N BOARD OF GOVERNORS
OF THE N i
FEDERAL RESERVE SYSTEM '

~

January 11, 1963

DIVISION OF INTERNATIONAL FINANCE

CAPITAL MARKET DEVELOPMENTS ABROAD

I. Un::bed Kingdom -
IIsNine Charts on Financial Markets Abroad

I. United Kingdom: Money ard Capital Markets
During the Fourth Quarter 1962

The substantial declines in yields in British money and capital
markets which occurred during the third quarter came to an end during the
final three months of 1962. For example, the 11 per cent rise in the index
of Government bond prices in the third quarter came to an end in early October
and year-end prices were at about the early October level., Only in early
1963 after Bank rate had been cut from L~1/2 to L per cent on January 3 did
Treasury bill and bond yields move toward somewhat lower levels,

This stability in market yields was maintained even though the
authorities took steps during the fourth quarter to augment credit availabilities
and to expand demand in the face of a deteriorating business situation. Special
Deposits released to the banks in early October were used by them not to
expand their loans to the private sector but to acquire Treasury securitiess
the banks made substantial additions to their bond holdings. in October and
to their money-market assets (call loans and Treasury bills) in December.

(See Table 2,) In late October, there was a general rise in yields in
London financial markets during the Cuban crisis and yields dr:l_fted down
slowly during late November and December° : .

* The January 3 cut in Bank rate was followed by advances in the prices
of Treasury bills, spot sterling and industrial shares. Recent changes in
key financial indicators have been: :

1962 1963
Sept., 28 Oct. 26 Dec, 28 Jan. i Jan., 9
Treasury bills (per cent) 3,56 3,78 3.66 3,50 3,50
War Loan (per cent) 5,70 5091 5.75 568 5,70
Spot pound (U.S. cents) 280,11 280,04 280.26 280,42  280.61
Industrial shares (Index) 269.8 2707 28h.2 288.7 a/29h.9
_ a/ January 8. - '
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The advances ir the spct pound since late November (see Table §)

have come on the heels of unsa+tisfactory export figures for November and of
further gains in cfficial reserves in December. These developments were similiar
to trends in the thira-juarter as reflected in the seasonally-adjusted balsn:@e
of payments figures: the gocds and servize account showed a deficit of £U5
million, the first sinze the fourth quarter of 1961, but the cverall balance

* had a £18 million su - largely becsuse of a £128 million inflow in the
error and omissions which is th:iugh® t= have been largely an inflow cf unre-

corded private <apital,

At the time Bank rate was reduced, the Bank of England anncunced
that it would reserwve the right: to charge more than Bank rate on penal i:ians
to the discount®. market. This technical inncvation, a reintrcduction >f an

~ arrangement in effect in the 192Cfs, 1s designed to provide the Bank with an
additional instrument when i% seeks t. maintain the Treasury bill rate in *nz
face of downward markes ™ pressures; in particular, the new measurs may help
keep the bill rate cicser tc Bank rate than has been the case at timesz
during the pas* few years, A% present, the discount houses zan cbtain
accommodaticn at the Bank by redis:cunting bills at Bank rate rut for a 2l-day
minimum-average life c¢f the bilis cr by direct advances against sesurities
usually for a 7-day pericd. By raising the rate on advances, the Bank could
make more costly what has been the least costly means of temporary accommcdation
available to the distcuni houses. .

Money market. The level c¢f short-term rates at the end of the fourth
quarter 1982 was “.LCS to what it had been in early October. (Sece Table 9
and Chart 2,) The Treasury biil rate, which had been falling steadiiy for
the seven months, abruptiy rcse on Oztber 19, On that datey, the disciunt houses
lowered their hid at the tender, The post-tender market rate rose from 3,53
per cent of the previcus week to 3,69 per cent, but gradually fell frem a
November 2 peak through the remainder cf the month. By mid-Dezember the rate
had dropped to 3.53 per cent in anticipaticn of a cut in Bank rate. Thersfere,
when the Bank rafe was reduced frcm L=1/2 to 4 per cent on January 3, the
after-tender rate on January ii was only i6 basis points below the market rate
of previous Friday.

