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Table 11. United Kingdom: Balance of Paymeats

1964-1967
(£ million)
Actual | Estimates?/
___1966b7 1967
1564 1965 1st 2nd 1st
| _Half  Half  Half HalfS/
Visible balance - 535 - 265 - 260 - 70 - 140 n.a.
Impﬂ!’tﬁ (ic@.b;) ) 5,006 5,6“ 5’290 53260 5,“80 n.a,
Exports (f,0.b,)3/ 4,471 4,77 5,030 5,190 5,340 n. a,
Invisible balance + 12¢ + 12¢ + 110 + 110 + 160 N, a.
Current balance - 406 « 136 - 150 + 40 + 20 - 70
Balance of long-term
capital - 363 - 218 - 120 - <0 -« 110 -100
Balance of current and
long-term capital - 76% - 354 - 270 - 50 - 90 -170
Belancing iten + 22 + 105 + 70 + 70 + 0 De 34
Balance of moretary
movementse/ + 747 + 24% - 200 4+ 20 - 20 N. Qe

a/ Sessonally adjusted at annual rates.

b/ Natiomwsl lnstitute of Economic and Social Research.

¢/ London and Cambridge Economic Bulletin (1565 prices).
d/ Iacludes re-exports.

e/ Assets: Increase - ; decrease +.

Liabilities: Increase + ; decrease -.

It is impcssible, at this time, to calculate the impact of the seamen's strike,
but it seems safe to assume merchandise exports were harder hit than merchandise
fmports. Tnis was clearly the case in June when exports fell off wore sharply
than imports. 1In addition, the strike presumably adversely affected the

invisibles account by widening the shipping account deficit., All of these
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considerations point to a current account deficit for the first six months

of 1967 in excess of the London and Cambridge Economic Bulletin's £35 mil-

lion (£70 million at an annual rate).

If the long-term capital account were to show 2 £25 million deficit
per quarter (the average quarterly outflow over the last six years) in the
first half of 167, the combined current and long-term capital account could
show a deficit of over £200 milliion.

The governments new package of mweasures could balance Britain's
external accounts by mid-1967, Direct balance of payments measures were
calculated to save £150 million. The government's fiscal measures to
restrain aggregate dewand and in turn reduce imports, could contribute
about another £100 million, All measures, except the surcharge, went into
effect immediately and the government estimated they would take £480 million
out of the economy by mid-1967, Assuming aggregate demand were to fall by
this amount and that the change in imports was about 20 per cent of the change

in demand, the trade balance would benefit by about £100 million,

Sterling still on the soft side

Despite the government's new fiscal measures and the promise of
a price-wage standstill, backed by statutory authority, conditions im the
sterling foreign exchange markets have remained weak. Spot sterling rose
atove 27¢,00 (U.S. cents) just after the July steps were announced but
dropped again below that level in receant days. (See T.ble 12.)

Spot sterling has been drifting unrelentingly lower since the first
of the year. (See Table 12,) This trend was temporarily halted by the

mid- June announcement that a package of international credits had been arranged
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Kingdom: Exchange Rates and Arbitrage Calculations

Exchange rates
Spot (U.S. cents)
Forward (”Q CoPo at)

Three-month yields and
yield spreads
Treasury bills
U.K. (covered)
U.S.
Difference

Deposit rates
U.K. local authority
{covered)
Euro-dollar
Difference

Euro-dollard/
N.Y.C.D.'s 2/b/
Difference

January-July 1566

Jan, Feb, Mar, Apr. May Juoe July
14 18 25 22 27 24 15
280,44 280.22 279.35 279,29 279.17 278.%4 278.56
- 1! 03 - Gt 92 - 0; 92 - ﬂ.so - 0.\ 67 - Oa 61 - 1! as

6‘ 33 40 62 40 53 ('a 71 &n 85 50“0 500“
4,58 4,63 4,46 4, 60 4,61 4,31 4,88
- 0.25 - 0.01 +0,07 +0,11 +0.26 +0.69 +0.16
5.22 5.23 5.32 5.63 5.5% 5.78 6.04
5.25 _ 5.38 _ 5.6 _ 5,75 _ 5.75 _ 6.13 __6.38
- ﬁq 05 - 0» 15‘ - 0» 17 - 0106 b ﬁu 16 - O‘ 35 - ‘}o 3“
5.25 5.31 5, 69 5.75 5.62 6.00 6.56
4,88 _ 5.06 _ 5.20 _ 5,25 _ 5.40 _ 5,50 __5,62
- 0. 37 - Oﬂ 25 - 0& &9 - ‘)Q 59 - ao 22 - {3& 56 - 01 gl‘

2/ Preceeding Wednesday.

