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BASIC STATISTICS OF THE UNITED KINGDOM

Area ('000 sq.km.)
Agricultural area ('000 sq.km.)

THE LAND

244 Major cities (population in millions
197 mid-1966):

Greater London 7.9

Birmingham 1.1

Glasgow 1.0

Liverpool 0.7

Manchester 0.6

THE PEOPLE

Population (mid-1968)
No. inhabitants per sq.km.
Net natural increase in popula¬

tion, 1963-68 :
Annual average
Annual average per 1 000 inhab¬

itants (1963-68)

55 283 000

227

321000

Total employees in employment,
June 1968 22 633 000

Employment in manufacturing
industries, June 1968 8 613 000

PRODUCTION

Gross national product in 1968
(millions of £ at market prices

GNP per head in 1968 (US S)
Gross fixed investment, 1968:

per cent of GNP

per head (US î )

40 341

1 856

18.2

339

Origin of total domestic income
(1968, %)

Agriculture, Forestry and Fishing 3
Industry 39
Construction 7

Services and distribution 51

THE GOVERNMENT

Public current expenditure 1968
(per cent of GNP) 33

General Government current re¬

venue 1968 (per cent of GNP) 38
National Debt 31st March 1968

(ratio to General Government
revenue) 198

Composition of House of Commons
(July 31 1969):
Labour 345

Conservatives 262
Liberals 13

Other 5

Last general election:
31st March, 1966

LIVING STANDARDS

Calorics per head, per day,
1966-67

Consumption of energy per head
1968 (metric tons of coal equi¬
valent)

Average weekly earnings of men
in industry, April 1969

3 220

5.0

478s.0d.

No. of passenger cars in use per
1 000 inhabitants (1967) 191

No. of telephones per 1 000 inhabi¬
tants (1967) 204

No. of television sets per 1 000
inhabitants (1967) 258

FOREIGN TRADE

Exports:
Exports of goods and services

as a percentage of the GNP
(average 1963-68)

Main exports (percentage of total
exports in 1968):
Machinery
Transport equipment
Chemicals

Textiles
Iron and steel
Non-ferrous metals

19

27
15

10

5

4

4

Imports:
Imports of goods and services as a

percentage of the GNP (average
1963-68)

Main imports (percentage of total im¬
ports in 1968):
Petroleum and petroleum products
Machinery
Non-ferrous metals
Meat
Chemicals

Fruit and vegetables

20

11

11

7
5

5

4

Monetary unit: pound sterling.

CURRENCY

Currency unit» per US $ 0.417
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The Organisation jor Economic Co-operation and

Development was set up under a Convention signed in
Paris on 14th December 1960 by Member countries of the
Organisation jor European Economic Co-operation and by
Canada and the United States. This Convention provides
that the OECD shall promote policies designed;

to achieve the highest sustainable economic growth
and employment and a rising standard of living in
Member countries, while maintaining financial

stability, and thus to contribute to the development

of the world economy;

to contribute to sound economic expansion in
Member as well as non-member countries in the

process of economic development;

to contribute to the expansion of world trade on a
multilateral, non-discriminatory basis in accord¬

ance with international obligations.

The legal personality possessed by the Organisation for

European Economic Co-operation continues in the OECD,
which came into being on 30th September 1961.

The members of OECD are : Austria, Belgium,

Canada, Denmark, Finland, France, the Federal Republic oj

Germany, Greece, Iceland, Ireland, Italy, Japan, Luxem¬
bourg, the Netherlands, Norway, Portugal, Spain, Sweden,

Switzerland, Turkey, the United Kingdom and the United
States.

The Socialist Federal Republic of Yugoslavia is asso¬

ciated in certain work of the OECD, particularly that of
the Economic and Development Review Committee.

The annual review of United Kingdom by the OECD
Economic and Development Review Committee took place

on 23rd October 1969. The present Survey has been
updated subsequently.
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INTRODUCTION

In 1968 the outcome of the balance of payments was disappointing,
with the deficits on both current and basic accounts remaining at the 1967
level. Exports rose significantly, but so did imports. There was a favour¬
able trend in the course of the year, but the combined current and long-
term capital account remained in deficit in the second half. In real terms,

the shift of resources to the balance of payments was much smaller than
expected, while domestic demand increased more than envisaged. Signif¬
icant fiscal measures to restrict the growth of private consumption had
been taken, notably in the April 1968 budget. But although credit policy
was also tightened, monetary conditions nevertheless remained relatively
easy during much of the year.

The first half of 1969 has seen a marked change in the situation,
particularly in the balance of payments. The current account showed a
surplus at a seasonally adjusted annual rate of almost 8450 million, and
this has been running at a much higher rate in the second half of the year.
Exports are rising sharply, helped by the strong growth of world trade
and the competitive edge conferred by devaluation, and the increase in
imports has been modest. It seems now that the growth of domestic
demand has been brought under better control. Further fiscal measures
were taken in November 1968 and in the April 1969 budget, and mone¬
tary policy has been significantly tightened. On the basis of present
policies with no relaxation of either fiscal or monetary restraints
prospects for 1970 would seem to be favourable. Although the growth of
world trade may slow down considerably, the strong inflow of new orders
in recent months points to a further good increase in exports in the first
half of next year. And although there may again be a significant rise in
imports the current account surplus would seem likely to show a further
increase. But these favourable developments will depend on the extent to
which policy is able to restrict the growth of domestic demand and
incomes. The scope for any relaxation of existing policies seems, at
present, to be small.

Part I of the present survey reviews recent trends in the economy.
Part II discusses the policy measures taken and their probable impact on
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demand. Part HI considers prospects for domestic activity and the balance
of payments for 1970, and Part IV summarises the main policy conclu¬
sions that can be drawn therefrom. Annex I provides a more detailed
study of monetary developments since devaluation.

I RECENT TRENDS

Demand

It is recalled that the post-devaluation strategy adopted by the autho¬
rities consisted of three main elements:

to make room in the economy not only for the external improve¬
ment, but for a rise in business fixed investment as well;

to ensure that, even with the envisaged improvement of the
balance of payments, the overall expansion of demand did not
exceed the rate of capacity growth (assumed to be about 3 per
cent a year), thus preserving domestic demand conditions condu¬
cive to export growth, import substitution and cost restraint;

to limit the rise of costs in order to maintain as much as possible
of the competitive advantage conferred by devaluation.

Compared with the underlying situation in 1967 and allowing for
the likely deterioration of the terms of trade after the devaluation, the
balance of payments target set at that time required a shift of resources
towards the foreign balance of some £800 million at 1958 prices, or
2 per cent of GDP. At the presentation of the April 1968 budget, the
Government aimed at a balance of payments surplus on current and
long-term capital account (basic balance) of £500 million on an annual
basis, to be achieved by the end of 1969. As progress in 1968 was slower
than expected, the Government in May 1969 (in its Letter of Intent to
the International Monetary Fund) stated that the immediate balance of
payments aim was a surplus on current and long-term capital account of
£300 million in the financial year ending March 1970.

During 1968, the expansion of activity was rather stronger than
expected by the authorities (Table 1). In the second half of the year real
GDP was some 4 per cent higher than a year earlier, reflecting a
more buoyant trend in domestic demand1, notably private consumption,

1 The rise in domestic demand in 1968 was to some extent due to the fact

that spending was brought forward from 1969 ; investment expenditure increased
sharply in the last quarter of 1968 to take advantage of the higher rate of investment
grants payable up to the end of the year, and consumer purchases were also
accelerated in order to avoid the rise in indirect taxes effected in November.
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Forecast
Outcome

0.6 2.2

-1.9 1.0

3.0 -0.1

5.7 3.9

n.a. 0.9

2.4 1.7

14.8 18.9

0.6 8.6

3.5 3.9

United Kingdom

than envisaged in the April 1968 budget. Real disposable incomes rose
more than expected (mainly because prices failed to rise as much as
forecast) and the personal savings ratio fell.

Table 1 GDP 1967 II to 1968 II

UK March 1968 Forecast and Outcome

(Volume, per cent change)

Final domestic demand (incl. stocks)
Private consumption
Public consumption
Fixed investment1

Stockholding2

Net exports, improvement as per cent of GDP
Exports, goods and services
Imports, goods and services

GDP, market prices3

1 Adjusted for the effect of the termination of the «pedal bonui on investment grants
at the end of 1968.

2 Change in stockbuilding as per cent of GDP.
3 Compromise estimate; see footnote 2 to Table 14.

Source : Financial Statement and Economic Trends.

The shift of resources to the balance of payments was smaller than
expected; exports rose much faster than forecast, reflecting notably the
very strong rise in world trade, but imports also rose sharply.

The picture improved markedly in the first half of 1969 (Table 2).
The foreign balance (goods and services in real terms) improved by the
equivalent of ^ per cent of GDP on an annual basis, whilst there was
a small fall in output; exports of goods and services rose sharply while
imports remained virtually unchanged. Domestic demand also fell. This
was partly a reflection of the fact that expenditure had been brought
forward to 1968. But it would also seem that the underlying trend of
domestic demand had been brought under better control, influenced by
the strengthening of fiscal restraints in November 1968 and the consid¬
erable tightening of monetary policy. Both private consumption and
private fixed investment fell1, with a particularly sharp decline in resi-

1 See footnote on page 6.
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dential construction. The rise in government purchases of goods and
services was modest, about in line with the public expenditure programme
adopted in January 1968.

Table 2 Demand and Output

(Volume)

Per cent changes from previous half year, seasonally 1968 1969

adjusted, annual rates I II I II

estimate

Private consumption 1.6 0.4 -0.3 2.0

Public consumption 1.2 -1.4 1.4

Fixed investment1 5.0 2.9 -4.0 6.4

of which :
Private (excl. dwellings and public authorities) 8.3 15.8 2.7 10.8

Final domestic demand (excl. stocks) 2.1 0.5

1.6

-0.9 2.7

Stockholding2 0.4 -0.5

Exports of goods and services 27.6 10.8 3.1 14.4

Aggregate demand (total domestic demand plus
exports) 5.9 3.6 0.1 4.3

Imports of goods & services 13.6 3.9 0.7 3.7

Gross domestic product3 4.4 3.5 4.4

1 Adjusted for the effect of the termination of the special bonus on investment grants
at the end of 1968.

2 Change as per cent of GDP.
3 Compromise estimate of GDP see footnote 2 to Table 14.

Source : Economic Trends and Secretariat estimates.