During and after the Cuban crisis. when *he »ill rate was up, the
forward discount narrcwed; ireating covered arovitrage opportunities in favor
of the U.K. Treasury bili, (See Tabie 9.) Some funds moved tc Londen from
the U.S. early in November,

Rates on Eurcedclilar degusﬂs in London were relatively high thrcughout
the entire third quartsr, and did noi £ail until after the New Yea\
Table 1.) During the Cuban .risis, rates mcved up sharply from 1,4
percentage points. Some funds whizh weuld ordinarily have been loar:d ir
market were shifted intc gold or into Swiss francs. Speculatcrs mey alse
have borrowed Eurc-dollars to convert into gold or Swiss francs, After the
Cuban crisis had passed. rates moved up in late November cnce agair
on borrowing by Italian banks which, under new legislation, were alicwed ‘«-

.
pon
o
&
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shift into lira assets Euro-dollar borrowings to improve their domestic
liquidity, In addition, expected year-end stringencies in the market affected
rate levels; Continental banks repatriated funds from the market in December
for window-dressing purposes. After January first, the rates moved down

after the money was returned.

Table 1. Interest Rates on U.S. Dolliar Deposits in London
(per cent per annum)

1962 1963
Oct. 5 Nov, 1 Nov. 30 Dec, 31 Jan. 8
Call 3.50 3,75 3037 3,50 3037
7-day 3050 3.75 3,50 3050 3637
30-day 3,75 o Lol L hetd 3062
90-day 309)4 Lo31 Lhel2 Lo00 3,75
180-~day .19 Liolil Lo25 lyo19 T 3.9h -

In the local authorities funds market, interest rates eased
momentarily in October but moved up sharply at year-end when European funds
were repatriated. (See Table 9,) During and after the Cuban crisis, some
foreign funds were shifted into Euro-dollars, mainly because of “the higher
yields. At the end of December, the rate of three-months deposits with local
authorities rose to L.87 per cent, but was back to L.25 per cent.in early January.

Gilt-edged market. The main development in the gilt-edged market
during the fourth quarter of 1962 was the interruption of the steady upward
movement in the prices of Government bonds in the preceding quarter, (See
Table 10 and Chart 6.) Between June 28 and October Ly the Government sesuriiies
price index rose by 11 per cent, but bond prices then leveled off, During
the critical days of the Cuban crisis, from October 22 through 2L, a general
wave of selling took place, but prices gradually recovered in the following
week and, despite a sluggish market, also during November,

Stock market, Stock prices were fairly stable in October; except
for a 5 per cent decline during the Cuban crisis. (See Table 10 and Chart 7.)
By the end of October, prices had recovered and they rose a further 6-1/2 per
cent between November 6 and 26, The announcement of the new depreciation
allowances for business and the rally on Wall Street contributed to these. gains.
After November 26, stock prices began to drift downwards again and on December 3I
were L=1/2 per cent below the November 27 high. The Financial Times )
(December 18, 1962, p, 1) attributed the weakness ', . . more ZEC,? the lack
of support than any pressure to sell.” However, prices moved Sharply upward
in early January after the Bank rate was cut,

London clearing banks. The special deposits with the Bank of England
which were released in Oztober and again in December were used mainly to
provide additional finance. to the public sector during the fourth quarter.-

(See Table 2.)

OFFICIAL USE_ONLY

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



. OFFICIAL USE_ONLY . -4 -
These releaﬁes of reserve balances and the removal of restriztions
' on bank lending tc finance personal consumption and real estate development
had little effect on lending tc the private sector in the quarter. There was
a jump in advances in October, but this was because; according to The Economist
(October 27, 1962) ", . . there were a number of proposals on the banks® bcoks
- merely waiting for the removal of the restraint on property, perscnal, and
hire purchase lending.” In the twc months ending December 12, advances to
the private secter increased by only £22 million, The quarterly summary of
British bank loans ending in mid-November show a decline in industry lcans.