EI Negotiable New York time certificates of deposit,
Source: Board of Governors and Financial Times.

to take the place of facilities mode available last September, However,

confidence began to wane once again and not even the rise in Bank rate restored

it. When the governments new program was announced, selling pressures subsided

noticeably, but market conditions have remained very weak,

During the period under review, covered spreads on Treasury bills

generally remained in favor of London; however, Euro-dollar deposit rates

were distinctly more attractive than covered local authority rates. Euro-

dollar rates rose much more sharply than did yields on New York CD’'s and the
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spread in favor of the former widened to almost one percentage point,
(See Table 10.) Covered differentials were largely unaffected by the
increase in Benk rate because the forward discount widened very sharply.
(See Table 10.)

In early August, the Bank of England issued new instructions
to foreign exchange dezlers in London reducing the amount of each dealer’s
open position long or short and the amount of sterling invested in foreign
exchange covered by a forward contract. The exact nature of the new
instructions has not been made public, because limits vary from dealer to
dealer and the limits applicable to each dealer are known only to himself
and the Bank of England. The Bank of England has not made a public statement
explaining this move. Because the magnitudes of the reductions are not
known, it is impossible to suggest how this move will affect the sterling

exchange markets,



"I'} Appendix I
The British Measures: July 20, 1966

I. Measures to reduce domestic demand

1. Tighter hire-purchase requirements are expected to cut the amount
of consumer installment debt outstanding by £160 million. The
new requirements are:

a. Maximum repayment periods reduced from 27 to 24 months;

b. Minimum downpayment raised from 25 to 40 per cent for autos,
15 to 20 per cent for furniture and 25 to 33-1/3 per cent for
domestic appliances,

2, A 10 per cent increase in most excise and purchase tax rates (except
those on tobacco) is expected to increase government revenues by
£130 million per year,

3. An increase in postal and telecommunication charges effective
October 20 is expected to raise government revenue by £20 million
per year,

4. 4 deferal of public sector investment projects is expected to reduce
government spending in 1667/68 by £150 million below what it otherwise
would have been.

5. An extension of government control of office building in the greater
London area to the East and West Midlands and the remainder of the
Southeast region of England,

6. A tightening of controls on other private-sector building activity:
official permission is now required for projects valued at £50,000--
down from £100,000,

7. A surcharge of 10 per cent on sur-tax payments beginning in 1966767
payable from 1567,

1I. Measures to directly aid the balance of payments

1. A planned saving of £100 million per year from reduced overseas govern-
ment civil and military spending.

2, Reductions in tourist and emmigrant allowances and in tle amount of
personal cash gifts sent to residents ocutside the sterling area leading
to an estimated saving of £50 million per year,

3. An attempt will be made to secure from the German government offsets to
the fuel foreign exchange costs of Britain's military posture in Germany.
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IXII. A price-wage standstill

1.

4,

The Prime Minister announced that the government would soon seek the
voluntary support of both management and labor groups for a 6-month

standstill on prices and wages to be followed by 6 months of severe
restraint,

Dividend payments are not to be increased for 12 months.
In order to give some incentive for the voluntary system, the government
is seeking statutory powers to enforce price-wage stability wherever

necessary. These powers will be incorporated into the Prices and

Incomes bill now before Parliament which is expected to receive Royal
Assent by August 19,

Certain price and wage adjustments are exempt from the proposed freeze.
a. Prices can be raised if they reflect:
(1) 1Increased taxes;
(2) Increased cash of imports; or
(3) Seasonal factors.
b. Wages can be raised if they reflect:
(1) Promotions;

(2) Normal increases due to age or advancement within a
pre-determined range or scale; or

(3) 1Increased output such as price work or commissions on sales,