Activity seems to have picked up in the second half of the year. In
the third quarter, industrial production and retail sales both stood
about one per cent above their second quarter levels. Labour market
indicators showed a different picture. Unemployment rose from an average
of 2.2 per cent in the second quarter to 2.5 per cent in the third,
though there was a fall in October to 2.4 per cent. Unfilled vacancies
did not change much, but as noted on page 10, the seasonal adjustment
of both the latter series may be unsatisfactory. The expansion is, however,
still led by a rapid growth of exports. Domestic demand would seem to
have recovered after the weak trend in the first half of the year, probably
with a strong increase in private non-residential fixed investment. Although
residential construction may have shown a further decline, and public
sector fixed asset formation may also have fallen somewhat, total fixed
investment has probably increased. There are also indications that
consumer spending is picking up again. On the basis of early indicators,
real GDP may be rising at an annual rate of about 4 y2 per cent in the
second half of 1969.

8
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Table 3 Analysis of the Shift In Growth of Demand (Volume)
Per cent

Autonomous demand components :
Exports of goods and services
Private fixed investment1

Stockholding

Policy determined demand components :
Public purchases (current and capital)
Public dwellings

Total

Private consumption
Imports of goods and services

GDP2

1 Including private dwellings.
2 Compromise estimate: see footnote 2 to Table 14.

Sourct : Economic Trends and Secretariat estimates.

Annual rates of Change as a share of
change annual growth of GDP

From From From From

1960 to 1967/68 to 1960 to 1967/68 to
1966 1968/69 1966 1968/69

2.8 13.7 0.8 4.0

3.5 12.5 0.7 2.4

4.1 7.6 0.4 0.8

0.2 0.8 -0.4 0.8

4.1 -1.4 1.0 -0.4

3.6 -1.7 0.8 -0.4

12.0 2.3

6.6

0.2 0.1

3.4 1.8 3.7

2.7 0.4 1.8 0.3

2.9 5.4 0.6 1.1

3.1 2.8 3.0 2.8

Developments since devaluation have been marked by a number of
important disturbances which have tended to conceal the underlying
trends in GDP and its components. Table 3 seeks to give a better idea of the
underlying movements than half-yearly or calendar year data provide.
Given the timing of the major disturbances1 the comparison of the
12-month period ending mid-1969 with the previous 12-month period
should smooth out most of the erratic influences. As very little, if any, of
the effects of devaluation and accompanying measures had been felt
before the middle of 1968, the 12-month period up to mid-1968 can be
taken to represent the pre-devaluation situation. The table also enables
comparison of trends since the devaluation with developments in the
earlier 1960's.

In the year to mid-1969 real GDP rose by about 3 per cent from
the preceding 12-month period, about the same rate of growth as that
experienced on average in the earlier 1960's. But the pattern of the

1 The UK dock strike in the autumn of 1967 led to a sharp decline in exports
in 1967 II with recovery in 1968 I. In anticipation of a US dock strike, British
exports to the United States were brought forward to 1968 II from 1969 I.
For private consumption and investment, see footnote on p. 6.
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expansion was very different in the two periods, as can be seen from the
breakdown of the annual growth of GDP among its components. The
recent expansion has been led by exports and private fixed investment, with
public purchases of goods and services and private consumption remaining
virtually unchanged. In the previous period private consumption and public
expenditure were the main expansionary factors, while exports and private
fixed investment showed little buoyancy. Thus, although progress towards
the balance of payments target has been slow, it is clear that a significant
improvement has been achieved. Between the two recent 12-month periods
the shift of resources to the balance of payments amounted to about
£. 500 million, at 1963 prices, or about 1 y2 per cent of GDP. This is less
than the target adopted at the time of the devaluation, and it should be
noted that the balance of payments in the first half of 1969 may have
been favourably affected by temporary influences. Nevertheless, progress
has been substantial, and current trends point to further improvement
in 1970.

Employment and Productivity

After the shake-out of labour which started in the middle of 1968,

unemployment has remained at a relatively high level by historical
standards (Diagram 1). Over the last three years the seasonally adjusted
unemployment ratio the number of wholly unemployed (excluding school-
leavers) has fluctuated within a range of 2 to 2 ]/2 V^1 c011* °f the labour
force; during the 1960-66 period the ratio typically stayed at a level about
one percentage point below this. There are reasons to believe, however, that
the unemployment ratio is not fully comparable with that of earlier years,
since employers may have been more selective in filling their vacancies
because of higher labour costs, whilst redundancy payments and higher
unemployment benefits may enable workers to take a longer time choosing
a new job. This has brought more flexibility to the labour market.

Doubts have also recently been expressed about the usefulness of
the unemployment ratio as presently calculated as an indicator of short-
term changes in labour market conditions. In particular, it has been
suggested that the seasonal adjustment may be unsatisfactory. The
seasonally adjusted ratio has been rising fairly steadily this year to
2.5 per cent in September, though it fell to 2.4 per cent in October.
Although some rise in unemployment would not be inconsistent with the
relatively slack trend in available indicators of the movement of output,
seasonal adjustment may have exaggerated the corrections for seasonal
movement in recent years and produced some contra-seasonal movement.
Whereas other indicators, such as the number of vacancies, for example,
point to an easing of demand pressure in the labour market in the first half

10
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of this year, there are indications that the situation in the late summer was

tighter than a year earlier. In October, the number of vacancies as well as
the amount of overtime worked in manufacturing was higher than a
year ago. The overall figures for unemployment and vacancies conceal
great differences between sectors and regions. In the construction
industry, where the trend of activity has been particularly weak this year,
unemployment is relatively high. But in industries producing to a large
extent for export markets the labour market seems to be rather tighter
than a year ago. In the engineering sector, which accounts for about
one-third of British merchandise exports (excluding transport equipment),
the ratio of vacancies to unemployed among skilled workers has risen from
about 0.8 last year to about 1.3 this year (July figures). There also remain
important regional differences in unemployment conditions (Table 4), a
main feature being that in the main industrial areas (London and South
Eastern, Eastern and Southern, and Midland Regions) unemployment is
much lower than the national average, and rather lower than at any time
since devaluation.

Table 4 Average Unemployment Percentages by Groups

of Regions (1967 Weights)

London and South Eastern, Eastern and Southern, Midlands
South Western, Yorkshire and Humberside, North Western,
Northern, Wales, Scotland

Total Great Britain

Northern Ireland

Source : DEP Statistics on Incomes, Prices, Employment and Productivity; Monthly Digest
of Statistics.

Dishoarding of labour since 1966 has caused output per man to
increase output per man hour has been rising as quickly as the longer-
term average in marked contrast with previous experience during
recessions. When output recovered in 1968, some slack was taken up.
But employment, seasonally adjusted, remained fairly stable and produc¬
tivity performance improved further. After a short halt in the beginning
of 1969, when manufacturing output fell, the favourable development
of productivity was resumed from the middle of 1969.

The abnormally fast rise in labour productivity of the last two years
or so is likely to be mainly a once for all phenomenon, produced by
the shake-out of labour following the introduction of the Selective

12
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Table 5 Productivity in Manufacturing Industry

(seasonally adjusted)

Per cent annual rate of change over previous period

1960-66

average

1967 1968 1968

Ql Q2 Q3 04

1969

Ql Q2

Output per man 2.7 2.7 7.3 j 6.4 8.4 4.2 6.8 -1.9 5.4

Source : Monthly Digest of Statistics; DEP Gazette.

Employment Tax and increased social security contributions, which raised
the costs of employing labour in the industries affected and also encour¬

aged a shift in labour input towards longer hours and fewer workers.
Some service branches, notably retail distribution, have registered parti¬
cularly strong increases in output per head. However, a rise in output per
head faster than past trends would suggest is also observed for branches
not paying the SET, reflecting a substitution of hours for workers. The
reasons for this development have not been fully detected. The squeeze
on liquidity in manufacturing industry, caused by the advance of premiums
reimbursed later, may have encouraged the savings of labour costs on a
more durable basis. There may also have been a shift in the composition
of demand compared with earlier upswings in favour of high productivity
branches and firms producing to a large extent for exports. There is some
evidence that large firms, possibly with higher labour productivity, have
taken a bigger share of the output increase than usual. If this holds true,
a continuation of the recent growth pattern could involve higher productiv¬
ity gains for some time. However, in view of the complexity surrounding
the measurement and causality of changes in productivity, the authorities
have considered it prudent to assume an unchanged rate of increase in
labour productivity in the next few years.

Wages and Prices

Following a spurt in the first quarter of 1968, the next two quarters
registered more moderate increases in the wage rate index. The acceler¬
ation in the fourth quarter of last year and the continued strong increase
in the first quarter of 1969 (Table 6), were substantially due to the
payment of increases to two large groups of workers the construction
workers and the engineers in late 1968. Monthly data show that after
December the increase has been more moderate.

13
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Diagram 2 Wages in Manufacturing

Per cent change over corresponding month in previous year
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Source: Monthly Digest of Statistics; DEP Gazette.

Table 6 Income from Employment in Industry and Services
(seasonally adjusted)

Per cent annual rate of change over previous period

1965 1966 1967 1968 1967 1968 1969

Q4 Ql Q2 Q3 Q4 Ql Q2

Hourly wage rates1 6.3 6.7 4.0 6.8 5.4 11.4 2.2 4.1 7.0 7.5 1.6

Civil employment 0.9 0.2 -1.5 -0.6 -1.8 -0.6--0.8-0.3 0.3 0.2 n.a.

Income from

employment 7.9 7.0 3.8 7.0 5.6 10.4 1.0 8.1 8.2 8.4 2.5

Total output2 2.6 1.7 1.6 3.8 5.7 6.3--0.7 4.5 4.1 -2.7 5.1

Income from

employment per
unit of putput 5.1 5.2 2.2 3.0 0.0 4.0 1.6 3.6 4.0 11.2 -2.4

1 Not seasonally adjusted.
2 GDP at factor cost (output estimate).

Source : DEP Gazette; Monthly Digest of Statistics; National Income and Expenditure, 1969.

The increase in wage rates in 1968 was higher than in 1967, partly
because in 1968 there were two increases in the engineering industry
(January and December). The increase in 1969 so far has been small,
but it is expected that the index will rise more quickly in the fourth
quarter. Recent settlements in both the public sector and in private
industries have been well in excess of the 3 l/2 per cent ceiling still

14
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officially in force. The government incomes policy guidelines and
machinery, together with the statutory powers which have been
available, have, however, probably helped to moderate the rise in wage
rates in most of the post-devaluation period.

Over the one and a half year period up to the autumn of 1969, major
wage settlements not opposed by the Department of Employment and
Productivity provided for wage increases averaging 4 to 4 J/2 per cent
annually, more than the 3 y2 per cent maximum set in the authorities'
guidelines for their prices and incomes policy. The differences is due
partly to higher pay justified by productivity deals allowed for in the
guidelines, and partly to compensation for low wages. In addition to the
approved increases in wage rates, there were higher earnings because of
overtime work, adjustments to payment by result systems and wage
drift. The Government has made only moderate use of its power
under the Prices and Incomes Act to defer the implementation of wage
increases. The National Board for Prices and Incomes has reported on a
good number of settlements notified to the Government under the early
warning system, but in recent months there have not been any statutory
postponements of large settlements.

