35.110 
35.127 

as follows ( in U,S, d o l l a r s per ounce)s 

June 1 35=085 July 6 35.113 August 3 
8 35.099 13 35.122 10 

15 35.107 20 35,lU3 17 
22 3 5 . 1 0 k 27 3 5 . 1 1 6 2h 
29 35.106 
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United Kingdom: Treasury Bill Yields and Exchange Rates 

1961 

June 

Ju ly 

Aug 0 

3-mo. Treasury bill arbitrage calculation 
Spot 
pound 

London deposit rates 
1737 Local 

U.K. U.S. Differ-
ence 

3-mo. 
pounds/ 

In favor 
U.K. bill 

(U.S. 
cents) 

dollar 
(3-mo.) 

authority 

- High 6.7k 2.7k k.k5 -0.79 1.1J 281.62 k.00 7.50 
Low Uol7 2 = 16 1.88 -k.36 -2.12 278=k7 3.13 6.00 

25 3.72 2.69 1=03 -0.91 +0.12 281.15 3,69 k.56 
1 3.69 2.69 1.00 -1.01 - 0 . 0 1 " - 280.97 3.72 k.56 
8 3.69 2.65 1=05 -1.05 280.80 3.69 k.56 
15 3.66 2.71 0.95 "0 0 87 +O0O8 280.97 3.66 k.kk 
22 3.78 2.7k 1.0k -0 .83 +0.21-- 280.93 3.66 k.32 
29 3.8k 2.90 0.9k -0 = 81 +0.13 280=86,- 3.69 k.56 
6 • 3.81 2.93 0.88 -0,83 +0 = 05 280.66 3.66 k.56 
13 3.81 2.96 0.85 -0 .88 ^) .03 280.75 3.9k k.50 
20 3.88 2.91 0.97 -0.85 -0=12 - 280.78 . 3.72 k.5o 
27 3.81 2.88 0.93 -0 = 66 +0.27 280.55 3.9k k.62 

3 3.75 2.82 0.93 -0=76 +0.17 • 280=56 3.81 k.62 
10 3.69 2.83 0 = 86 -0.77 +0.09 280.51 3.78 k.56 
17 3.69 2.83 0.86 -0.73 +0.13 280.k& 3.72 k.kk 
2k 3.69 2.82 0.87 -0.61 +0.26 280=26 3.72 k.38 . 

a/ Spread between spot and 3^month forward rate in per cent per annum, 
equals (-). 

Discount 

United Kingdom: Selected Capital Market Yields 

U.K. Government bond yields Share Yield Share 
k-1/2% 3 5-1/2% • 3-1/2% 2-1/2% yield gap. prices 
l?6k 1965-75 2008-12 War Loan Consols £/ B' By 

1961 High 
Low 

6.65 
5.15 

6.68 
5.95 

6 . 9 2 
5.95-

6.78 
5.70 

5.k8 
U - 2 2 

10 9 0 
0 = 86 

365, 
287c 

May 

June 

July 

Aug. 

2k 
31 

7 
l k 
21 
28 
5 

12 
19 
26 
2 
9 

16 
23 

,81 
, 7 6 
• 55 
5k 
62 
5k 
52 
$0 
50 
23 

k.26 
U.20 
U.12 
Ud2 

, 2 2 
,26 
> 2 8 

,25 
, 22 
22 
l k 
82 
81 
79 
77 
76 
68 
65 

6 . 1 5 
60 20 
6.25 
6.20 
6,20 
6.20 

15 
00 
05 
00 
05 
05 
95 
95 

, 2 8 
>33 
,3? 
, 32 
36 

• 31 
2U 
10 
12 
09 
11 

.0 
5.9? 
5.92 

6.1k 
6.19 
6 .23 
6 = 17 
6,21 
6016 

18 
9k 
97 
95 
97 
97 
82 

5.79 

5=50 
5.71 
5.85 
5.95 
5.98 
5.86 
5.80 
5.86 
6.01 
5.88 
5.96 
5.83 
5.5k 
5.50 

0.6U 
0.u8 

38 
22 
23 
3 0 
38 
08 
ok 

28L.3 

a / Financial Times* 
"S/ Difference between yield on 2-1/2 per cent Consols and share yield. 

0.07 
0.01 
0.1k 
0.28 
0.29 

267, 
262, 
261, 
266, 
269, 
266c 
2 6 0 c 
2651 
261.9 
267.1 
281.5 
283.8 
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!Thursday figures 
; T H R E E - M O N T H T R E A S U R Y B I L L R A T E S 

V v v j v 

I 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 

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

,VA 

F O R W A R D R A T E ; 

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 

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

1960 j 
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