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v7,vXlVl (.CAPITAL MARKET DEVELOPMENTS ABROAD 

I I . -piited Kingdom *• 
> Qv . ' ^-Iler-Nine Charts on Financial Markets Abroad 

I , United Kingdom: Money and Capi ta l Markets 
During the Fourth Quarter 1962 

The s u b s t a n t i a l dec l ines i n y ie lds i n Br i t i sh money and c a p i t a l 
markets which occurred during the t h i r d quar ter came to an end during the 
f i n a l three months of 19620 For example, the 11 per cent r i s e i n the index 
of Government bond p r i ce s i n the t h i r d quar ter cane to an end i n e a r l y October 
and year-end p r i ces were a t about the e a r l y October l e v e l , Only"in e a r l y 
1963 a f t e r Bank r a t e had been cut from U-l/2 to Ij. per cent on January 3 did 
Treasury b i l l and bond y i e ld s move toward somewhat lower l e v e l s , -

This s t a b i l i t y in market y i e lds was maintained even though the 
a u t h o r i t i e s took steps during the four th quar te r to augment c r e d i t a v a i l a b i l i t i e s 
and to expand demand i n the f ace of a de t e r i o r a t i ng business s i t u a t i o n , Special 
Deposits re leased to the banks i n e a r l y October were used by them not to 
expand t h e i r loans to the p r iva te sector bu t to acquire Treasury s e c u r i t i e s s 
the banks made subs t a n t i a l addi t ions to t h e i r bond holdings i n October and 
to t h e i r money-market a s se t s ( c a l l loans and Treasury b i l l s ) i n December# 
(See Table 2 , ) In l a t e Octobers the re was a general r i s e i n y i e l d s i n 
London f i n a n c i a l markets during the Cuban c r i s i s and y i e ld s d r i f t e d down 
slowly during l a t e November and December0 

: The January 3 cut in Bank r a t e was followed by advances i n the p r i ces 
of Treasury b i l l s , spot s t e r l i n g and i n d u s t r i a l sha res . Recent changes i n 
key f i n a n c i a l ind ica to rs have been: 

1 9 6 2 1 9 6 3 
Septo 28 Octo 26 Dec, 28 Jan, k Jan, 9 

Treasury b i l l s ( p e r c e n t ) 3,^6 J*78 3.66 3*50 3,50 
War Loan ( p e r c e n t ) §.70 5*91 5.75 5.68 5.70 

Spot pound (U.S. cents) 280,11 280,01; 280,26 280oli2 280,61 

I n d u s t r i a l shares (Index) 269.8 270,7 281w2 288,7 a/29U»9 

a / January 8 . 
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The advafiues in the spct pound s ince l a t e November (see Table 9) 
have come on the hee l s oi unsa t i s f ac to ry expor t f i g u r e s f o r November and of 
f u r t h e r gains i n o f f i c i a l . r e s e r v e s in December <> These .developments- were s imi la r 
to t rends in the t h i r d - q u a r t e r as r e f l e c t e d i n the seasona l ly -ad jus t ed ba lan;e 
of payments f i g u r e s : the. goods and se rv ice account showed a d e f i c i t of £U5 
mil l iono the f i r s t s ince the fou r th quar te r of 1961c but the o v e r a l l balance 

' had a £18 mi l l ion - s u r p l u s ' l a r g e l y because of a £128 mi l l i on inf low in the 
e r ro r and omissions which i s the ugh t to have been l a r g e l y an inf low cf unre-
corded p r i v a t e capita*: 0 

At the time Bank r a t e was reduced, the Bank of England announced 
t h a t i t would reserve the r i g h t to charge more than Bank r a t e on penal leans 
to the discount- market, This t echn ica l innovat ion , a r e i n t r c d u c t i o n of an 
arrangement in e f f e c t in the 1920 ss5 i s designed t o provide the Bank with an 
a d d i t i o n a l instrument when i t seeks tc maintain the Treasury b i l l r a t e i n tea 
f ace of downward market p r e s su re s ; i n p a r t i c u l a r s the new measure may help 
keep the b i l l r a t e c lose r t c Bank r a t e than has been the case a t time? 
during the p a s t few y e a r s , At present<, the d i scount houses can obta in 
accommodation a t the Bank by redisccunt-ing b i l l s a t Bank r a t e but f o r a 21-day 
minimum average l i f e cf the b i l l s or by d i r e c t advances a g a i n s t s e c u r i t i e s 
usua l ly f o r a 7-day p e r i o d . By r a i s i n g the r a t e on advances, the Bank could 
make more c o s t l y what has been the l e a s t c o s t l y means of temporary accommodation 
a v a i l a b l e to the discount houses-.-

