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- In late October, the Government removed the ceiling on public

- capital expenditure and local authorities were informed that projects

~such as houses that could be completed within a year would be given
favorable consideration. In November, housing received a further direct

- stimulus in the form of the announcement of a system of direct Treasury
uiqaﬁSQupatOVQIOO million to building societies to aid buyers of older
L OmE'S. .

~ Earlier, at the Commonwealth conference in September, the

- Chancellor offered increased assistance to the independent member of
‘the Commonwealth in the form of Treasury loans under the Export Credits

~ Guarantees Acts at the rate of interest at which the British Goverrment
‘borrowed plus one-fourth per cent, Provision was made for direct :
Exchequer loans to the Colonies at the same rate of interest.

, From April to December 1958, the over-all Treasury deficit was
only £938 million compared with ©909 million in 1957, roughly as fore—
cast in the budget. However, the budget had forecast a rise in -
hationalized industries expenditures for the full year 1958-59 of roughly
half the £103 million which actually occurred in this period. (See .
Table 6.) This was partially offset by repayments of some £l million
in advances by the Public VWorks Loan Board to the Exchequer whereas new
advances made by the Board in the nine-month period amounted to only
£3.7 million. It is clear that local authorities relied almost entirely
on the market for their financing in the last year. The rise in capital
financing of the nationalized indistries was due to increased capital
outlays by the Transport Commission and to the Coal Board (where a
reduction had been forecast in the budget).

Local authorities shift borrowing to market

Local authorities in 1958 found market conditions highly
favorable for new capital issues. Over 260 million was raised on the
London market in 1958, about double the volume raised in 1957. In May
1957, the Treasury placed a minimum of %3 million on new issues by local
authorities in order to shorten the backlog of such borrowers waiting
to enter the capital market,
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Table 6

Budget Outcome April 1 to December 31, 1957 and 1958

(In millions of pounds)

1958 1957
April 1- April 1-
Dec., 21 Dec. 31
Current:
Receipts 3,200 3,117
Expenditures 3,695 3,561
Defiecit -495 ~Lhly
Net capital:
Local authorities + 37 - 37
Coal industry -108 - 88
Transport (railway finances) - 73 - L2
. Other -299 ~-298
Net deficit -Lh3 ~-L65
Over-all deficit -938 ~909

Source: ixchequer statements,
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The following table indicates the rapid fall in rates charged
by the Treasury's Local Loan Funds in order to keep these in line with
market rates.

Table 7

Local Loan Funds: Interest Rates

(Per cent)

Sept. 28, Feb. 25, July 12, Aug. 23, Oct. 25,

1957 1958 1958 1958 1958
Up to 5 years 7-1/4 6-1/2 5-3/4 5-3/L 5-1/2
From 5 to 15 years 6-3/4 6-1/2 6-1/4 6 53/l
From 15 to 30 years 6-3/L 6-1/4 6-1/4 6 5-7/8
Over 30 years 6-3/L 6-1/4 6-1/4 6 5-3/4

Recent trends in market rates which local authorities have
to pay for funds are indicated below:

February July November
2-3 years 7 to 7-1/8 6-1/8 £-1/2 to 5-3/L
over 5 years 6-1/2 to 7 6 to 6-1/8 5-3/L to 5-5/8

Building societies' funds increase with lower interest rates

The credit squeeze in late 1957 and the withdrawal of many
local authorities from the housing mortgage field increased the demand
for mortgages from private lenders at a time when high money rates reduced
the flow of funds to these institutions. The result was a sharp cut in
new mortgages issued in the last part of 1957 and in the first quarter
of 1958, The flow of savings into the building societies began to improve
after midyear as market rates of interest continued to fall.

Throughout the period when Bank Rate moved from 7 per cent to
L per cent, the Building Societies Association continued to recommend
a 6 per cent mortgage rate and 3-1/2 per cent (tax free) on shares.
One major institution reduced lending rate to 5-1/2 per cent and its
deposit rate to 3-1/L per cent in December. Another society has since
followed this lead. The mortgage marxet is currently described as
being in an easy position in part because the banks are now reportedly
granting mortgages below the 6 per cent rate to those with good
references,
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o The reluctance of most societies to reduce rates in the face
of declining market rates stems from the continued existence up till
now of an excess demand for mortgages over the supply of loanable funds,
and the fact that the rate on Government iational Savings Certificates
(with which the societies compete for savings) has not been reduced,
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Chronology of Major Monetary and Fiscal Actions

1957
September 19: Bank Rate raised from 5 to 7 per cent, total volume

of bank advances limited, ceilinz put on public spending, tighter
capital issues controls,

1958

March 20: Bark Rate cut from 7 to 6 per cent,

April 15: Budget presented. Small tax changes, initial allowances
on new investment raised, terms liberalized on Defence Bonds and
National Savings Certificates.

May 22: Bank Rate cut from 6 to 5-1/2 per cent.

June 18: Announcement that initial depreciation allowances on new
investment would be doubled (retroactively) frcm level indicated in
budget.

June 19: Bark Rate cut from 5-1/2 per cent to 5 per cent.

July 3: Credit squeeze ended. Limitation on volume of bank advances
removed. Limit for exemption from CIC controls raised from €10,000
to £50,000. CIC instructions liberalized. New provisional system

of special deposits instituted in case restriction of bank credit
again necessary.

August lhit Bank Rate cut from 5 to L-1/2 per cent.

September 19: Easing of hire-purchase controls on a wide variety
oI goods,

Septenber 22: Increased credits offered to Commonwealth countries
and to colonies at current rate of interest to Goverrment borrowing
plus one-fourth of one per cent.

Cctober 1: Governor of Bank of England welcomes participation of
banks in hire-purchase houses but notes the need for more com-
prehensive organization.
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l958 {continued)

October 16: Chancellor removes ceiling on public investment and
unced that public investment in 1959-60 would be frem £125-150
million above the 1957-58 level. Minister of Housing informs loecal
anthorltles that capital projects which could be completed within

a year such as water, sewage and housing, would be given sympathetic
consideration.,

October 29: Remaining hire-purchase restrictions removed.

November 5: Goverrment announced loans, not to exceed £100 million,
to approved building societies to assist purchasers of older homes.

1959

February 5: Capital Issues Controls suspended for all private domestic
borrowers. Local authorities and foreigners are still required to
get approval for new issues on thke London Market.
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