Diagram 3 Unit Labour Costs in Manufacturing
1953 = 100

(Esiiinaiei
iEO I

,, A
In terms of slerliry

150 | 1
' In terms

of foreign
currencies

110 _

Unit labour costs J
in the United Kinjdom (Estimate/

130 Unit labour costs
in industrialised

0ECC countries

120

110

100

U

1954 1955 1956 1957 1958 1959 1SS0 1961 1962 1963 1964 1965 1966 1967 1968 1969

Source: DEP Gazette; Monthly Digest of Statistics.
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Thus, given the slower rise in wages and the better trend in product¬
ivity, the pressure on production costs may have eased somewhat
compared with previous years. As the cost problem in some important
countries has recently become acute, the relative position of the United
Kingdom with respect to unit labour costs has developed rather favour¬
ably {Table 7 and Diagram 3).

The situation on the labour market would seem unlikely to change
very much in the closing months of the present year, and wage rates are
expected to follow the trend prevailing later in 1968. There will be a
bunching of wage settlements in late 1 969, some of which could be delayed
into 1970. The engineering industry, a key sector for exports, will
implement the next stage of a 3-year agreement concluded at the end of
1968, which will be somewhat similar in effect to the first stage. The

Government has announced that it will introduce legislation on equal
pay for women in the next session of Parliament. The proposal is that it
should be illegal to discriminate against women in rates of pay by the end
of 1975. Considering the share of women's wages in the total wage bill,
about 20 per cent, equal pay should not have any great influence on
overall wage developments in the near future; but since female employment
is more concentrated in some industries than others, the impact will be
considerable in the sectors mostly affected.

Table 7 Unit Labour Costs in Manufacturing

Per cent change from previous year

1963

1964

1965

1966

1967

1968

19692

Average of last 5 years

1 Industrialised OECD countries weighted together according to their estimated importance,
for UK foreign trade (1963-65 average).

2 Estimate.

3 Excluding the effects of the devaluation, labour costs rose by 2.1 per cent in 1967 and
1.5 per cent in 1968.

Source : OECD Secretariat.

Note Unit labour cost is defined as the total cost of wages, salaries and associated employer
outlay per unit of output in the manufacturing sector. For the purpose of international comparison
national data have been converted to dollars at current exchange rate. A devaluation consequently
is registered as a reduction in unit labour cost in the present table. The comparability and the
precision of the indicators utilised may not in all cases be completely satisfactory and the estimates
should therefore be considered as a crude measure of trends.

Industrialised United

OECD' Kingdom

2.7 -0.8

2.1 0.4

2.2 6.0

3.5 5.0

2.7 0.3

0.1 -9.33

2.5 2.9

2.2 1.0
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In the Budget, it was stated that the Government would not seek
further renewal of powers over pay contained within the present legis¬
lation under which pay increases can be deferred for a maximum of
twelve months when it expires at the end of 1969. (The expiring legis¬
lation contains similar powers over prices, and also powers to ensure
dividend and rent restraint). The authorities would henceforward rely
instead on Part II of the 1966 Prices and Incomes Act which gives power
to require early warning of proposed increases in pay and prices and to
defer proposed increases for up to three months whilst referring them to
the Prices and Incomes Board. The early warning arrangements, which
were never a statutory requirement, would, it was hoped, continue on a
voluntary basis. The proposal to activate Part II of the Prices and Incomes
Act was confirmed in October, as a bridging measure pending the estab¬
lishment of a new body, involving the merger and rationalisation of the
Monopolies Commission and National Board for Prices and Incomes,
to correct abuses of market power.

The higher costs of imports following devaluation, notably for raw
materials and food, and an exceptionally strong increase in wage rates
early in 1968 in the engineering industries, were passed on to consumer
prices, which rose rapidly up to the second quarter of the year; between
that quarter and the third quarter of 1967, the consumer price index
(goods and services) increased by 5 per cent (7 per cent annual basis).
After the immediate effects of the devaluation had worked through,
consumer prices levelled off in the latter part of 1968, helped by stable
prices for food imports, an actual fall in raw material prices, and more
moderate wage increases. But towards the end of 1968 prices again
climbed upwards, influenced by higher indirect taxes and import prices,
particularly for imported food and raw materials. Some slackening took
place from mid-1969, and it is expected that by the end of the year the
consumer price index may be 4 per cent higher than a year before.

Balance of Payments

The current and long-term capital account of the balance of payments
(the basic balance) was in large deficit during most of the 1960's; up to
and including 1968, the deficit averaged about £250 million annually.
There was a steady loss of market shares for United Kingdom merchandise
exports. Reserves were low, and the recurrent payments crises made
necessary a considerable amount of borrowing abroad. The balance of
payments responded only slowly to the new conditions created by the
devaluation. Both the current account and the basic balance remained

in large deficit in the first half of 1968. But since then there has been a

continuous and strong improvement. Merchandise exports have increased
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significantly. Net invisible earnings have grown sharply, and the deficit
on long-term capital account has been considerably reduced. The current
balance showed an appreciable and increasing surplus in both the first and
the second quarters of 1969, and in the second quarter the basic balance
was also in surplus. To some extent the improvement was due to tempo¬
rary factors, mainly affecting invisibles and inflows of capital. But the
underlying trend, confirmed by preliminary estimates of the third quarter
outcome, clearly points to a major strengthening of the foreign balance.

Merchandise Trade

The growth of exports remained strong throughout 1968. The US
dock strike and exceptionally low deliveries of ships and aircraft caused
a temporary fall in the first quarter of 1969, but the trend has been
strongly upward again in recent months. Increases have been registered
for almost all commodity classes, led by machinery and transport equip¬
ment. Shipments to Western Europe have increased sharply. Both high
levels of foreign demand and the effects of the devaluation have played
a role in the growth of exports. The recent expansion of world trade

OECD exports rose by 13 per cent in 1968 and 1969 may see an
even sharper increase has been well above the longer-run average.
But since the devaluation, Britain has been better placed to take advan¬
tage of it. In contrast to the average loss of export market shares1 of
about 3 percentage points a year earlier in the 1960's, there was a gain
of shares in 1968. The rising trend of exports was accelerated during
the second quarter of 1969, and for the three months August to October the
value of exports was 4 per cent higher than in the previous three months2.

1 The loss of market shares is defined as the difference between the actual

growth of UK exports and the growth which would have taken place if UK had
exactly maintained its share in total OECD exports.

2 Export figures in this review are corrected for under- and over- recording.
It is thought by the authorities that under-recording has grown progressively since
the end of 1963, when the relaxation of exchange controls completed the removal
of pre-entry requirements of export documents for most exports to non-sterling
countries. The authorities have estimated that under-recording may have reached
a peak in 1968 and the first half of 1969 of about 2 per cent of exports. In absolute
figures, it has grown progressively from £20 million in 1964 to £70 million in the
first half of 1969. With the introduction from 1st August 1969 of full checking
of all export documents, the under-recording is expected to disappear by the end
of 1969. Figures in the third quarter were inflated by quicker lodging of export
documents, and the submission of documents relating to exports in earlier months:
it is estimated that exports were thereby inflated by a gross total of £40 million
in luly-September, equivalent to a net over-recording of £17 million when adjusted
for unrecorded exports of £23 million in the quarter.
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The strong growth extended to trade with most countries and most classes

of goods. For 1969 as a whole, the UK may be maintaining its share
of OECD export markets.

Imports rose more rapidly immediately after the devaluation. In
1968 as a whole the volume of imports (excluding US military aircraft
deliveries) was 9 per cent higher than in 1967. Two out of the 9 percen¬
tage points were due to abnormally high imports of silver bullion and
diamonds. The remaining 7, although rather large, were probably within
the margin of error of past relationships between the rise of imports and
the growth of expenditure. This does not necessarily mean that the
devaluation had no effect on imports. It seems possible that an underlying
rise in the import propensity had been underestimated as analysis of import
relationships was rendered difficult by the various measures in recent years
to limit the growth of imports.

Since early 1968 imports have shown a more stable trend. The
volume in the first nine months of 1969 saw an increase of about

1 per cent over the same period last year. But since import prices have
been rising relatively fast, the value of imports has been on an upward
trend in recent months.

Invisibles

Net invisible earnings have risen appreciably since the devaluation.
In the second quarter of 1969, they were about 50 per cent higher
than the average quarterly rate experienced in 1968. Although the recent
buoyancy partly reflects erratic influences, notably in oil earnings, the
underlying trend would seem to be strong, with the improvement affecting
most items.

Government net expenditure abroad, predominantly for military
purposes, has been virtually unchanged since 1966, with a decline in
real terms. Shipping earnings rose sharply in 1968, reflecting high rates
for oil transport, but the first half of 1969 saw a setback; the longer-
term trend is for freight rates to fall, as new ships operating at much lower
costs are coming into service. The 1968 figures for civil aviation were
adversely affected by the pilots' strike in the summer, but earnings have
risen sharply this year. Tourism has benefited considerably from deval¬
uation; the number of visitors as well as expenditure per head have
increased more than in previous years. Interest, profits and dividends rose
sharply in the first half of 1969; much of the increase may have been
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Table 8 Invisible Earnings and Payments, net

$ million

1966 1967 1968 1969

1st half

Services (net) :

Government

Shipping
Civil aviation

Travel and tourism

Financial services

Total

-812

6

78

-218

837

-109

-759

50

77

-111

1049

306

-682

146

48

26

1059

598

-336

19

41

48

540

312

Transfers, (net) :

Interest, profits and dividends
Public sector

Private sector

-456

1620

-468

1624

-564

1569

-398

1 118

Other transfers (net) :
Government

Private

Total

-504

-137

523

-517

-172

467

-427

-187

391

-214

-96

410

Total invisibles (net)

Source : Economic Trends; Secretariat estimates.

414 773 989 722

due to exceptionally large repatriation of oil companies' profits and,
possibly, to difficulties in distinguishing statistically between current and
capital receipts. In the first half of the year, net invisible earnings were
running at a monthly rate of $120 million but the underlying rate (exclud¬
ing special factors) may be less, perhaps about $100 million a month.