Money marksto The l e v e l of shor t - t e rm r a t e s a t the end of the f o u r t h 
quar te r 1 9 ^ T l f a ^ c l c s e to what i t had been i n e a r l y October„ (See Table 9 
and Chart 2 . ) The Treasury b i l l r a t e« which had been f a l l i n g s t e a d i l y f o r 
the seven months> ab rup t ly rose on October 19» On t h a t date* the di.secunt nouses 
lowered t h e i r bid at- the tender 0 The post—tender market r a t e rose from 3<>53 
per cent of the previous week to 3<>69 per c e n t , but gradual ly f e l l from a 
November 2 peak through the remainder cf the month„ By mid"December the r a t e 
had dropped to 3 o 3 per cent in a n t i c i p a t i o n of a cut i n Bank r a t e <> Therefore«, 
when the Bank r a t e was reduced f rom L=l/2 to h per cent on January 3* the 
a f t e r - t e n d e r r a t e on January u was only 16 ba s i s po in t s below the market r a t e 
of previous Friday 0 

During and a f t e r the Cuban c r i s i s c whei t h e b i l l r a t e was up-, the 
forward d iscount narrcwecu c rea t ing covered a r b i t r a g e oppor tun i t i e s i n fa-,or 
of the UoKo Treasury b i l l . (See Table 9») Some funds moved to London from 
the U.S. e a r l y in November. 

Rates on Eurc -do l la r degc s i t s i n London were r e l a t i v e l y high throughout 
the e n t i r e t h i r d quar ter^ and d id not f a l l u n t i l a f t e r the New Year,, (See 
Table 1 . ) During the Cuban c r i s i s „ r a t e s moved up sharp ly from i / u to l/:> 
percentage po in t s „ Some funds which would o r d i n a r i l y have been loacsd l:r. t h i s 
market were s h i f t e d i n t o gold or in to Swiss f rancs» Specula tors may also 
have borrowed Euro-dol la rs to convert i n t o gold or Swiss f r a n c s , A f t e r the 
Cuban c r i s i s had passed« r a t e s moved up i n l a t e November once agaic. 
on borrowing by I t a l i a n banks which, under new l e g i s l a t i o n 5 were allowed to 
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s h i f t i n to l i r a a s se t s Euro-dollar borrowings to improve t h e i r domestic 
l iqu id i tyo In add i t ion , expected year-end s t r ingenc ies i n the market a f f e c t e d 
r a t e l e v e l s ; Continental banks r e p a t r i a t e d funds from the market in December 
f o r window-dressing purposes. Af te r January f i r s t , the r a t e s moved down 
a f t e r the money was re turned 0 

Table lo I n t e r e s t Rates en U0S0 Dol lar Deposits in London 
' (per cent per annum) * ~ 

1 9 6 2 1963 
Oct. 5 Nov* 1 Novo 30 Dec. 31 Jan0 I 

Call 3.50 3.75 3.37 : 3 . # 3.37 
7-day 3 . # 3.75 3.50 3.50 3.37 

30-day 3.75 ho^O 3.62 
90-day 3.9k U.31 U.12 U.oo 3.75 

180-day U.19 L.Wi a.25 U.19 3.9U 

In the loca l a u t h o r i t i e s funds market, i n t e r e s t r a t e s eased 
momentarily i n October but moved up sharply a t year-end when European funds 
were repat r ia ted , , (See Table 9») During and a f t e r the Cuban c r i s i s , some 
fo re ign funds were s h i f t e d i n to Euro=dollars , mainly because of the h igher 
y ie lds o At the end of December, the r a t e of three-months deposi ts with l oca l 
a u t h o r i t i e s rose to lu87 per cen t , but was back to ho2$ per cent i n e a r l y January0 

