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e The measures, taken to expand activity in the second half of
19585;have not apparently had the desired effect on internal,actiVity.E/
Industrial production, seasonally sdjusted, rose from 105 in the third
quarter of 1958 to 107 in iovember where it iias remained since. Unemploy-
ment in March was only 2.4 per cent of the labor force but is high by
postwar Britisl standards. hile there are signs that the cecline in

e rate of inventory accumulation may have ended in the fourth quarter
of 1928, there has been little revival in capital goods industriec.
Private lavestuent is expected to siow only a smnall rise this year.

The major factor susteining recovery so far nas been tie boom in install-
ment credit sales of consumer durables.

The authorities believe that a substential margin exists for
further expansion. Not only are the effects of the recession to be
overcome, but much unused capacity wes created in the years of high
investment from 1955 through 1957. However, one recent report suggests
that excess capacity is unevenly spread and that in some fields changes
in market conditions may have created permanent redundancyea The
policy of official restraint imposed in September 1957, coupled with
the subsequent rediction in internal demand, led to a moderation of the
chronic postwar price wage spiral; the cost of living rose by only
2 per cent in 1958 and wages by 3.5 per cent.

The external position is 2lso stronger than it has been for
some years. Britisia reserves in 1958 rose by <274 million {thev are
now ©1,158 million) while her sterling liabilities increased by only
576 million. The principal factor contributing to the record €455
million balance-of-payments surplus in 1958 was the 10 per cent fall in
import prices at a time when reduced foreign demand led to a 3-1/2 per
cent fall in exports. In part, the demand for imports was limited by
falling prices and to a slowdown in the rate of inventory accumulation.
dith imports rising again, the trade deficit in the first quarter of

1/ In July 1958, the credit squeeze came officially to an end; the
ceiling on bank loans was abolished and control of new capital issues
was liberalized, The banks with official sanction, entered the field
of hire-purchase finance and greatly expanded their personal loan.
facilities. Installment credit controls were relaxed in September
1953 and then abolished six weeks later. The ceiling on public invest-
mentment was removed in October and local authorities were encouraged to
undertake canital projects. In November, a program of direct Treasury
loans for nouse purchases was announced. Earlier at the Commonwealth
conference a system of direct Treasury loans to Commonwealth and -
colonial governments was announced., In February 1959, Capital Issues
Controls for all private domestic borrowers were suspended, -,

2/ "An Industrial Journey, Recession and Recovery," by the Financial
Editor of *he Manchester Guardian, Reprint, March 1959,
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2119 million compared to ©76 million a year earlier. The reci

ength of the pound is attributable to expanded Britiﬁh,expér%éftq e
t 25+ Canada and a number of European countries and to the recovery
ng“Stgrling area primary product exports to nonsterling areas. = =

~ Last year, the authorities were able to make substantial sec
S to the market and to small savers. Long-term interest rates were

ined at a high level throughout tie year as the authorities fed
onds into the market to cushion price rises, Since the fall of 1957,
for example, short-term rates declined by over 3 per cent but long-term
‘rates by only one-hqlf of one per cent., Sales of small savers securities
(nonmarketable) rose during 1958 following the higher rates and more
liberal terms announced inlast year's budget; these favorable terms-
were not altered despite the decline in interest rates last year.

Because the Treasury used cash obtained from bond sales to
reduce debt held by the banking system, the banks were able to expand
advances appreciably without any expansion in bank deposits. Between

July 1958 and April 1959, bank deposits were almost unchanged; yet bank

acvances rose %511 million (25 per cent), which the banks financed by
sales of £309 million of bonds and ©268 million of Tressury bills. .

The Government's recovery program to date has relied mainly
on expansionary fiscal and monetary actions. Yet the experience of the
1955-57 private investment boom clearly showed the need for both fiscal
and debt-management support for a program of monetary restraint in
Britain, The rublic sector is such a large part of the British econom
and the anmial maturities of public debt are so great that these two -
areas of fiscal management can frustrate attempts to use monetary policy
a5 a principal instrument of economic stabilization. The primary concern
about the new budget rests fundamentally on whether fiscal restraints
can be spplied as recovery proceeds: the heavy tax cuts and increased
public investment outlays contemplated mean that the Ireasury will need
more new money from the capital market than it has sought in recent
years. The heavy cash needs together with the rolling over of maturing
debt, will have to come predominantly from outside the banking system
(as funds were obtained in 1958-59) if the effectiveness of monetary
policy is not once agsin to be blunted by Treasury financing needs.
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