Table 2, London Clearing Banks: Net Depéslts and Selected Assets, 1962
(In millions of pounds)

Outstanding
Changes December 12
July- OCcto=
Septo Dec, Oct. Nov, Dets
Net Deposits $37 +106 + 86 =12 - 32 6:575
Loans to Public Sector: +96 +223 +126  + 5 +103 3.690
Government securities L8 - 3781 +83 =9 T 1,200
Treasury bills . 450 + 12 - 25 17 + 26 986
Cash -3 + 21 +22 11 + 10 6Ll
Call loans ) =18 + 9l +U43 -9 + 60 786
Loans to Nationalized
Industries +19 + 15 + 3 +7 5 70
Loans to Private Sestcrs + 8 + 56 +39 -3 = 20 3,816
Advances 38 + 8L L2 ¥2 20 36
Commerical bills - - 8 - 3 =15 + 10 268
Other investments - e = e e 112
Special Deposits with
Bank of England -1 =112 - 75 +2 - 39 58
Reserve ratios (end of
period): )
Liquid assets 33.7 ls.0 33.5 33.3 3L.0
Cash 8,2 8.2 8,3 8.2 8.2
‘Special deposits 2.0 0.5 1.0 1.0 0.5

Installment credit. Instal_..ment credit outstanding dec iined by £3
.million in October, reflecting the reduction in retail sales during the month,
New credit extended by finance houses expanded as is normal for October, but
the rise in credits extended by household goods shops was somewhat less than
was to be expected for the autumn. The Board of Trade said that this indicates
some further loss in impetus in the stimulus to sales afforded by the June Sth
reduction in minimum dcwn-payment requirements for a wide range of appliances.
Installment credit outstanding has remained practically unchanged since the end
of the first quarter of 1962. (See Table3.)
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Table 3, United Kingdom: Changes in Hire Purchase Credit
(in millions of pounds)

. Changes 1962 Outstanding
dane.= Apr.- July- October
Mar. June Sept. Aug. - Sept. Oct, 1962
Shops =13 = Z +6 + 2 + 3. *1L 304
Finance houses =26 * i =3 =h =3 =1 .583
Total -39 -1 +3 0 - e 887

Balance of payments. Britain's seasonally-adjusted payments
balance moved into deficit in the third quarter for the first time.since —
the fourth quarter of 1961, However, about two-thirds of the deficit was :
due to seasonal influences. (See Table L,) Despite a £45 million deficit
on goods and services account, there was an coverall balance of payments.surplus
of £18 million during the quarter, reflecting an unexplained credit (errors
and omissions) of £128 million, the bulk of which is thought to have been
unrecorded net inflows of private capital. Nonetheless, reserves declined
during the quarter because foreigners reduced their sterling holdings and
because Britain repaid the balance of the August 1961 drawing from the IMF.
Even though Britain has enjoyed balance of payments' surpluses since the third
quarter of 1961, the level of reserves at the end of 1962 is still £152 million
below that of erd-1960.

Table 4. United Kingdom Balance of Payments
(in millions cf pounds)

1961 1962
Jan.= July- Jan.- Apr.- July-
June Sept. Mar, June Sept.
Balance of Payments:
L) Goods, services, and transfer
payments, seasonally adjusted )
Exports, £.0.be 1,931 1,932 960 1,010 1,006
Imports, fe0.b. =2,0L8  <1,958 -985 -1,003  -1,039
Trade balance - 117 - 2 - 25 ) 7 - 33
Services and transfer payments 30 36 3k 30 20
Total, seasonally adjusted =87 10 -9 37 - i3
Seasonal influences 27 - 27 1 39 =32
Total 3] =17 20 6 - L5
B) Long-term capital - 72 8 19 - 60 - 53
C) Private short~term capital -h35 18 90 21 - 12
D) Net errors and omissions 39 Li 9l =1 128
. Surplus or deficit (=) -528 50 223 36 18
Financed by -~
A) Extraordinary aid 368 =278 - - -
5 B) Sterling liabilities to
| foreign official 10 3k - 86 L8 -52
C) Reserve movements:
IMF position <15 389 -89 - =91 =195
Gold and foreign exchange .
(increase =) 165 =195 = 18 7 229
Total ) 150 9L =137 = 8L En
Total financing 528 = 50 =223 - =36 - 18
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to rise above the level reached during the second quarter.
The September-November monthly average (seasonally adjusted) is only £2 million
above the April-June monthly average.