The Current and Long-Term Capital Account

There was a surplus on current account in the first half of 1969 of

about S220 million ; even after allowing for abnormal factors, this repre¬
sented a marked swing from the deficit of more than S700 million
recorded in both 1967 and 1968. At the same time there was a large
inflow of long-term capital for direct investment; inward oil investment
continued on a high level, and overseas purchases of United Kingdom
company securities in the London market rose sharply in the second
quarter. Loans were raised on international capital markets by private
companies and public corporations (British European Airways $16.8
million loan in Switzerland, the Gas Council issue of a Deutschemark

loan equivalent of $74.4 million). The new interest in foreign currency
borrowing for the purpose of financing domestic expenditure by private
companies may be sustained as monetary conditions are tight but
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Table 9 Balance of Payments, Main Trends

$ million

1967 1968

Actual

1968 1969

1 II I

Seasonally adjusted :

1 Exports, f.o.b. 14111 14 959 7 176 7 783 8 047

2 Imports, f.o.b.* 15 596 16 584 8 146 8 438 8 546

3 Trade balance -1485 -1 625 -970 -655 -499

4 Services and transfers, net1 773 903 466 437 722

5 Current balance -712 -722 -504 -218 223

6 Long-term capital -369 -476 -481 5 -108

6 1 Private capital inflow 1031 1 375 449 926 847

6 2 Private capital outflow -1 253 -1 766 -878 -888 -773

6 3 Government capital, net1 2 -85 -52 -33 -182

7 Basic balance -1081 -1 198 -985 -213 115

Not seasonally adjusted :

8 Basic balance -1081 -1 198 -851 -347 269

9 Short-term capital and un
recorded3 4 -972 -744 -288 550

1 0 Balance on non-monetary trans
actions -1077 -2 171 -1 595 -576 819

1 1 Banking funds and other mo
netary items4 -210 -1 025 -564 -462 -580

12 Balance on official settlements --1287 -3 196 -2 159 --I 038 239

* of which

2 1 Progress payments on mi
litary aircraft purchases
from the United States 267 262 130 132 115

1968 data include waived debt obligations payable to Canada and the United States.
Adjusted for special transactions under offset arrangements with Germany.
Includes the exchange adjustment on pre-devaluation forward deals.
Adjusted for redenomination of Hong Kong official balances in 2nd Qtr. 1968, and reversal

of this operation in 3rd Qtr. 1968.

Source : UK Balance of Payments and Economic Trends.

production and business fixed investment are buoyant. Exchange control
consent is required for foreign currency borrowing by UK companies but,
provided that the terms of the loans are appropriate, consent is normally
given when the finance is to be applied for productive home investment.

The net outward movement of direct investment in the first half

of 1969 was little changed from the level in the second half of 1968. But
there was a sharp improvement in net portfolio investment, reflecting
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Table 10 Balance of Payments, million dollars

Summary Financing Statement1

1967 1968

1968 1969

2nd 1st

half half

A Balance on non-monetary transactions --1077 -2 171 -576 819

B Non-official monetary movements -210 -I 025 -462 -580

B 1 Net foreign exchange position of
commercial banks 118 84 -35 -124

B 2 Net liabilities in sterling and O.S.A.
currencies -328 -1 109 -427 -456

C Tota financing requirement (balance on
official settlements = A + B) -1287 -3 196 -1038 239

C 1 Net liabilities to national monetary
authorities 1 140 1 543 869 -234

C 2 Non-sterling liabilities to non-
official holders 103 -103 -103

C 3 Special transactions2 490 223 173

C 4 Net IMF position -851 1 260 -161 17

C 5 Change in reserves 405 274 263 -23

Gold 650 -183 2

Currency assets -245 457 261 -23

1 Assets increase = decrease = +
Liabilities increase = decrease =

2 Comprising offset arrangements with Germany; transfer (in 1967) of the security portfolio
to the reserves; and the debt waiver (in 1968) from the United States and Canada.

Source : United Kingdom Balance of Payments ; Economic Trends ; IMF Balance of Payments
Yearbook.

Note Components may not add to totals due to rounding.

favourable movements in both inward and outward flows. Although
charged to the basic balance, a large portion of the private capital
outflow is financed by borrowing in Euro-currencies from UK banks,
registered under monetary movements. About $240 million of investment
was financed in this way in 1968 and S120 million in the first half of
1969, which more than offset the deficit on capital account in the latter
period. Exchange reserves, therefore, are less affected than suggested by
the gross figures entering the basic balance.

Known borrowing programmes and available information on the
outflow of capital suggest that the long-term capital account has shown
a net deficit in 1969 considerably below the average of recent years
(about §350 million). The basic balance showed a surplus, for the first
time since 1962, of SI 15 million in the first half of 1969, and this may
have been considerably higher in the second half.
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Table 1 1 The United Kingdom's Medium-Term Credits since October 19641
(excluding the cost of servicing)

S million

Amounts Outstanding
(end of month)

Date Amount
Repayment

dates

Dec. 1968 Mar. 1969 June 1969 Sept. 1969

. IMF Dec. 1964 1000 Repaid
Swiss National Bank Dec. 1964 80 Repaid
IMF May 1965 1400 1968-70 1200 1000 800 600

Swiss National Bank May 1965 40 1968-70 (Repaid) 26 9

IMF Mar. 1966

[ Apr. 1966
\ June 1966
\ Aug. 1966
! July 1967

123

52

1969-71 (Repaid)
1966-73

123 	

to Ex-lm Bank (military aircraft loans)
34

185

1966-73

1967-74

5282 1968-75

Total Ex-lm Bank 799 527 568 562 569

Swiss Bank Consortium Oct. 1967 103 Repaid
BIS Nov. 1967 250 1968-69 (Repaid) 103 38

Deutsche Bundesbank Apr. 1968 50 1972 50 50 50 50

IMF June 1968 J400 1971 1400 1400 1400 1400

IMF June 1969 500 ] 500 500

IMF Sept. 1969 to (
I

1974-75

Mar. 1970 500 ! 175

Deutsche Bundesbank Aug. 1969 125 1979 125

Totals outstanding 3 429 3 065 3 312 3 419

of which, IMF 2 723 2400 2 700 2 675

Other 706 665 612 744

1 The table does not cover confidential central bank transactions.

2 In addition to the total credit of s 528 million arranged in July 1967 and indicated above, a further credit of t 100 million is available for use In
if necessary. Total drawings at end-September 1969 were S 400 million.

Source : Hansard ; Economic Trends ; Secretariat Estimates.
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The proceeds of the better balance of payments and net favourable

monetary inflows in the first half of 1969, were used to pay off official
debt under swap arrangements and credit facilities with other monetary
authorities. Net liabilities to official holders in non-sterling countries
were reduced by $880 million. Sterling liabilities to non-official holders
(in sterling and non-sterling countries) were also reduced considerably
( S 473 million). On the other hand, the balances of monetary authorities
in sterling countries rose by S 646 million. The net IMF position was
virtually unchanged. There was a big outflow matched by an almost equal
inflow of Euro-currency funds through UK banks, reflecting heavy
demand for Euro-dollars from United States banks through their branches
in London, and speculative borrowing by non-residents wishing to switch
into Deutschemark. Official reserves rose by a small amount. Speculation
in favour of the Deutschemark in September seems to have affected the
pound sterling to a smaller extent than on previous occasions of unrest
on international exchange markets.

However, there still remains outstanding a large amount of the
official debt contracted in recent years to foreign monetary authorities
and international bodies. The bulk of this falls due within the next couple
of years. Table 1 1 shows that of the medium-term credits arranged in the
past five years, some $3.4 billion remained outstanding by the end of the
third quarter. In addition, credits taken up from other Central banks
in respect of short-term swap transactions may amount to a further
$ 4 billion. The net outflow of official long-term capital is also expected
to increase next year. Furthermore, there will be growing repayments on
loans raised recently by private business and public corporations.

H ECONOMIC POLICY

In its balance of payments strategy after the devaluation the
Government relied primarily on fiscal policy as an instrument of demand
management. Despite the monetary measures taken at the time of the
devaluation, monetary conditions remained relatively easy; private liquid¬
ity had increased considerably in 1967, and the money supply showed
a further strong increase in 1968, despite the ceilings set on bank
advances. In 1969, fiscal restraint has been reinforced, and monetary
policy has been tightened significandy. The Government has decided to
continue the import deposit scheme for a further 12 months from

5th December 1969. It will cover the same range of imports and the
period of deposit will remain unchanged at 180 days, while the rate of
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deposit was reduced from 50 to 40 per cent. The tourist allowance of
£ 50 per person a year will remain unaltered, though the Chancellor of
the Exchequer expressed the hope that it could be abolished before long.

Fiscal Policy

The size of the fiscal policy measures taken since devaluation has
been considerable by any standards. The tax increases effected in the
1968 budget were estimated to yield more than £900 million in a full
year, with an estimated demand impact of some £500 to £600 million
(1 y2 per cent of GDP). In November 1968, when it became clear that
private consumption was much stronger than expected, taxes were further
increased, with an estimated demand impact of about £200 million
( %per cent of GDP). The tax changes contained in the April 1969
budget were estimated to raise revenue by some £ 270 million in the fiscal
year 1969/70, and £340 million in a full year; their impact on domestic
demand was officially estimated to build up (including secondary effects)
to an annual rate of about £280 million (or rather more than y2 per cent
of GDP) in the first half of 1970. Moreover, large cuts in public expendi-

Table 12 Public Sector Transactions

£ million

1967/68 1968/69
Outturn

14 553 16 668

-7 152 -7 662

-4 552 -4 736

-2 600 -2 886

-5 262 -5 671

2 139 3 375

2 078 3 226

-3 760 -3 829

-421 139

2 043 315

1 483 -281

760 678

-200 -82

1969/70
Estimate

, total
18 689

-8 122

-4 999

3 123

-6 027

4 540

4 383

-4 034

-175

-331

-5923

500

-239

Tax receipts, total1
Current exp. on goods and services.

Central government
Local government

Transfers, interest, dividends net

Current surplus
of which, Central government2

Fixed capital formation
Other capital items, net

Borrowing requirement
of which, Central government

Local government
Public corporations

1 Includes gross trading surpluses and National Insurance contributions, etc.
2 Excluding transactions within the public sector.
3 After taking account of lending to Nationalized Industries (£215 million) for stock

redemption.

Source : Financial Statements and Budget Reports.

Note The fiscal year runs from 1st April to 31st March.
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Table 13 Tax changes in the April 1969 budget

£ million

Corporation tax : raised from 42 y2 to 45 per cent

Selective employment tax :

contributions of employers raised from 37/6d to 48/ for
adult male workers (other rates to rise also)

Indirect taxes :

Yield in :

1969/70 Full year

75 105

123 130

Extension of purchase tax to previously exempt commodities,
higher fuel and excise duties 88 V^ 118 l/_

286 1/2 353 1/2

Other tax changes (including income tax relief)

1 Difficult to estimate.

- 14 >/2

272 (340)

ture programmes for 1968/69 and 1969/70 were announced in November
1967 and January 1968. As a result, the financial position of the public
sector has changed markedly from a deficit (net borrowing require¬
ment) of more than £2 billion in 1967/68 to an estimated surplus of
£ 331 million in 1969/70. The change primarily reflects a swing of more
than £2 billion in the financial position of the Central Government
from a deficit of almost £1.5 billion in 1967/68 to an estimated surplus
of nearly £600 million in 1969/70. The total swing amounts to about
5 per cent of GDP and the demand impact, although smaller, is also
important.

