





of payments shows widening current account deficit

'x»f fThé.trend of widening current account deficits in Btitain‘3,     '
baiahcéaofﬁpayments continued in the second quarter of 1964,fb0th’0ﬁaa
seasonally adjusted and unadjusted basis. Basically, exports have faili’edaj
to match the high and moderately rising level of imports, As a resul;JwJ
the seasorally adjusted current account deficit of £113 million for the
second querter was £108 million greater than that in the fourth quarter”
of 1964, The rising trend of long-term capital has compounded this source
of strain on Britain's reserve position. However, two factors served to
mitigate this pressure, at least in the second quarter of 1964: a large
inflow of éhort-term capital, exceeding the long-term outflow by &42
miliion; and the accumulation of sterling claims by the outer sterling
area, These two sources together more than offset the combined balance

of current- and long~term capital transactions of E194 million, Aé a

result, gold and foreign exchange holdings rose by E16 million in the
second quarter., (See Table 9.)

The composition of the short-term inflow is particularly note-
worthy, FEighty per cent of the 163 million pounds was split equally
between liabilities in nonsterling currencies and sterling liabilities to
private ncnsterling area institutions. Increases in the former were due
solely to increase in U.S. dollar deposits. (See Table 10.)

Adverse trade balance continues through September, Through the

third calendar quarter the deficit on trade account continued to widen by
about 10 million pounds a month. Present estimates place the balance

of payments current account deficit on a seasonally adjusted basis for this
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period in the neighborhood of 150 million pounds; nearly 40 million'moté than
that regiﬂtered during the second quarter, Over thesémfhfee months there
were synclironous movements in imports and exports, but when imports rose,
exports increased by a smaller amount and when imports fell, exports de-

clined by a larger amount. (See Table 1ll1.)

Reserve losses continue through September

The pressure of the trade deficits upon official reserves was in
evidence during the four months ending in September.. Reserve losses were
recorded :in each month and totaled $221 million. (See Table 12,) To 5
certain extent the existence of continued reserve losses is indicative of

waning support from the outer sterling area and short-term capital inflows,

During the third calendar quarter the widening of the trade deficit was
not appreciable, but reserve losses were nearly three times reserve
accruals of the first six months.

Sterling weakens steadily in foreign exchange markets during pre-election
period

During the pre-election period spot sterling weakened against
the dollar from 278.84 on July 31, to 278.34 on October 19, Between
the end of July.and the first week in September, the forward discount
held steady and the covered differential on Treasury bills favored
London by about 40 basis points, (See Table 13.)

However, during the third week in September the forward discount
widened sharply and with Treasury bill market rates relatively stable the
covered differential dropped by nearly 20 basis points; this narrower

margin was maintained up to a few days before the election. The widening ’




:;:ComPQSition,of~PriVate,ShortﬁtermﬁC&pitalﬁMoygme'{4«
(millions of pounds) s

1963
s
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in liabilities in non-sterling currencies -11 -2
b , dollars -15 -19
© Other - 4 17

'Change391n.sterling,liabilities to non-sterling
area private institutions - 53

'*,wMiscelianeous capital | 2

Total 44

Table 11, United Kingdom: Foreign Trade July-September, 1964
(seasonally adjusted, millions of pounds)

Julyuly  August SePtemﬁéf

Imports (c.i.f.) 430 479 471
Exports (f.0.b,) 331 370 346
Re-exports (£f.0.b.) 13 14 14
Balance 86 95 111
Trade balanced/ 40p 49p 59p

a/ Balance of payments basis.
p = Preliminary.

Table 12, United Kingdom: Reserve Position: July-Sept., 1964
(millions of dollars)

_ Outstanding
July August Sept. Sept. 30, 1964

Changes in gold and convertible -28 -92 -45 2539
currencies '

Drawing rights on I.M.F, ‘ ¢ 2439

4978




'=Q,¢fﬁ£heﬂfbrward discount also made local authority deposits less at-
tracti&e relative to Euro-dollar deposits. (See Table 13.)

As election day approached, the forward rate widened further
more than offsetting the minor advance of the U.K, bill and the covered
differential dropped to about two basis points. At the same ﬁime the

spot rate held firm around 278,37,

Exchange markets firm after Labor victorz; The foreign exchange

markets had a firm tone in the first days following the election, and the
spot pound remained in the neighborhood of'278.30 U.S. cents, throughl
Thursday, October 22. The next day it became known that Labor's planS~forv
dealing with the balance-of-payments difficulties would be announced.on
the following Monday. Spct sterling then came under very heavy selling

pressure, However, when the plaﬁs were actually announced, spot sterling

strengthened noticeably and was quoted in London at 278.40 U.S. cents. .
This strength continued throughout the week and on October 28, it was quoted

in New York at278.51 U.S. cents.
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