-6 -

British exports in the past three months have failed

(See Table 5.)

Table 5. Unitea Kingdom: Seasonally Adjusted Foreign Trade

(monthly. cr monthly averages, in millions of pounds)

Imports c.i.f,
Exports f.0.b.
Re-exports f.o.b.

Trade balance

Jan.= Apr.,- July- Septo.-
Mar, June Sept.. Nov. Septs
=367 =369 =385 =381 =378
306 319 320 321 325
iz ik 13 13 12
~hg =36 w52 47 -la

Fereign exchange market,

throughout the fourth quarter cf 1962.

-393
3%
1%

E\..

- bk

Nev,

=375
304
ig

- 56

Sterling fluctuated within a narrcow range

(See Table 9 and Charts 8 and 9.)

The spot rate was little affeited by the Cuban crisis, dropping from 280,22

U,S. cents per pourd on October 22 +z 280,01 cents on October 2L,
quickly recovered during the following weeko

the erd of the year,
week of January.

The rate

During the Cuban crisis, *h=
demand for forward sterling increased, reducing the forward discount frem 065L
per cent on October 19 to a low of 0,27 per cent on October 2i.
possible some covered arbitrage movements of funds from the U.S. ,
discount remained low, in relaticn to the U.K,-U,S. Treasury bill interes®
differentials, providing an incentive tc move funds to London in the early
part of November. Thrcughout Nevember and December; the spot rate remainesd
firm, rising tc 280.4. cents on Dezémber 1l and falling to 280,26 cents on
December 28, as scme fereign banks repatriated funds for windew-dressing a-
The spot rate rose to above 280,40 cents during the firsth

This mads

The f:rward

Security steriing. which had remained steady at 279.88 :ents during
September and early Octobter. deciined to 278.88 cents during the Cubar. -risis.
(See Table 6 below.) In November, the security sterling rate gradvally

¢limbed until it reached par, where it remained through December 26,
279.88 cents,

then, it has held steady at

Table 6. Se.c.uxv‘-ity Sterling Rate

{In U.S. cenns per pound)

October 5 279.88

11 279.88
=19 279.63
23 279,38

26 - 2::.88
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279,25
279,38
279,50
279,75
280,00

December

January

]
!

1y
21
28

iy

Sinze

280.00
280,00
28¢,00
279088
279.88
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Bullion market. The London gold market was quiet from October -
through December, except for the week of the Cuban crisis. Very heavy purchases
of gold were made between the critical days of October 22 and 2L, The
Financial Times (November 3, 1962) estimates turnover in the market to have
Deen roughly $60 million., Substantial official support of the market was
reported on those days. Demand subsided thereafter and the gold fixing price
declined steadily during Noverber and December. (See Table 7.) On January 9,
the fixing price fell to $35,055 the lowest price since December 28, 1959.

Some ‘downward pressure on the price of gold was exerted late in December by
sales of Russian gold. .

Table 7, United Kingdom: Fixing Price for Gold Bullion
(In U.S, dollars per fine ounce )

October 5 35,130 November 2 35,123 December 7 35,078
11

35,137 9 35,100 1 35.07h
19 35,138 16 35,092 21 35,083
2l 35,187 23 35,087 28 35,069
26 35,177 30 35,083 January L 35,063

Europe and British Commonwealth Section,

II. Nine Charts on Financial Markets Abroad

Chart 1 - Interest Arbitrage, United States/Canada

Chart 2 - Interest Arbitrage, New York/London

Chart 3 = Interest Arbitrage for German Commercial Banks

Chart l - Interest Arbitrage, Frankfurt/London

Chart 5 - Short-term Interest Rates

Chart 6 - Long-term Bond Yields

Chart 7 - Industriai Stock Indices

Chart 8 - Spot Exchange Rates =~ Major Currencies
Against U.S. Dollar .