Monetary Policy

The fiscal changes that accompanied the devaluation were mainly
designed to affect the financial year 1968/69. As a more immediate step
to bring speculative outflows of short-term funds to an end, restore
confidence in sterling, and restrain growth of domestic demand, principal
reliance was placed upon monetary policy. Bank rate was raised to a
new crisis level of 8 per cent, hire purchase terms were tightened anew,
and ceilings on bank advances to the private sector, with some exemptions,
were reimposed.
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The use of monetary policy for demand management purposes was,
however, subject to important constraints. The gilt-edged market was
unsettled and depressed throughout this period. On the one hand in the
United Kingdom, as elsewhere in the world, expectations of continuing
inflation led investors to prefer equities and real assets to fixed debt
securities. Moreover, the upward trend in interest rates abroad together
with outbreaks of international monetary uncertainty led to heavy selling
of Government debt, particularly by the non-bank private sector. Faced
with these pressures, and convinced that the long-term aims of debt
management are best served by preserving an orderly market in which
the ready marketability of gilt-edged can be assured, the United Kingdom
monetary authorities felt obliged on occasion to support the market;
interest rates rose throughout the period therefore, but rather slowly.
There was also some reduction in national savings in the period so that
over 1968 as a whole the non-bank private sector's holdings of Government
debt fell by £318 million compared with net purchases of £275 million
in 1967. These debt sales in 1968 implied a considerable increase in the
liquidity of the private sector.

In the area of bank lending to the private sector, the authorities
imposed quantitative ceilings. Restrictions on hire purchase introduced at
the time of the devaluation were adjusted in May and further tightened in
November 1968. Simultaneously, the authorities endeavoured to cover
a broader range of credit institutions. The import deposit scheme,
introduced in November, put further pressure on the liquidity of the
banks and the company sector. To influence spending of the private
sector, the main emphasis, apart from fiscal policy, was placed on direct
control of domestic bank lending, rather than on changes in total money
supply and interest rates.

Total bank credit extended to the private and public sectors combined
was smaller in 1968 than in 1967, but it remained on the high level of
previous years. In 1968, however, almost the whole expansion was to the
private sector. Bank lending to the public sector increased only marginally
because the central Government borrowing requirement was more than
matched by receipts of sterling arising from the deterioration in the
balance of payments. The total flow of credit, including funds raised in
money and capital markets, by the personal and business sectors combined,
was much larger than in 1967. Monetary conditions, despite apparently
strong measures of restraint, therefore remained easy for most of the
period, thus bringing into question the adequacy of credit controls which
applied only to a portion of bank assets and to part of the total credit
and capital market.

However, monetary policy was tightened further in 1969. In its
Letter of Intent to the International Monetary Fund the Government
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adopted the concept of "domestic credit expansion" as a monetary
indicator. They regard DCE as establishing a link between bank lending,
the fiscal surplus and the total foreign balance. Thus, provided DCE is
on course, there is a general presumption that monetary and fiscal policies
are working in harmony with each other, and that monetary policy
is properly adapted to developments in the balance of payments. In fact,
monetary policy in 1969, whether measured by the flow of credit or the
movement of interest rates, has been considerably more restrictive than in
1968. During the first half of 1969, the money supply fell by 1.4 per cent
at a seasonally adjusted annual rate. The marked change in the financial
position of the Central Government, entailing reduced public sector
demand for credit, has enabled some increase in credit to the private
sector without undue expansion of the total credit volume. Interest rates
have risen appreciably. In September the yield of gilt-edged stock was
1 percentage point higher than in December 1968, and the Treasury bill
rate showed a similar increase. Many rates showed a sharper rise.

A more thorough study of monetary developments since the
devaluation, with observations on the policy pursued and the implications
of the new measure of domestic credit expansion, is contained in Annex I
to this Survey.

m PROSPECTS

The present assessment is made on the assumption that existing
policies are maintained throughout the remainder of 1969 and in 1970.
It is assumed that the growth of public expenditure will be maintained
within the limits of the public expenditure programme published in
February 1969 and that there will be no further change in taxation.
This would entail a further considerable fiscal surplus in 1969/71, which
would greatly facilitate the implementation of monetary policy. Monetary
conditions are expected to become tighter in the next few months, and
it is assumed that a stringent policy will be continued in the next fiscal
year.

The expansion of world trade seems likely to slow down next year
by about half from the exceptionally high rates experienced over the last
two years. The OECD countries' export markets may grow by some
10 per cent, after a probable increase of 16 per cent in 1969. The
United Kingdom's export markets may grow by an approximately
similar rate. Although US imports, which weigh heavily in British
exports, are expected to decelerate, world trade conditions as a whole

should provide a good prospect, on the basis of gains already
made in 1969, for consolidating the balance of payments position.
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The competitive position of British industry, so far as costs are
concerned, would seem to remain favourable, and the flow of new export
orders has been very buoyant this year (see Diagram 4). A less

favourable element, however may be the fact that the degree of capacity
utilisation in the export industries has been increasing, though it is still
below the peak level of 1966. This, together with the growing number
of working days lost because of strikes, raises the question of how far

Table 14 Forecast of Output and Demand

Volume, per cent change between second halves of 1969 and 1970

1969 1 outcome 1969 II

£ million, 1963 to
prices 1970 II

Private consumption
Public consumption
Fixed investment

Final domestic demand

Stockbuilding
Foreign balance
GDP at market price
GDP price deflator

Exports of goods and services
Imports of goods and services

1 Change in stockbuilding and foreign balance as per cent of GDP.
2 Compromise estimate of GDP. This is the weighted average of three GDP estimates

Expenditure, Output, and Income the weights assigned being 40 per cent, 40 per cent and
20 per cent respectively. The difference between the compromise and the expenditure estimates
is distributed amongst the various components of GDP at the forecaster's discretion.

Source : Secretariat estimates.

British industry will be able to take advantage of the growth in world
trade. Some loss of market shares has therefore been assumed for 1970,

although a much smaller loss than experienced in the pre-devaluation
period. The volume of exports of goods and services might rise by about
3 y2 -4 per cent between the second halves of 1969 and 1970, compared
with perhaps over 8 per cent in the preceding 12-month period.

On the assumptions adopted, the growth of public sector purchases
of goods and services should remain moderate. Public housing has fallen
this year, but the authorities seem to be planning for a recovery next year.
Prospects for private sector fixed investment are very uncertain.
Investment seems to have recovered in the second half of this year
following the weak trend in the first half, and recent surveys suggest that
industry's plans remain buoyant. Profits have remained on a high level
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Diagram 4 Export and Net New Export Orders of the Engineering Industry
Excluding motor vehicles; seasonally adjusted
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Volume (1958 = 100)

! \
r

A/ v/
Exports of the engineering industry

Volume (1958 = 100)

250

240

230

220

210

200

190

180

170

160

150

140

130

120

110

100 L.

I II III IV I II III IV I II III IV I II III IV I II III IV I II

1965 1966 1967 1968 1969 1970

Source : Board of Trade lournal.

this year, the pressure on capacity is strong in many industries, and the
balance of payments performance may have improved business confidence
in future expansion. But how far tighter monetary conditions will limit
the rise in business fixed investment is very uncertain. It has been assumed
that credit policy will represent a real constraint on capital expenditures.
But given the buoyancy of present intentions, a rise of private non¬
residential fixed investment by as much as 6-7 per cent over the next
twelve months may be a reasonable estimate1.

1 The August-September Board of Trade Enquiry into Investment intentions
suggests a 10 per cent underlying rise in manufacturing investment between 1969
and 1970.

Affected by dock strike
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Private residential construction has fallen considerably this year,
reflecting shortage of mortgage funds. The inflow of funds to the building
societies improved in the second quarter of this year following the increase
in their deposit rates in April, but the better trend was not sustained in
subsequent months. Nevertheless, a further sharp fall in private house¬
building would seem unlikely; it has been assumed that it will remain
virtually flat between the second halves of 1969 and 1970.

Private consumption may resume a somewhat faster rate of growth,
given the assumption of no further change in taxation. Even with the
maintenance after 1969 of the existing ceiling on pay increases, hourly
earnings may rise faster than the 3 y2 per cent per annum provided by
the ceiling. Wages and salaries per employed person may have risen by
6 y2 to 7 per cent over the last twelve months, a period with relatively
strong increases in prices. The price rise is likely to be more moderate
from now onwards, but since formal arrangements governing incomes
policy have been relaxed somewhat, it is unlikely that the rate of growth of
wages and salaries per employed person will diminish from now on.
Employment may not change much, given the outlook for output,
and the personal savings ratio is assumed to change little. Total
disposable income may rise by a little more than 5 per cent. Given
the expected rise in wages and salaries, no increase in the overall pressure
of demand, and a levelling out of the rise in import prices, consumer
prices are expected to increase by a little less than 3 per cent over the
next twelve months. On this basis, private consumption could expand by
about 2 y2 per cent.

With regard to stockbuilding, the forecast reflects what is considered
to be the typical stock increase when output grows at about capacity
rates but when tightening monetary conditions induce a rather lower
level of business stocks than would otherwise have been the case.

On these assumptions, aggregate demand (total domestic demand
plus exports) could rise by about 3 per cent. The rise of imports
would seem likely to accelerate somewhat. The flat trend in the
volume of imports since early 1968 may have reflected two broad
tendencies a rising propensity to import offset by the effects of
devaluation. As the devaluation effect wears off, the tendency for the
import propensity to rise may reappear. Imports may therefore rise more
rapidly than earlier. The volume of imports of goods and services is
expected to increase by 4 y2 -5 per cent between the second halves of 1969
and 1970. Domestic output may therefore rise by about 2 y2 -3 per cent. As
productive capacity may be growing at about this rate, there should not
be much change in the pressure on resources.
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The current account of the balance of payments would seem likely
to show some further improvement over the next year. On the basis of
the demand forecast in real terms discussed above, there would not be

any further switch of resources to the foreign balance; imports of goods
and services are assumed to rise somewhat faster than exports of
goods and services. With regard to the balance of merchandise trade
(including imports of US aircraft) no further improvement is expected
between the second halves of 1969 and 1970, as both exports and imports
are thought likely to rise in value terms by about 6 per cent. But net
invisible earnings would seem likely to rise further, the improvement
mainly reflecting higher net earnings on tourism, civil aviation, insurance,
and interest, profits and dividends. The current account surplus could
increase to more than SI billion in 1970. The long-term capital account
is difficult to forecast, as it depends heavily on monetary conditions and

Table 15 Balance of Payments Forecast

Value, * million

Outcome Estimate Forecast1
1969 I 1969 II 1970 I 1970 II

Seasonally adjusted
Exports

Per cent change2
Imports3

Per cent change2
Trade balance

Services and transfers, net
Current balance

Long-term capital
Basic balance

1 Secretariat forecast.

2 Over previous period at annual rates.
3 Including progress payments on military aircraft purchases from USA.

interest rates both in the United Kingdom and abroad. But with the
assumptions on which this forecast has been based continued tight
conditions in Britain the net outflow of long-term capital might not
be very great, if long-term borrowing by private and public enterprises
abroad is continued, and as confidence in sterling recovers. There are
thus reasonable prospects that the immediate target of a surplus on
current and long-term capital account of $720 million (£.300 million)
in the fiscal year ending March 1970 will be attained. It should be within
the reach of policy to achieve the original target of a £500 million
surplus, at an annual rate, not long after the end of calendar 1969.
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IV CONCLUSIONS

In the last few months the United Kingdom balance of payments has
run large surpluses on current account and probably also in the basic
balance. The marked improvement from only a year ago can to some
extent be ascribed to exceptionally favourable external circumstances:
the growth of United Kingdom export markets in 1969 has been very
rapid; the pressure on resources in some important competing countries,
notably Germany, has been very strong, with bottlenecks and long
delivery dates; and costs have been rising sharply in some countries.
But it is also clear that UK policies this year have enabled advantage to
be taken of the situation. With the considerable tightening of fiscal and
monetary policies, the rise in domestic demand has been moderate,
providing room in the economy for an intensified shift of resources to
the balance of payments. Moreover, the post-devaluation rise in labour
costs has been kept within reasonable limits so that much of the competi¬
tive advantage resulting from the devaluation has been maintained.

