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.e 19. The covered differential in favor of U.K. over U.S. Treasury bills widened
t§ 0.33 per cent by July 6, but no funds moved to London. At the end of June, markets
steadied,

Official intervention in the bond market between February and May was under-
taken only to smooth out short-term fluctuations. In this périod, the Government

introduced two new "tap" issues: a B400 million medium-term issue in February

(5-1/47 Punding 1978-80) and a $400 million long-term issue in May (5-3/4% Funding
1987-91).

ki Stock prices advanced in the last half of April, following the budget message.
F[ However, the market deteriorated in May and the first half of June, owing mainly to

k political uncertainties and the poor April trade returns. The market recovered in the
latter part of June and in the first week of July.

Sterling weakens

. After remaining steady in April and May, sterling came under speculative
pressure in June as Continental commercial banks withdrew funds from London in order

to meet their domestic liquidity needs. Between May 28 and June 26, the spot rate

fell from 279.85 cents to 279.08 cents (see Table 8). Some spot sales were covered
by 3-month forward purchases, closing the forward discount from 0.76 per cent per
annum on May 28 tc 0.49 per cent per annum on June 26, At the same time, the invest-
ment dollar premium rose from 12.25 per‘cent on May 28 to 13.50 per cent on June 12,

as investors attempted to shift funds into foreign (mainly U.S.) securities. The

spot rate continued weak through mid-July.
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Table 8. United Kingdom: Selected Exchange Rates, 1964 .
3-Month Investment
Spot Forward Dollar
Sterling Discount Premium
(U.S. cents) (Z p.a.) (per cent)

MONTHLY AVERAGES
January 279.83 -0.31 11.88
February 279.69 -0.49 11.34
March 279.81 -0.68 11.19
April 279.90 ~-0.76 11.00
May 279.94 -0.76 11.42
June 279.42 -0.58 13.34
SELECTED FRIDAYS
May 28 279.85 -0.76 12.25
June 5 279.53 ~0.66 13.38

12 279.44 -0.60 13.50

19 279.42 -0.57 ‘ 12.88

26 279.08 ~-0.49 13.62
July 3 al 279.12 al -0.48 12.00

10 279.11 -0.53 11.25

Source: Federal Reserve Bulletin; Bank of England.

a/ July €. .

While some of the pressure on the pound was absorbed by a fall in the spot

rate, the Bank of England intervened in the market from time to time during this period,
Reserves declined by $56 million in June. (See Table 9.)

Table 9. United Kingdom: Reserve Position 1964
(In millions of U.S. dollars)

Changes: Outstanding
Jan. Feb. Mar, Apr. May June June 30, 1964
A. Gold and convertible
currencies +17 -48 +34 +53 +48 -56 2,705
B. Drawing rizhts on IMF -= + 3 -2 -- ~--  n.a. a/ 2,400
Total +17 -45 +32 +53 +48 n.a.

a/ May 31.
Source: U.K., Central Statistical Office, Monthly Digest of Statistics, and I.MF.,
International Financial Statistics.
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‘derlying weaknesges in balance of payments

While the immediate pressure on sterling may be attributed to short-run
developments waich may be reversed in the near future, the United Kingdom's balance
of payments has been in deficit for over a year. The over-all deficit for the first
quarter of 1964 was L85 million, as compared with deficits of E31 million in the
third and k108 million in the fourth quarter of 1963. (See Table 10.) Pressure on
the balance of payments came primarily from the large trade deficit,g/ but also from
a net movement out of sterling in February by nonofficial foreign creditors and,
reportedly, from a substantial increase in investment abroad by U.K. oil companies.

The large first quarter 1964 deficit was offset entirely by an overseas
sterling area surplus with nonsterling countries, as measured by net accruals of
sterling from nonsterling countries and by net sales of gold and nonsterling

‘urrencies for sterling. The outer sterling area apparently continued to support the
pound by running a substantial surplus with nonsterling countries as British reserves

increased by E19 million ($53 million) in April and B17 million ($48 million) in May.

Adverse trade talance continues

The trade balance deteriorated in the first five months of 1964. The
March deficit was only B4 million larger than the E61 million monthly average in the
fourth quarter of 1963, but the deficit widened to E107 million in April owing to a
10 per cent fall in exports. 1In May exports recovered, but barely to the March level

3

so that the trade gap remained slightly higher than in March (see Table 11).

2/ The trade deficit (&107 million) is:overstated since the January export
figure understates actual exports owing to a change in compilation pro-

cedures. Tae unrecorded export receipts are included in the E89 million
errors and omissions figure.
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Table 10. United Kingdom: Balance of Payments, 1963-64.