Gilt-edged marksto The main development in the g i l t -edged market 
during the fou r th quar te r of 1962 was the i n t e r r u p t i o n of the steady upward 
movement i n the p r i ces of Government bonds in the preceding quar ter „ (See 
Table 10 and Chart 6 0) Between June 28 and .October h s the Government s e c u r i t i e s 
pr ice index rose by 11 per cent , but bond p r i c e s then leveled of f„ During 
the c r i t i c a l days of the Cuban c r i s i s s from October 22 through 2ks> a general 
wave of s e l l i n g took p l ace , but p r i ces gradual ly recovered i n the fol lowing 
week ands despi te a s luggish market, a lso during November. 

Stock marketo Stock p r i ces were f a i r l y s t ab l e i n October, except 
f o r a 5 per cent decl ine during the Cuban c r i s i s * (See Table 10 and Chart ?<>) 
By the end of October, p r i ces had recovered and they rose a f u r t h e r 6-1/2 per 
cent between November 6 and 260 The announcement of the new deprec ia t ion 
allowances f o r business and the r a l l y on Wall S t r e e t contr ibuted to these-gain?o 
Af te r November 26, stock p r i ce s began to d r i f t downwards again and on December 31 
were U-l/2 per cent below the November 27 h igh . The Financia l Times 
(December 18, 1962, p» 1) a t t r i b u t e d the weakness „ 0 more /fco7 the lack 
of support than any pressure t o s e l l . " However, p r i ce s moved sharply upward 
in e a r l y January a f t e r the Bank r a t e was cut» 

London c lear ing banks„ The s p e c i a l depos i t s with the" Bank of England 
which were re leased in October and again i n December were used mainly to 
provide add i t iona l finance, to the publ ic sector during the fou r th q u a r t e r . 
(See Table 2 . ) 
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/ These r e l e a s e s of reserve balances and the removal of r e s t r i c t i o n s 
on bank lending tc f inance personal consumption and r e a l e s t a t e development 
had l i t t l e e f f e c t on lending to the p r i v a t e s ec to r i n the q u a r t e r . There was 
a jump i n advances i n October, but t h i s was because s according to The Economist 
(October 2'7S 1962) » « t he r e were a number of proposals on the banks • books 
merely wai t ing f o r the removal of the r e s t r a i n t on p roper ty s p e r s o n a l . and 
h i r e purchase lending ," In the two months ending December 12s advances to 
the p r i v a t e s ec to r increased try only £22 million,, The q u a r t e r l y summary of 
B r i t i s h bank loans ending in mid -November show a dec l ine i n indus t ry l e a n s . 

Table 2, London Clearing Banksi Net Deposits and Selected Assets 3 1962 
(In mi l l ions of pounds) 

Outstanding 
Changes December 12 

Ju ly- Oct . -
Sept 0 Dec, Oct. Nov. De: . 

Net Deposi ts +77 +106 + 86 -12 - 32 6,575 

Loans t o Public Sector ; +96 +223 +126 + 5 +103 3,690 
Government s e c u r i t i e s I B • T"HI T"S3 - 9 i 7 i ^ o C 
Treasury b i l l s + 12 ~ 25 +17 + 26 986 
Cash - 3 + 21 + 22 -11 + 10 6Ui 
Cal l loans -18 + 9lt + U3 ™ 9 + 60 7% 
Loans t o National ized 

I n d u s t r i e s 419 + 15 + 3 + 7 x . 5 m 

Loans t o P r iva te Sector° +" 8 + 56 + 39 - 3 + 20 3,816 
Advances T-B T%2 +12 10 3:43% 
Commerical b i l l s = 8 - 3 -15 •» 10 268 
Other investments — — — 112 