The main concern of economic policy must now be to consolidate
the current favourable trends in the economy so that a further
strengthening of the balance of payments can be achieved. The forecast
discussed above suggests that, on a " no-policy-change " basis, a surplus
on the current account of the balance of payments of around $1.2 billion
could be achieved in 1970. This, though a large turnaround over a period
of two years, would not be excessive in relation to the need to repay
debt (unless there were an important net inflow of long-term capital).
The desirability of abolishing as soon as possible the import deposit
scheme and the limitation on the foreign exchange allowance for travel
to non-sterling area countries underlines the need for a further
strengthening of the foreign balance. This suggests that no important
acceleration of the growth of domestic demand will be possible.
Nonetheless, the degree of austerity required by such a forecast for the
external balance would not seem extreme: private consumption would
be able to grow, in real terms, almost as fast as during the 1960/66 period.

The need to keep the growth of public expenditure and private
consumption within narrow limits will call for a continuation of firm
fiscal policies. It is important that public spending should be kept within
the expenditure programme adopted for 1970/71. It does not at present
appear likely that there will be much scope for a decrease in taxation
affecting private consumption; even with unchanged taxation, consumers'
expenditure may rise almost as fast as output over the next twelve months.

The maintenance of tight credit conditions may also be of particular
importance in existing circumstances. If monetary policies are relaxed,
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an excessive boom in business fixed investment might well develop. An
increase in the rate of investment is desirable from a longer-term point
of view, but the movement to a higher rate must not be so rapid as to
entail excessive pressure on resources and endanger the improvement of
the balance of payments. It is therefore important that credit conditions
should remain as tight as is necessary to prevent undue pressures on the
economy, and they should not be too much influenced by the possible
advent of easier monetary conditions abroad.

Manpower policy would also seem to have an important role to play
in the present situation, especially given the uneven pressure of demand as
between industries and regions. There has been an increase in demand
for skilled labour in the engineering sector which accounts for about
one-third of merchandise exports, while easier conditions prevail
elsewhere. In seeking to enlarge the capacity to export, importance
attaches to schemes relating to the retraining and mobility of labour.
Moreover, alleviation of labour shortages could help to ease the pressure
on labour costs and facilitate the operation of incomes policy.

Although the effects of incomes policy are difficult to measure,
there are indications that the energetic efforts made in recent years to
increase productivity and limit the rise in nominal incomes have served to
moderate the rise in labour costs. The statutory powers, introduced in

August 1966, to support the voluntary application of prices and incomes
policy are due to expire at the end of the present year, reducing the
Government's power to deal with breaches of voluntary restraint. There
could therefore be some fear of a faster increase in wages and incomes.
This would be unfortunate, particularly if the present active use of
disinflationary policies in other countries succeeded in restoring more
stable trends elsewhere. The devaluation was made necessary by a large
external deficit, reflecting essentially the fact that costs and prices were
too high. The improvement in the relative competitive position brought
about by the devaluation has so far been well maintained. But this is
partly because of the rather strong rise in costs in other countries, which
may prove temporary.
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A NOTE ON MONETARY DEVELOPMENTS IN BRITAIN

SINCE DEVALUATION

A major objective of British policy since devaluation has been to
restrain the growth of domestic demand sufficiently to produce a
substantial improvement in the balance of payments on current account.
Although greater reliance has been placed on fiscal than on monetary
measures, there has been a considerable shift of emphasis, particularly in
1969, towards the latter.

Developments prior to the Devaluation

Under the combined impact of deflationary measures and a weaker
demand for UK exports, economic activity levelled off in the second and
third quarters of 1967, with seasonally adjusted unemployment continuing
the upward trend which began in mid- 1966. Consequently, the emphasis
of policy was progressively shifted towards reflation. Bank rate had already
been lowered in three steps from 7 per cent at the beginning of the year
to 5 y2 per cent in early May, and hire-purchase terms were
progressively relaxed. With bank rate at this relatively low level, and
with renewed weakening of the balance of payments, prospects for a
further decline in interest rates and consequent rise in the price of
gilt-edged appeared remote, and the private sector bank and non-
bank considerably decreased its holdings of long-term government
securities1. Gilt-edged liquidation by the non-bank private sector and the
need to finance a growing budget deficit were the principal factors leading
to an expansion of bank credit to the public sector which, in the last three
quarters of the year, amounted to £800 million, compared with £640
million in the same period of 19662. With the withdrawal of the ceiling
on bank lending in April, and no action to moderate the latter by

1 The private bank and non-bank sector liquidated nearly £400 million
of long-term securities in the second and third quarters of 1967 after absorbing
more than £1 billion worth of stock in the fourth quarter of 1966 and first quarter
of 1967.

U 2 Net figure, including currency holdings and long- and short-term debt.
Of the £800 million in 1967, £480 million consisted of Treasury bills acquired
by the banking system (excluding the Bank of England).
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influencing the amount of cash available to the banking system, bank
credit to the private sector also rose rapidly, so that total lending1
reached £1,149 million in the last three quarters of 1967, compared to
only £365 million in the corresponding period of 1966.

As a result, the seasonally adjusted annual rate of increase of the
money supply accelerated from around 6 per cent in the first quarter, to
1 1 per cent in the next three quarters. For the year as a whole2, the rate of
increase reached 9.8 per cent, compared with 4.2 per cent in 1966.

Since the balance of payments deficit was also much larger in the
last three quarters of 1967 than in the same period of 1966, the rise in
domestic credit expansion3 from £916 million to £.2,186 million
was even greater than the rise of the money supply.

Bank rate was raised from 5 y2 to 6 per cent on October 19th and
to 6 y2 per cent on November 9th, in view of the sharp deterioration of the
balance of payments. Short-term interest rates followed Bank rate, while
long-term rates were allowed to rise, albeit slowly, in the face of the
private liquidation of gilt-edged stocks already mentioned.

But by all the customary measures, monetary conditions were relat¬
ively easy almost up to the time of the devaluation, and the result was,
as stated in the 1968 OECD Economic Survey, that "by the end of the
year most sectors were well placed to increase their spending and
lending"4.

Monetary measures accompanying the devaluation

The devaluation of the pound in November 1967 was accompanied
by a package of restrictive fiscal measures mainly affecting the financial
year 1968-69, and the immediate application of a more restrictive
monetary policy. Since the bulk of the new fiscal measures would not

become effective for several months, principal reliance was placed at

1 To UK residents and in sterling to overseas residents, as defined for
purposes of calculating DCE.

2 December over December.

3 Domestic credit expansion is equal to the sum of bank lending to the
private and public sectors, changes of currency in the hands of the non-bank
public, and overseas lending to the public sector. This last item can take the form
of reductions in gold and foreign exchange reserves, as well as credit received
by the public sector from foreign official institutions and other overseas sources
(including changes in foreign holdings of marketable public debt).

4 Because building society rates were left unchanged in the early months
of 1 967, while other competing rates fell, building society inflows were exceptionally
high in the second, third and fourth quarters of 1967 leading, with a lag of two
quarters, to a sharp expansion of their lending activities. This had its principal
effect on construction activity (private dwellings) with a lag of another quarter, "
that is in late 1967 and in 1968.
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first upon monetary policy to bring about the desired degree of tightening
to enable a significant shift of resources to improve the balance of
payments. Bank rate was raised to a new crisis level of 8 per cent. Hire-
purchase terms were tightened anew. A ceiling on bank lending to the
private sector was reimposed banks being requested to hold their
aggregate sterling lending to the private sector and to borrowers abroad
at existing levels, with allowance for seasonal variations, and with credit
associated with exports and shipbuilding exempted.

Volume of Money and Credit in 1968

In spite of generally higher interest rates than in 1967 and the
ceilings on bank credit, most aggregate measures of money and credit
increased during 1968 at rates that were relatively high by historical
standards, and in some cases higher than in 1967 a year of relatively
easy monetary policy.

Total bank credit extended to the private and public sectors combined
in 1968 (£0.7 billion) was smaller than in 1967 ( £1.1 billion), but

approximately equal to the 1963-67 average (see Table l)1. The 1968
expansion was almost entirely accounted for by credit to the private
sector, which amounted to £681 million compared to £562 million in
1967, in spite of the fact that during that year the ceiling on bank lending
was apparently observed2. The central government's borrowing require¬
ment down from £1,134 million to £751 million (see Table 2)

1 "Bank lending " as defined for purposes of calculating domestic credit
expansion. This magnitude cannot be expressed in terms of percentage changes
since stock figures are not published. A roughly similar concept of bank credit,
excluding the Banking Department of the Bank of England and non-interest-bearing
government debt, increased in 1968 (December to December) by about 5 per cent,
compared to about 9 per cent in 1967 and only 2 per cent in 1966.

2 In May 1968, all banks were requested to respect a new ceiling on lending
to the private sector and to overseas borrowers in sterling 104 per cent of the
November 1967 level (seasonally adjusted). Lending to priority sectors export
finance and shipbuilding credits exempted from the restrictions imposed in
November 1967 was included. London clearing banks and Scottish banks were also
asked to ensure that their lending to local authorities (which had risen appreciably
since November 1967) would return to "normal levels". In November 1968, export
and shipbuilding credits were again exempted (under more rigid definitions than for¬
merly), and the clearing and Scottish banks were asked to reduce their remaining
lending to the private sector to 98 per cent of the mid-November 1967 level by March
1969. The ceiling for other banks was fixed at 102 per cent of the November
1967 base. Finance houses were also asked to reduce their lending by March 1969 to
98 per cent of the figure at the end of October 1967. During much of 1969, the
ceilings were not observed by the clearing banks despite the introduction (at the
beginning of lune) of a penalty for non-compliance a reduction by half in the rate
of interest paid on the special deposits maintained by the clearing banks with the Bank
of England. The figures cited in the text include bank assets not subject to the ceilings.
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was more than covered by the increase in the balance of payments
deficit. But the "opportunity" of using the sterling proceeds of the overseas
financing to reduce bank-held public debt was lost as the non-bank
private sector reduced its holding of central government debt (excluding
currency) by £318 million, compared to net acquisitions of £275 million
in 1967.

