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unchangeable Post Office Savings Banks and [rustee Savings Banks. In
these institutions the total pernissible deposits per person were in-
creased from £3,000 to £5,00C,

The results of these measures are still not completely known
but some analysis of the first two quarters of the year 1960-61 may be
ventured. With a Bank rate 2 per cent higher than the comparable
period in 1959-€0, competition from otner forus of investment has been
stronger and there has been a consequent fall in the rate of increase
from £140.6 million (excluding intevest) in the first two quarters of
1959-60 to £100.3 million this year. Only Premium bonds have succeeded
in surpassing their record of last year, Higher interest rates on com~
petitive media, the desire of investors to remain liquid until the invest-
ment outlook in the United Kingdom becomes clearer and the increased
hire-purchase and mortgage obligations assumed recently by potential
small investors may have contributed to the slowing down of bond sales this
year,

The contribution of small saving to Exchequer financing

Over the past three financial years, the change in the con-
tribution of the National Savings Movement to Exchequer finance has been
noteworthy, In 1357-58, there were net withdrawals from the funds of the
National Savings ilovement that are available for loan to the Lxchequer.
During the 1957-58 year, the Exchequer depended entirely upon non-
savings sources for new cash; borrowing from the clearing banks of £260
million and from the public in the form of an expanded note issue of
£125 million enabled the Treasury to purchase £135 million of securities
sold by nonbank investors and to finance the sterling cost of increased
foreign exchange reserves as may be seen in Table IV.

In 1958-59, the tide turned. In 1958-59 and 1959-€0, receipts
from small savings provided £635 million and marketable bond sales to non-
bank investors provided £L20 million of cash to the Exchequer. ith these
two sources of cash inflow, the authorities were able to retire £617
million of bank-held marketable debt. These cash inflows not only
facilitated the Treasury's financing of its capital needs from nonbank
sources but they made it easier for the authorities to encourage the banks
to expand private credit as a principal part of their expansionary
economic policies after credit restriction was lifted in mid-1958.

Jespite the success of this program, there has been some con-
troversy abcut the interest rate policy in effect on tiese small savings
instruments. On the one hand, the head of the National Savings Move-
ment emphasized to the Radcliffe Committee the interest sensitivity of
investors in these instruments in these words:
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Table IV

United Kingdom: Sources of Excheguer Finance,
Fiscal Year April to March
(In millions of pounds)

1957-58 1958-59 1959-€0

Nonmarket borrowing:

External transactions - 139 - 250 - &1
Notes in circulation + 125 + 50 + 1C0
Tax reserve certificates -~ 17 + Lh - 35
Small savingsl - 6 + 281 + 35}
Total nonmarket borrowing - 37 + 125 + 338
Market borrowing:
Estimated from banks2/ + 260 - 307 - 310
Estimated from nonbanks3/ - 135 + 132 + 288
Total merket borrowing + 125 - 175 - 22
Total borrowing, all sources + @88 - 50 + 316

1/ Excludes deposits in the Special Departments of Trustee Savings
Banks since they are usually not loaned to the Exchequer,
2/ Rough calculation based on changes in call loans and holdings
of Government securities of the London clearing banks.
3/ Residual. Very rough aporoximation.
Source: HMonthly Digesst of Statistics, Central Statistical Office
(Table 14L5).
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“ 1k National Savings Movement

. Radeliffe: But if you throw the emphasis on the rates
. of interest being out of line with other things elsewhere,
~ are you not telling us that your investors in national

. savings are greatly interest conscious?

“  L¢rdLMa¢kintosh: Much more than they used to beag/

- On the other hand, a former senior Conservative Treasury official
‘has Questioneﬁ the usefulness of the listional Savings Movement ina
recent book.2/ He has suggested, in the words of The Economist, that
the Movement '

collects small savings for the Government with the aid

of artificial tax-free interest rates, Gosts of collection
are high. National savings certificates are easily en-
cashable, and cannot be made to lose part of their value
(as gilt-edged securities do) when the Government puts

up interest rg?es to discourage new consumption out of
past savings..

He also maintained in his book, according to the London Times, that the
great increase over the last two years in the size of national savings is
"largely because investors liable to tax at standard or higher rates" @
are switching from one form of investment to another rather than any
change in the propensity to save of the small saver. However, this ,
argument does not seem to maintain that the substantial quantity of funds
that has been funneled into the Exchequer through national savings over
the past two years would have found its way eventually to the Exchequer
if rates on national saving media had not been so high. From the point
of view of Treasury finance, the latter question has been an overriding
consideration in the formulation of fiscal policy. :

i/ Minutes of Evidence of Radeliffe Report, Paragraph 8005,

S/ Encch Powell, Saving in a Free Society, Hutchinson, 1960. -
Mr, Powell who resigned with Chancellor Thornycroft in early 1958 is now
Minister of Health. .

6/ The Economist (London), October 8, 1960, page 125.
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