Specia l Deposi ts with 
Bank of England + l -112 - 75 + 2 - 3 9 38 

Reserve r a t i o s (end of 
per iod)s 

Liquid a s s e t s 33.7 3k.O 33o5 33.3 31.0 
Cash 8.2 8.2 8 .3 8.2 8.2 
Specia l depos i t s 2 .0 0 .5 1.0 1 .0 0 . 5 

Ins ta l lment c r e d i t . Ins ta l lment c r e d i t outs tanding decl ined by £3 
m i l l i o n in October, r e f l e c t i n g the^reduct ion in r e t a i l s a l e s during the month„ 
New c r e d i t extended by f inance houses expanded as i s normal f o r Octobero bu t 
the r i s e in c r e d i t s extended by household goods shops was somewhat-less than 
was t o be expected fo r the autumn& The ^card of Trade said t h a t t h i s i n d i c a t e s 
some f u r t h e r l o s s i n impetus i n the s t imulus t o s a l e s a f fo rded by the June 5th 
reduc t ion i n minimum down-payment requirements fo r a wide range of appl iances 0 
Ins ta l lment c r e d i t outstanding has remained p r a c t i c a l l y unchanged s ince the end 
of the f i r s t quar te r of 1962<, (See T a b l e d „ ) 
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Table 3» United Kingdom: Changes in Hire Purchase Cred i t 

Shops 
Finance houses 

To ta l 

Jan , 
Mar, 
-13 
-26 
-39 

( i n mi l l ions of pounds) 
C h a n g e s 1 9 6 2 

Ju ly -
Sep t , 
T T 

Augo 
+ 2 

- 2 

Sept o. 
+ 3 • 
- 3 

Oct, 
t i t 

•- 3 

Outstanding 
October 

1962 
~30H 
^ 8 3 
.887 

Balance of payments0 B r i t a i n ' s s ea sona l ly - ad jus t ed payments 
balance moved i n t o d e f i c i t i n the t h i r d qua r t e r f o r the f i r s t t ime-s ince 
the f o u r t h qua r t e r of 1961, Howevers about two- th i rds of the d e f i c i t was 
due to seasonal i n f l u e n c e s , (See Table U») Despi te a £U5 m i l l i o n d e f i c i t 
on goods and s e rv i ce s account , the re was an o v e r a l l balance of payments su rp lus 
of £18 m i l l i o n during the q u a r t e r s r e f l e c t i n g an unexplained c r e d i t ( e r r o r s 
and omissions) of £128 m i l l i o n , the bulk of which i s thought to have been 
unrecorded ne t inf lows of p r i v a t e c a p i t a l . Nonetheless , r e se rves dec l ined 
during the qua r t e r because f o r e i g n e r s reduced t h e i r s t e r l i n g holdings and 
because B r i t a i n repa id the balance of the August 1961 drawing from the IMF. 
Even though B r i t a i n has enjoyed balance of payments1 su rp luses s ince the t h i r d 
q u a r t e r of 1961, the l e v e l of r e se rves a t t he end of 1962 i s s t i l l £152 m i l l i o n 
below t h a t of end-I960. 

Table U» United Kingdom Balance of Payments 
~" ( in mi l l i ons of pounds) 

9 6 1 9 6 2 

Balance of Payments: 
A) Goods, s e r v i c e s , and t r a n s f e r 

payments , seasona l ly ad jus t ed 
Expor ts , f » o , b . 
Imports , f 0 o , b , 

Trade balance 
Services and t r a n s f e r payments 

T o t a l , seasona l ly ad jus ted 
Seasonal i n f l uences 

Tota l 
B) Long-term c a p i t a l 
C) P r i v a t e shor t - t e rm c a p i t a l 
D) Net e r r o r s and omissions 

Surplus or d e f i c i t (=) 