This swing in the non-bank private sector's net purchases of
government debt was facilitated by official support of the gilt-edged
market (though at continually declining prices during the year). The motive
underlying this support was, probably, that it would at least over the
longer run aid in achieving the "Government's policy to meet its own
needs for finance as far as possible by sale of debt to the non-bank
public"1. The desire of the public to reduce its holding of gilt-edged

interrupted only temporarily in the third quarter presumably
reflected in part a trend, evident elsewhere in the world, towards a
preference for equities and real assets over fixed interest securities. In the
UK case, this trend was enhanced by growing evidence that progress in
solving the balance of payments problem was slower than hoped for,
which in turn led to expectations justified in the event of further
monetary tightening and higher interest rates.

In 1968, the somewhat slower expansion of total bank credit to the
economy was accompanied by a roughly similar slowdown in the growth
of the money supply from £1.3 billion in 1967 to £1.0 billion in 1968.
This deceleration of the annual rate of growth (from 9.8 per cent in 1967
to 6.6 in 1968) was in accord with the policy announced at the time of
devaluation. That objective, however, had been fixed in the expectation
of a "substantial recovery in reserves"2, which would have had a
correspondingly expansionary effect on the money supply. In the event,
therefore, it is clear that the expansion of bank credit to domestic
borrowers was far larger than originally contemplated, since the antici¬
pated recovery in reserves failed to occur; the loss of reserves plus direct
overseas borrowing by the central government from official institutions
was in fact £502 million higher in 1968 than in 19673.

The quarter-by-quarter growth of the money supply was rather
erratic, even on a seasonally adjusted basis. Its growth (at annual rates)
accelerated from just above 3 per cent in the first quarter to nearly

1 Letter of Intent to the International Monetary Fund, Hansard, Vol. 755/1967,
No. 23, col. 648 ff.

2 Ibid.

3 Financial Statistics, August 1969, Table 16: sum of the 10th and 1 1th
columns.
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10 per cent in the second quarter, decelerated to less than 2 per cent in the
third quarter and accelerated again to above 12 per cent in the final
quarter of 1968. This pattern, to a large extent, reflected variations in
bank lending to the private sector, as well as the official support of the
gilt-edged market, though the yield on gilts was progressively allowed to
move upward. Selling pressure on the gilt-edged market was particularly
strong in the second quarter and in the fourth quarter, especially at the
time of the Franc/Deutschemark crisis; in each of those quarters the
public (including the banks) liquidated over £400 million of marketable
government securities. Of these amounts, the Bank of England's
acquisitions from the domestic non-banking sector amounted to £100
million in the second quarter and about £200 million in the fourth1.

The rate of growth of the money supply usually quoted (and used
so far in this note) refers to changes in the stock of money from the
beginning to the end of a period. The average level of the stock of money
during any given period is probably more meaningful in terms of its
impact on the economy than the level at any arbitrary moment. On
this basis, the money supply grew at an annual rate of 6.7 per cent from
1965 to 1966, 6.1 per cent from 1966 to 1967 and 9.7 per cent from
1967 to 1968 the high rate of growth of the average money supply in
1968 resulting largely from the increase in the stock of money during
the course of 1967.

The income velocity of circulation of money defined as the ratio
of GNP at current market prices to the annual average stock of money
continued the gentle decline begun in 1966, falling from 2.94 in 1965 to
around 2.86 in 1968. Since the growth of the money supply accelerated
in 1968, the decline in velocity had a somewhat offsetting effect2.

The impression of relative monetary ease in 1968 that is gained
from an examination of the bank credit and money supply data is

1 Based on figures for bank "make-up" dates, around mid-month.

2 See National Institute Economic Review, August 1969, Table 7, page 48.
This pattern of behaviour of velocity, however, does not seem to originate from
the activity of non-bank financial intermediaries. In the post-devaluation period the
behaviour of money supply and liquidity (see definition in footnote on page 42)
was very similar, indicating that non-bank financial intermediaries did not play any
short-term destabilising role. In other words, the slower rate of growth of the money
supply was not accompanied by any offsetting acceleration in the growth of
liabilities of building societies or hire-purchase finance companies. In fact the growth
of deposits and shares of building societies accelerated sharply in 1967 and again
in the fourth quarter of 1968 when the growth of bank deposits and the money
stock was also accelerating; it decelerated in the first three quarters of 1968 when
bank deposits were also slackening. This similarity of short-term developments in
liquidity and money supply coincides well with long-term developments reported
in academic studies.
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enhanced by the behaviour of the newly adopted measure "domestic
credit expansion". In any economy, but especially in one with a relatively
large foreign sector, an expansion of bank credit may lead, to a significant
extent, to an external deficit and loss of reserves rather than to an increase

in the money supply. In such a case, the rate of growth of the money
supply may overstate the restrictive effect of monetary policy. This is
particularly unfortunate when the major goal of the authorities is the
correction of a balance of payments deficit. These considerations obviously
apply to the recent UK experience, and led to the adoption, in 1969, of
the concept of domestic credit expansion (DCE) as a principal indicator
of monetary policy. The crucial point is that while an expansion of
domestic bank credit, to the extent that it results in an external deficit

(i.e. a decline in net official reserves) leaves the money supply unaffected,
it always increases DCE. Conversely, a balance of payments surplus or
deficit affects the money supply but not DCE1.

The assessment of monetary policy and credit conditions on the basis
of DCE confirms that 1 968 was indeed a year of easy credit conditions.
DCE amounted to as much as £1 .9 billion, compared with £1.8 billion in
1967 and £0.8 billion in 1966.

Flow of Funds

While 1968 saw a faster rise than in 1967 for both the money supply
and DCE, there was a considerable drop between the two years in the
total flow of credit2 to final spending units (the personal sector, non-
financial companies and the consolidated public sector). Credit
received by the public sector fell appreciably (see Table 3) because of
declines in both the central government's borrowing requirement3 and
the needs of local authorities and nationalized industries to borrow from

sources other than the central government. But credit received by the
personal sector did not fall much. And credit to non-financial companies
rose significantly.

This break-down of the total flow of credit thus confirms the picture
of a fairly easy monetary situation in 1968. The contraction of borrowing
reflected restraints emanating from fiscal rather than monetary policy.

1 Therefore, if a country commits itself to a maximum DCE for a given
period and its balance of payments turns out worse than expected, it will have to
reduce pro tanto the increase in its money supply, and its major counterpart, bank
credit. If its balance of payments turns out better than expected, it will be able, if it
so wishes, to allow the money supply to increase more rapidly.

2 Including funds raised in money and capital markets.

3 Of nearly £400 million (see Table 2). As in the case of DCE, sales of gold
and convertible currencies are treated as borrowing.
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Restrictive monetary conditions would be likely, in the main, to have
affected expenditure by the private sectors, and here 1968 saw small
change in borrowing by households and a substantial acceleration of
non-financial corporate borrowing.

Interest Rates

On the surface the evolution of interest rates in 1968 points to much
tighter credit conditions than implied by the quantitative indicators
discussed above. The yield on long-term government securities rose from
7.1 per cent in December 1967 to over 8 per cent in December 1968 (see
Table 4). Similarly, the yield on long-term private securities rose from
7.9 to 9 per cent. However, Bank rate was decreased from 8 per cent
to 7 y2 per cent in March and to 7 per cent in September. Since the rate
on advances of clearing banks is pegged to Bank rate with the prime
rate then set at one half of a percentage point above Bank rate (since
October 1st, 1969, 1 percentage point) the cost of bank credit declined in
absolute terms and even more in relation to the yield on securities. This
widening gap between the cost of borrowing from banks and from the capi¬
tal market is likely to have artificially inflated the demand for bank
advances and made it more difficult for banks to respect the credit directive,

especially after November 1968 when the ceiling was lowered.

Thus, the movement of interest rates in 1968 was by no means

uniformly upward. But even a general increase in interest rates does not
necessarily imply an effective tightening of monetary policy if, at the
same time, other factors are causing the demand for credit to increase
and if prices are also rising rapidly. An increase in interest rates depresses
aggregate demand only if it mikes borrowing less attractive, and this
depends, among other things, on price expectations, which, in turn, are
generally believed to be heavily influenced by recent price changes.
Correction of the nominal interest rate by the rate of inflation suggests
that the real cost of borrowing (expected real interest rate) rose in the

United Kingdom in late 1967 and early 1968 but may then have
declined somewhat before resuming an upward trend at the end of the
year1.

1 For example, the nominal interest rates on company debenture and loan
stocks shown in Table 4 were corrected for inflationary expectations by deducting
the average increase in the implicit GDP price deflator during the previous four
quarters. The resulting "real" interest rate increased in late 1967 and early 1968,
reaching a high of about 6.8 per cent in the first quarter of 1968. It then declined
to a low of 4.5 per cent in the third quarter, but resumed an upward trend thereafter,
exceeding 5 per cent in the first quarter of 1969. Other techniques for deriving the
"real" interest rate give somewhat different results, but nearly all indicate a decline
of the "real" rate in mid-1968.
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Changes in holdings of liquid assets

The period immediately preceding and following the devaluation of
the pound was characterised by unusually high liquidity of the economy
and of the private sector1. In 1965 and 1966, the saving ratio had been
very high and the personal sector accumulated wealth and increased its
net position in financial assets at a record pace. In 1967, personal saving
and the saving ratio dropped; but the personal sector greatly increased
its preference for liquidity and sold large amounts of government securities
as well as corporate and overseas securities. At the same time, it greatly
expanded its cash balances and, through the process of intermediation by
non-bank financial institutions, lent heavily in short-term form and
borrowed in long-term form. (This last development, by itself, left the
net position of the private sector in financial assets as well as in
wealth unchanged, but increased its liquid position).

To a certain extent, the build-up of liquidity in 1967 represented a
typical cyclical development. In a period of economic recession or slack,
the preference for liquidity increases and market interest rates with a
cyclical behaviour fall, making the (less volatile) rates paid by building
societies more attractive. These institutions receive a larger flow of savings,
facilitating the financing of construction, which plays a countercyclical
role. Proponents of the relevance of liquidity as a macroeconomic
variable affecting demand also regard the high degree of liquidity of the
economy typical of this phase of the cycle as a welcome element facili¬
tating the revival of private consumption.