Chart 9 - 3-month Forward Exchange Rates
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Table 9, United Kingdom: ' Treasury Bill Yields and Exchange Rates
' Spot London deposit rates
3-mo. Treasury bill arbitrage calculation pound UeS,e Local
(U.S. dollar authority

. U.Ke. U.S. Differ- 3-mo. In favor

ence pouné 3/  U.K. bill cents) (3-mo.)
1962 -~ High 3,78 8l.7n I027 4.87
Low .25 280,05 3.L4 19
Sept, 28 3,56 £8C.11 3oL o3
Oct. 5 3.55 7% 9 280, 1¢ 3.8 4. 31
11 3,53 £,77 b 280, 4 : L.25
19 : 2ok 5 280.zi [
26 Z.73 1,05 de3i
Nov, 2 2.83 - C.95 Lo 31
9 2,83 0,52 J
16 2.83 0.89
23 2,8 0.8
. 30 z.,86° 0.7
Dec. 7 2,84 0,72
1 z.85 0,68
21 2.8% 0.6
28 5 i .98 0,6f 2 : 4.7
193 Jan. 3,50 % 060 e T +0,1 280,42 8 Q3
a / Market quotation for Friday. c
. Table 30, United Kingdom: Selected Capital Market Yields
U.K. Government bond yields ) Share  Yield  Share

~ L-1/2% %

3-1/2%  2-1/2% yie}d gax} pri ges

War Loan Consols

3

1962 - High [T 6.5 S5
Low S0h5 5,55 5,78 =

Sept. 27 5.5% 5..8

Oct. L 5.56 5,57

11 5,64 5.65

18 . 5.51 S5

25 5 5.77 et

Nov. 1 5 5.70 Sy

8 5.7 5.63 5.4

15 3 5,75 5.3

22 5 5,71 5,:°

29 5 5.70 5..

Dec. _h 5.7 g.é 536

3 B.56 Sei

e 5.0 EN g

153 Jan, ©4 EME 265 R

a7vFinancia1 Tmes.
B/ Difference between yield on 2-1/2 per cent Consols and share yield.
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Chont 2
INTEREST ARBITRAGE, NEW YORK/LONDON
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Chart 3
AINTEREST ARBITRAGE FOR GERMAN COMMERCIAL BANKS
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Chart 4

INTEREST ARBITRAGE, FRANKFURT/10OMDPON

fFriday figures Per cent per annum
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_SHORT-TERM INTEREST RATES
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LONG-TERM BOND YIELDS
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Chart 7
.
DUSTRIAL STOCK INDICES® 1958100
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Chart 8

"SPOT EXCHANGE RATES - MAJOR CURRENCIES AGAINST U.S. DOLLAR
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Chart 9

3-MONTH FORWARD EXCHANGE RATES

.Per cent per annum_
~ T T 3
AGAINST U, S. DOLLARS
- T GERMAN MARK ]
S ]
~ PREMIUM + Y—\‘\‘t\\\ » /.'\‘ f‘&'\—r\\ .
. B e
sWiss FRANC VN N N“\YD/ W L
T T o
b ! -
i
B  POUND STERLING_
L i _
BISCOUNT-|
L _ N
L1 L1 L1 [ B R | L L1 SR L1 1
N T | I | ) 3
| AGAINST POUND STERLING - LONDON _
PREMIUM + cn:\au MARK -~
- /
L - i A i
S
SWISS PR —H L
Lo
a-
‘
I/‘ -
/ VW \
FRENCH rnnc//
/ S\,.../"\
. +
MELGIAN  FRANC N .
i ! .
Lt b b b I ST R R '
S A s 0 N DJ F M A M J ) AS O ND ) F M Mg oAS
1960 1961 ez

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

\1