Financed by: 
A) Ext raord inary a id 
B) S t e r l i n g l i a b i l i t i e s to 

f o r e i g n o f f i c i a l 
C) Reserve movements a 

IMF p o s i t i o n 
Gold and f o r e i g n exchange 

( inc rease - ) 
T o t a l 

Ju ly -
Sept-

Tota l f i nanc ing 

1 ,931 1,932 
-2cOU8 -1,958 
- 117 - 26 

30 36 
10 

2? - 27 
- T 5 5 

- 72 8 
-h35 18 

39 hi 
-528 50 

368 -278 

10 3h 

- 15 # 9 

^ 165 -195 
T 5 E 

528 = 5o 

Jan, — Apr , - Ju ly -
Mar0 June Sept 0 

960 1,010 1,006 
-985 -1 .003 -1^039 
- -§5 7 - 33 

3U 30 20 
9 37 - 13 

j a 39 
20 76 - us 
19 - 60 - 53 
90 21 - 1 2 
9h • •. 1 128 

223 36 . 18 

- 86 U8 -52 

- 89 - 9 1 -195 

~ U8 7 229 
% 3 ? -~3% 
-223 ' 36 - 18 
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Trade balance0 Br i t i sh exports i n the pas t th ree months have f a i l e d 
to r i s e above the l eve l reached during the second qua r t e r . (See Table 5») 
The September-November monthly average (seasonal ly ad jus ted) i s only £2 mi l l ion 
above the April-June monthly average e 

Table United Kingdom- Seasonally Adjusted Foreign Trade 
Tmo~nthIy5 cr"monthly averages,, in mi l l ions of pounds) 

Apr July- Septo = 
m r , _ •June Sept e Nov. Sept . Oct. Nov. 

Imports c oi of 9 -367 "36 9 -385 -381 -378 -393 -37S 
Exports f»o»b. 306 3i9 320 321 325 336 301+ 
Re-exports f.Oob. 12 1L 13 13 12 •13 15 

Trade balance - u9 - 36 " 52 . - hi - l a - 1th. - 56 

Foreign exchange market„ S te r l ing f luc tua t ed within a narrow range 
throughout the four th quarter of 1962. (See Table 9 and Charts 8 and 9°) 
The spot r a t e was l i t t l e a f f ec t ed by the Cuban crisis«, dropping from 280,22 
U.S. cents per pou^d on October 22 to 280»01 cents on October 21.. The r a t e 
quickly recovered during the following week. During the Cuban c r i s i s , , th^ 
demand fo r forward s t e r l i n g increased,, reducing the forward discount fx cm 0o5U 
per cent on October 19 to a low of 0,2? per cent on October 2b ° This mads 
possible some covered a rb i t rage movements of funds from the U„S0 , The f•:rward 
discount remained low5 in r e l a t i o n to the U0K,-U0S0 Treasury b i l l interest-
d i f f e r e n t i a l s s providing an incent ive to move funds t o London in the ea r ly 
par t of November. Throughout- November and December9 the spot r a t e remained 
f i rm , r i s i n g to 280,iil cents on December lU and f a l l i n g to 280.26 cents on 
December 28<, as some fore ign banks r epa t r i a t ed funds for window-dressing a* 
the end of the year . The spot r a t e rose to above 280oU0 cents during the firs'1-
week of January 0 

Securi ty s t e r l i n g s which had remained steady a t 279»88 cents during 
September and ea r l y October5 declined to 278,88 cents during the Cuban c r i s i s „ . 
(See Table 6 below,) In November« the secu r i ty s t e r l i n g r a t e gradual ly 
climbed u n t i l i t reached par- where i t remained through December 26 „ Since 
then5 i t has held steady a t 279,88 cents , 

Table 6 . Secur i ty S t e r l i ng Rate 
( In UoSo cents^per^poundj 

5 279.88 November 2 279,25 December 7 280.00 
11 279.88 9 279.38 Ik 280.00 
19 279.63 1,6 279.50 21 280,00 
23 279.38 23 279.75 28 27.9.88 
26 - 2:5.88 3 0 280.00 January 1; 279.88 
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Bull ion market* The London gold market was qu ie t from October 
through December5 except f o r the week of the Cuban c r i s i s . Very heavy purchases 
of gold were made between the c r i t i c a l days of October 22 and 2U. The 
F inanc ia l Times (November 3, 1962) es t imates turnover i n the market t o have 
been roughly $60 mi l l ion „ Subs tan t ia l o f f i c i a l support of the market was 
reported on those days» Demand subsided t h e r e a f t e r and the gold f i x i n g p r i ce 
declined s t e a d i l y during November and December. (See Table ?•) On January 9 s 
the f i x i n g p r i ce f e l l t o $35<>055 the lowest p r i c e since December 28 9 1959 ° 
Some downward pressure on the p r i ce of gold was exerted l a t e i n December by 
sa les of Russian gold. 

