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Sterling steady in first quarter 1964. Betwéen~January and mid-April,

":hé spot pouné flucfuated between 279.75 and 279.90 cents per pound. Sterling
weakened slightly in thé week ending February 21, owing partly to some speculative
movements out of London, but recovered with the rise in Bank rate on February 27.
On Mar;h 3L, 1964, gold and foreign exchange reserves stood at £950 million
(82,660 million),

Shift in focus of financial policies in late February

Bank rate increase. The February 27 increase in Bank rate from 4 per

cent to 5 per cent marked a major shift in emphasis in financial policies in
Britain from stimulation to cautious restraint. Because the move had been expected,f%
financial markets adjusted quickly to the new Bank rate. As a result, short-term “
rates rose but not enough to push the covered interest arbitrage in Treasury
bills in favor the U.K. bill, (See Table 10.) With the budget, the Charncellor
acknowledged that the intent of official policies was to slow down the rate of
business advance during 1964,

tecurities markets unsettled. Prior to the Bank rate action, securities

markets were unsettled. Bond yields rose from 20 to 40 points and stock prices
reflected uncertainties about possible government actions. (See Table 7.)
Following the bank rate increase, the bond market firmed and yields fell gradually
through April 10, but the stock market remained sluggish. Short-term market
yields rose about 50 to 75 basis points.

After the budget, however, stock prices rose sharply and bond prices
fell.

An_expansionary budget. The current budget provides for an additional

£103 million in taxes, but the Treasury's deficit is almost as great and the

borrowing needs are greater in this so-called restrictive budget than they were
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 Zable 10. United Kingdom: Selected Money Market and Bond Yields, 196L

MOHEY MARKST
Bank rate

Treasury bill (tender)

Locel authority
deposits

Euro-dollar deposits
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“{favor U.K.)
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GOVERNMENT BOND YIEIDS
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in the so-called expansionary budget for 1963-64. The Government has permitted
public expenditure to grow substantially. For the fiscal year 1964-65, they will
be £713 million higher than in the preceding year. 7/ (See Table 1.)
The main change in tax rates was a 10 per cent increase in duties on
tobacco and alcoholic beverages. At the same time, renewal of the "Regulator
power”" (enabling the Chancellor of the Exchequer to raise customs and excise
duties by 10 per cent without having to secure Parliamentary approval) was requested
In particular, the Chancellor asked for the power to ". . . allow one or more of
the four major blocks of indirect taxation. . . to be excluded from its use."
This would e¢nable the Chancellor to exempt tobacco and alcohol from higher tax
rates if it should be necessary for him to use this power in the present fiscal year.:i

Borrowing requirements up. The estimated exchequer borrowing requirements

of $791 million are the largest in recent years. Therefore, the Chancellor took
steps to make non-marketable Treasury obligations more attractive to the public.
A 5 per cent (formerly 4-1/2 per cent) five-year National Development Bond will
be offered to the public commencing May 15, and the limit on the amounts that one
person may hold of National Savings Certificates and Premium Bonds is being raised.
Also, the Chancellor announced that the Treasury is working on a contractual
savings program, which ". . . will give an incentive for sustained saving over
a period of years."

Even if these efforts are successful, large sums may have to be raised
through sales of marketable debt. The question is how much will the Exchequer

be able to sell to the non-bank public.

7/ Covers the change in "above-the-line' expenditures and in net "below-the-
line' expenditures, less the increase in loans to local authorities (£165 million).
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- A,secbnd 1d line of defense. Should inflationary pressures develop, the

- Gevernmeni is prepared to make use of two techniques to reduce demand. On the
fiscal side, the Chancellor has asked for the renewal of the "Regulator power,"
which permits the Chancellor to raise excise and customs duties by 10 per cent
’at»his discretion. The use of this power at budget time would have brought in
abeﬁt £20C million in additional revenue.

Secondly, the Bank of England could call for "special deposits" from
the London clearing banks and from the Scottish banks to absorb the excess

liquidity of the banking system. This could neutralize well over £150 million

of Treasury bill sales to the banking system.






