











'eﬁéé'afJSeptem&er.) Government expenditure, which,had:remained*stgaéy
: Afﬂﬂﬁthe'first half of this year, began to show the effect of the«budgéted
’ inc%eases in late summer, Private fixed capital formation turned up in
the second quarter of the year and is expected to continue rising into -
1964. The September survey of industrial trends conducted by the
Federation of British Industries suggests, for the first time since

June 1960, that the number of respondents expecting to authorize more
expenditure in the coming year outnumber those expecting to authorize 1ess.'

Iable_g.,,uugged.Kingdbm:,Prices and Wages

Wholesale

Weekly Prices: Terms

Wage Retail Home Mkt, Export Import of

Rates Prices ~ Sales Prices . Prices Trade

(1958=100) (1961=100) =

1960~ Dec, 107 103 103 a/ 100 a/1o1 al 99
1961~Dec. 111 107 106 101 100 102
1962-Mar. 112 108 107 101 90 102
June 113 111 107 101 100 101
Sept, 115 109 107 102 100 102

Dec. 116 110 108 104 100 102
1963~ Jan. 116 111 108 102 101 101
Feb., 116 112 108 103 102 101

Mar. 116 112 108 103 102 101

Apr. 117 112 108 103 102 101

Mey 117 112 108 103 103 100
June 118 112 108 104 104 99
July 118 111 108 104 103 101

Aug, 118 111 108 104 103 102
Sept. n. a. n. a. 108 n, a. n. a. n. a.

a/ Janunry 1961,

As of September, there was still some margin of idle
capacity available for servicing further additional increases in demand,

according to the September survey. The percentage of firms reporting an
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~inereage iu output rose oaly from 17 to 29 per cent between the June and

fééyteﬁber surveys. The main limitation to further expansion of output

is still lack of orders (as contrssted with shortages of skilled labor)

according to 65 per cent of the respondents to the survey.

Wholesale prices continued unchanged since the end of 1962

(see Tatle 9). The retail Prices index and the import price index»fe11 4

in the summer, reflecting a reduction in the cost of food, which had been
responsible for a one point rise in the index earlier this year. Bfitgin
has been insulated from the rige in world sugar prices, as the bulk of .
British sugar imports are purchased under long-term contract under,the1’
Commonwealth Sugor Agreement. A slight rise in export prices has moved:
the terms of trade fractionally in Britain's favor.

Continued ease in monetary policy

The banking system has been under some pressure for liquidity
after advances increased substantially during the summer months. to finance
business and consumption spending. The Bank of England has informed the
banks that until April 1964 they need to maintain a liquidity ratio of
only 2& per cent instead of the customary 20 per cent. This will permit
an additional expansion of loans of roughly £350 million. The liquidity
requirement had been reduced to 29 per cent in the early spring months when
the banks experienced unexpectedly heavy demands for loans~-partly due
to the bad winter. Lord Cromer indicated that the banks will be permitted
to move towards a normal liquidity ratio of less than 30 per cent, but it
is believed unlikely that the liquidity requirement will be reduced to

25 per cent as has been rumored in the finaneial press.
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Interest rates on government bonds have, on the whole, chéﬁgeﬂu
- very little from early July through mid-October. There was some decline
':in:m@diumwdated,yiélds, but long-term rates were held up by the surge

during July and early October. The Finsncial Times' industrial comméni

stock price index, which had sagged in September, rose rapidly in the
first half of October to 344.8 in response to the encouraging economic
news, only 6 per cent below the all-time high of 365.7 reached on

May 15, 1961,

As was expected, the Treasury announced that local governments
are being requested to restrict their short-term borrowing: loans,fdti
one year or less may not exceed 20 per cent of a local authority's,total
indebiedness, and loans for three months or less may not exceed lﬁépér
cent. In turn, local governments will be permitted to borrow oncefagéin
from the Public Works Loan Board. Ultimately, they will be able to
secure half of their long-term capital requirements through the Public
Works Loan Board. This move will limit the growth of the parallel money
market, which has been beyond the control of the monetary authorities,l/
but the national government's total borrowing requirements will be increased
from about £200 million to around £500 million per year. Difficulty in
raising such large sums several years ago had prompted the Treasury to

restrict the local authorities® access to the Public Works Loan Board.

1/In March 1962, when the Bank of England reduced bank rate from Sto 4-1/2
per cent in an effort to reduce the inflow of foreign short-term capital,
3-month local authorities deposits continued to yield a substantial fully-
hedged premium over Euro-dollar deposits.