Table 7 . United Kingdomg Fixing Price fo r Gold Bullion 
(In UoSo .dol lars per f i n e ounce) ' 

October 5 35.130 November 2 35.123 December 7 35.078 
11 35.137 9 35.100 1U 35.071 
19 35.138 16 35.092 21 35.083 
2k 35.187 23 35.087 28 35.069 
26 35-177 30 35.083 January h 35.063 

Europe and B r i t i s h Commonwealth Section0 

I I . Nine Charts on Financia l Markets Abroad 

Chart 1 - I n t e r e s t Arbi t rage , United States/Canada 
Chart 2 - I n t e r e s t Arbi t rage s New York/London 
Chart 3 - I n t e r e s t Arbitrage f o r German Commercial Banks 
Chart U - I n t e r e s t Arbitrage s Frankfurt/London 
Chart 5 - Short-term I n t e r e s t Rates 
Chart 6 - Long-term Bond Yields 
Chart 7 - I n d u s t r i a l Stock Indices 
Chart 8 - Spot Exchange Rates — Major Currencies 

Against U,S. Dol lar 
Chart 9 - 3-month Forward Exchange Rates 
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Table 9. United Kingdom: Treasury B i l l Yields and Exchange Rates 

Spot London deposit rates 
3=-mo. Treasury bi l l 1 arbitrage calculation pound U.S. Local 

U.K. U.S. D i f f er - 3-mo. In favor (U.S. dol lar authority 
ence pound if U.K. b i l l cents) (3-mo.) 

1 9 6 2 - High 3.?8 2 . :3 X.oO -0.3:. 281.71 4,13 4.87 
Low 4.25 "1. - -o .L . 280.0q 3,44 4,19 

Septo 28 ^ 3 . # 2«74 0.8: "0.56 -fO.26 280.11 3.81 4.56 
Oct. 5 3.55 2.76 O.-? - 0 . 5 : 40,22 280.10 3.6: 4.31 

11 , 3.53 0.76 •=0,6 +o,ik 280.21. 3.9: 4.25 
19 3.69 2.74 0.95 -0.54 +0.41 280,24 3.91 4.19 
26 3.78 2.73 1.05 "0.31 +0.74 280,0% 4,13 4.31 

Nov. 2 3.78 2.83 0*95 - 0 . 4 : +0.54 280.1c 4 . :9 4.31 
9 3.72 2.80 0 . 9 ; ^0.52 28C.15 ho& 4.31 

16 '3.72 2.83 0.89 .43 +0.h6 cOO.l; 4,Of 4.3: 
23 3.66 2.8k 0.82 -0.5k +0.28 280.35 4 OA.3 4,31 
30 3.63 2.86 o, r +0.33 280.34 4.31 

Dec, 7 3 . # 2.6k 0 . ' 2 '0 .35 28v.3: 4.06 4.53 
lh . 3 , 5 3 2.85 0.68 +0.1? 280.4: 4 .3- 4,53 
21 , 3.53 2.89 0.6a =0.61 ^ 40.03 28C.3S L o , 4.69 
28 3=66 2.98 0.68 +0.25 280.26 a . e? 

1S63 Jan, . h . , 1,50 0.60 40r:6 280.&; . h 7 7 

a_/ Market quotation for Friday. 

Table ^0C 
United Kingdom; Selected Capital Market Yields 

U.K. Government bond y ie lds Share Yield Share 
U-l/2% 3 5" .• 3-1/2% 2-1/2% y ie ld gap prices 

196U 1965-75 -00?".. War Loan Consols hf °! IJ 

1962 - High 5.85 
Low 3c 90 

Sept. 27 3.98 
Oct. Jb 4,0.3 

11 LclO 
18 
25 4.-:6 

Nov. 1 4." 1 
8 L. iv 
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