(In millions of pounds)

1963 e e 1964
U S+ v A
A, CURRENT ACCONT
Trade balance, seas. adj. 20 5 -26 - 33 -107
Other, seas. adj. 51 35 40 39 45
Total 71 30 14 6 - 62
Seasonal Factors 7 38 =42 - 2 - 5
Total 78 . 68 -28 3 - 67
B. LONG-TERM CAPITAL - 53 5 -28 - 71 - 91
C. NEr ERRORS AND OMISSIONS -- -50 -20 - 59 89
D. PRIVATE SHORT-TERM CAPITALS' -114 - 8 45 19 - 17.
SURPLUS OR DEFICIT (-) - 89 15 -31 -108 - 856
E. FINANCING
Foreign central bank assistance 101 -83 -- --
Sterling liabilities to: b/
Non-sterling area official= - 50 -45 - 8 75
Quter sterling area;
Payments surplus with U.K. - 21 12 -7 - 6
Payments surplus with
non-sterling countries 62 62 52 11
Drawing rights on IMF (increase -) -- 3 2 --
Gold and foreign exchange
{increase -) - 3 36 - 8 28
TOTAL FINANCING 89 -15 31 108

a/ Excluding changes in sterling balances held by sterling area residents
which are included in Group E.

b/ Central monetary institutions only.
Source: U.K., Central Statistical Office, Economic Trends, June 1964.




Table 11, United Kingdom:

Foreign Trade, 1963-64

(Millions of pounds; seasonally adjusted; monthly averages)

Imports, c.i,f,
Food, beverages, and
tobacco
Fuels
Basic materials
Chemicals

Other semi-manufactures

Finished manufactures

. and other

Total
Exports, f.o,b,
Re-exports, f.o.b,

Trade balance,
customs ra2turmns

Trade balance,
balance of payments
basis

1963- 1964
st =~ 2nd 3rd 4th 1st
Qtr, Qtr, Qtr, Qtr, Qtr, Mar, Apr, May
126 141 148 143 150 143 142 148
48 49 46 46 48 -+ 48 50 49
77 76 85 91 93 90 84 89
15 17 18 19 20 19 21 21
55 58 60 64 73 78 76 72
53 56 57 59 69 74 72 71
375 395 412 422 453 451 457 450
327 335 346 348 2/356 373 337 370
12 13 13 13 12 13 13 13
-36 -47 -53 61 2/_gs -65 -107 -67
7 -2 sg .11 2/ .36 /13 B _55 DB/ 5

Source: UK, , Board of Trade Journal,

a/ January export figures are not comparable to those for other months owing
to a change in compilation procedure,
and hence the trade deficit for the first quarter is overstated,

. b/ Preliminary,

The recorded export figure is understated
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Imports of fuel and basic materials leveled off in the first five months‘/
1964 after rising to a level 21 per cent above first-half 1963 average. However,
there has been a steady rise in imports of fuels, semi-manufactures, and finished
manufactures in 1964, including heavier steel purchases from abroad, in part the result
of the strike in January in a major British steel company.

During the past yeaf, the growth of exports to the Common Market slowed
down, after expanding at an annual rate of nearly 20 per cent between 1959 and 1963.
Exports to the "Six" rose by around 10 per cent between February-May 1963 and February- f
May 1964. Machinery exports have leveled off during the past year, advancing by only
4 per cent between the first five months of 1963 and the first five months of 1964 as
compared with an average growth of 10 per cent per annum between 1959 and 1963.

Machinery expcrts accounted, in fact, for ome-third of the decline between March and

Short-run export prospects are uncertain. On the one hand, official state-

April. Motor vehicle sales also fell between March and April, partly as the result

of deflationary measures undertaken in Italy.

ments emphasize that a growth in British exports will accompany the expansion of
incomes and output abroad. On the other hand, net new export orders for engineering
and electrical goods’leveled off in the latter part of 1963 and fell in the first
quarter 1964 (see Table 4). Furthermore, rising prices of manufactures are becoming a
matter of concern to exporters. The export unit value index shows no change since last
September (see Table 5, above), but the index is an unreliable measure of export price
movements. Prices of manufactured goods did rise markedly around the beginning of 1964, i
and the Federation of British Industries'June survey of industrial trends reports that
", . more firms say that export prices rose during the past four months and 60 per

cent say that prices are the main factor limiting further increases in exports."”
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July 21, 1964

ADDENDUM

Data on foreign trade in June, released since completion of the
foregoing report, reveal a sharp deterioration in the U.K. trade balance,
with the deficit (on a seasonally adjusted basis) rising from £67 million
in May to £113 million. Imports rose from £450 to £473 millior jetween

May and June--4.4 per cent above the relatively stable January-May average

level. Exports fell from £370 million in May to £348 million in June, and
re-exports declined from £13 to £12 million,
The general stability in the level of U.K. imports in the first
five months reflected a rising trend in imports of semi-manufactures and
. finished goods offset by a decline in basic materials imports. Data showing
the distribution of the import rise from in June are not yet available.
Exports hzve fluctuated fairly widely from month to month this year, falling
in January, April and June and recovering in February and May. However,
inasmuch as the declines in April and June have been progressively smaller,

the long-run export trend appears to be upward, albeit very gently so.