However, the build-up of liquidity in 1967 was probably due less to
domestic cyclical considerations than to uncertainties and fears related to
the balance of payments and the external position of sterling. In any event,
the relatively high ratio of liquid assets to current income at the end of
1967 combined with the continued rapid expansion of money and
credit during the course of the year 1968 was probably instrumental
in the failure of monetary conditions in 1968 to tighten to a degree
compatible with the intentions which the authorities announced (but not
in precise quantitative terms) at the beginning of the year.

1 Liquidity is here defined in a broad sense to include the money stock,
liabilities of building societies and hire-purchase finance companies, national savings,
premium saving bonds, and Post Office and Trustee Saving Banks ordinary accounts.
Liquidity increased from a low of about 58 per cent of GDP (at current market
prices) in the fourth quarter of 1966 to a high of about 63 per cent in the first
quarter of 1968. It then steadily decreased, reaching 61 per cent in the last quarter
of 1968.
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Developments in 1969

The failure in 1968 to achieve balance of payments goals, and the
autumn exchange crisis, led to new monetary and fiscal measures in
November1 and again at the time of the 1969-70 budget. These measures,
and the recognition in the Letter of Intent to the International Monetary
Fund of a prospect for domestic credit expansion of £400 million during
the financial year 1969-70, were taken to ensure that monetary and fiscal
policy worked in harmony with each other. Moreover, the greatly
improved fiscal situation2, by converting the public sector from a net user
of capital funds to a net supplier, has significantly helped to reduce the
rate of money and credit expansion.

Total bank credit outstanding to the private and public sectors
contracted by £492 million in the first six months of 1969, compared
with a £75 million expansion in the same period of 1968. Bank claims
on the public sector decreased by £889 million, reflecting mainly the
favourable revenue season but also the improved underlying fiscal position
of the central government, while credit to the private sector rose by
£ 397 million. The reduction in public sector debt held by the banking
system was £154 million greater than in the first half of 1968. At the
same time, bank credit to the private sector expanded by £413 million less
than in the corresponding period of 1968.

In spite of the pressure by the authorities to bring the clearing banks'
advances to the private sector down to the ceiling, advances remained 1-4

1 Existing rates of purchase tax and several other taxes were raised, the target
for bank lending to the private sector was revised, and an import deposit scheme was
introduced, originally, for one year. The proceeds of the latter scheme, which are
deposited on arrival of the goods and repaid 180 days later, are included in
government receipts, reducing the borrowing requirement. Designed to discourage
imports and to draw off liquid funds available to importers, the scheme also
stimulated short-term borrowing from abroad, particularly in its first weeks, before
the announcement that importers would no longer be allowed to borrow from
overseas for this purpose. UK banks were requested to give very low priority to
financing import deposits. In the first five months of 1969 the yield of import
deposits averaged £93 million a month, but, as repayments of earlier deposits fell
due, there was a sharp decline in net yield after May. In August and particularly
in September, when the schedule of repayments was accelerated, the net yields were
negative. By end-September 1969 the net amount of import deposits collected since
November 1968 was £557 million.

2 The surplus (negative borrowing requirement) of the central government
amounted to £1,454 million and that of the total public sector to £1,199 million
in the first quarter of the calendar year. The central government had a surplus of
£236 million even in the second quarter, for the first time in many years. The large
public sector surplus in the first half-year was reflected in its repayment of both
external and domestic debt. Net overseas redemptions amounted to £264 million,
and net domestic repayments to about £1,050 million.

43



OECD Economic Surveys

per cent above the limits on make-up dates. In August 1969 they were
£220 million, or 4 y2 per cent, above the target, the largest excess since
the present ceiling was imposed in November 19681, and the excess was
maintained in September and October.

Money supply, which had increased by £205 million during the
first half of 1968, fell by £378 million in the first half of 1969, mainly
reflecting the contraction in bank lending brought about by the big impro¬
vement in the central government borrowing requirement and, from April,
a recovery in the gilt-edged market. Seasonally adjusted, the annual
rate of decrease was 1.4 per cent (a growth of 1.8 per cent per annum
during the first quarter but a fall of 4.8 per cent during the second

Total credit extended by the London clearing banks declined at
an annual rate of about 5 per cent from December to July, compared to
an increase of about 5 per cent per annum during the corresponding period
a year earlier. Had the ceilings on bank lending been observed, with no
offsetting increases in other bank assets (which would have been by no
means certain), the decline in money supply and total bank credit so far
in 1969 would have been even more substantial.

As overseas lending to the public sector was negative to the extent of
£ 264 million in the first half of 1969, the swing in DCE was considerably
larger than that in domestic bank credit and money supply from
£ 1,001 million in the first half of 1968 to a negative £704 million in the

first half of 1969, a change of £1,705 million. The shift in the fiscal
position made this swing possible, while still allowing for an increase in
bank lending to the private sector. Bank lending to private and overseas
sectors amounted to £397 million in the first half of 1969, against
£ 810 million a year earlier.

By letting interest rates rise, with a consequential lowering of prices,
particularly in the long-term sector, the authorities discouraged private
liquidation of government stock. The non-bank public had reduced its
holdings of gilt-edged in the first quarter by £193 million. The markets
revived following the Budget, to some extent because of the exemption
from capital gains tax of gilt-edged transactions announced in the Budget,
but more probably because of a growing presumption that interest rates
had about reached their peak and would be more likely to fall than to
rise in the immediate future. In the second quarter the non-bank private

1 See footnote 2 on page 37.
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sector acquired £108 million of gilt-edged while the banking sector's
holdings of gilts continued to fall throughout the first six months of the
year.

Full information concerning the total flow of credit to final spending
units is not yet available for the first half of 1969, but to judge from the
first quarter figures and other developments, there has been a decline from
the 1968 rate. Net credit received by the personal and public sectors has
clearly been contracting, but the flow to non-financial companies has
been at least as strong as in 1968. The large central government surplus
and the squeeze on personal loans has enabled domestic credit expansion
to be contained within the target despite a substantial growth of credit
to non-financial companies.

By September, the yield on gilt-edged stock was about 1 per cent
higher than in December; over the same period the yields on company
debenture and loan stocks and local authority 90-day deposits rose by
nearly 2 per cent. The rate on Treasury bills rose by 1 per cent when
Bank rate, to which it is closely tied, was put up to 8 per cent again at
the end of February. Faced by the rising trend in competing rates, the
building societies raised their interest rate in April by y2 per cent and
the mortgage rates by 7/8 per cent. In September, it was announced
that the rates charged on bank advances were to be raised by % per
cent with effect from October 1st, without any corresponding change in
Bank rate.

Rising interest rates abroad would probably have made some increase
in United Kingdom rates inevitable in 1969. But a major consideration
of the authorities in allowing rates to increase was the need to restrain
the growth of domestic demand. The rise of United Kingdom rates was,
in fact, greater in absolute terms than in several other countries; for
example, the spread between UK and US (domestic but not Euro-dollar)

rates has increased in the long-term sector by one full percentage point
(see Table 4). The rise in nominal interest rates to new record levels has

certainly exceeded any plausible increase in inflationary expectations, so
that there can be little doubt that the " real " rate of interest has

markedly increased.

The clearing banks have evidently encountered substantial difficulties
in respecting the credit ceiling. The view has been expressed that the
limits might be too severe, especially in months when large tax payments
are made. In any case, available evidence on the behaviour of other
monetary magnitudes indicates a sharp reduction in the rates of expansion
from 1968 and the achievement of structural shifts in credit distribution

in line with policy targets. Thus monetary conditions, as measured both
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by the cost and availability of credit, have been significantly more
restrictive in 1969 than in 1968.

Concluding Remarks

The statistical evidence summarized in the present note supports the
generally accepted judgement that monetary policy and conditions in the
United Kingdom were too easy in 1968 to provide the intended
contribution to overall demand management and balance of payments
adjustment. Most strikingly, domestic credit expansion, at £1.9 billion,
was slightly larger than in 1967. This reflected the degree of official
support for the gilt-edged market, and the large increase in bank lending
to the private sector.

The increase in the money supply especially if measured on an
annual average basis also indicates that monetary conditions were
relatively easy. Given the UK's underlying rate of growth of potential
GNP {about 3 per cent), the strong monetary expansion that had taken
place in 1967 and the difficult external position of the country, a
reasonable target for the rate of growth of the money supply in 1968, if
that were to be considered a desirable target variable for monetary policy,

might have been about 4 per cent rather than the actual result of 6.6 per
cent. About half of the difference of £400 million was accounted for

by the increase in the money supply which originated from the support
of the gilt-edged market1. A smaller increase in the money supply would,
within the framework of the existing use of monetary policy instruments,
have required some combination of the following policy actions:

(a) less support of the gilt-edged market;

(b) lower ceilings on the categories of bank credit covered by the
restrictions:

1 The principal objective of British debt management policy is to maximize
non-bank holdings of public debt and to lengthen as much as possible the maturity
of such holdings. Presumably this objective is based not only on the desire to
facilitate the management of a large, constantly maturing, and (until very recently)
growing public debt but also the judgement that as high a proportion as possible
of the public sector's borrowing requirement should be financed by attracting the
savings of the non-bank public. The achievement of this objective can best
be served, in the view of the British authorities, if the market for gilts does not suffer
unduly abrupt changes in price over short periods of time. This, in turn, frequently
requires fairly large-scale purchases by the authorities which, because of the
resulting expansion in the liquidity of both the bank and non-bank sectors, may
lead to short-run inflationary pressures. The authorities have, however, allowed the
yield on long-term debt to rise rapidly in 1968 (especially in the second and fourth
quarters) and in 1969. By mid-year, this policy undoubtedly helped by the
improvement in the fiscal and balance of payments situations seems to have
gone far enough to have brought a substantial return of buyers to the market.
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(c) the application of ceilings on bank credit to the exempted
categories or to some of them;

(d) less recourse to bank credit by the local authorities.

In 1969, monetary policy has clearly been considerably more
restrictive, and there has been a significant improvement in the balance
of payments. Both these developments probably owe much to the changed
fiscal picture which, by reducing public sector demand for credit, enabled
private investment to be financed without undue expansion of total bank
credit. If these favourable trends continue, there should be room

within the DCE ceiling for both money supply and bank credit to
the private sector to rise at least a little more rapidly in the immediate
future than in the first part of 1969. But no general relaxation of policy
would yet seem warranted.

Recent experience, especially since November 1968, has revealed the
shortcomings of ceilings on bank advances as a monetary weapon, at least
as employed in the UK environment. In the first place, ceilings which
apply to only a portion of the assets of the commercial banks cannot
alone be relied upon to control the growth of total bank credit or the
money supply. They may serve in some measure to hold the growth of
bank credit to the non-bank private sector below what it would other¬
wise have been. But there may be some tendency to substitute exempt
for non-exempt credits within the private sector. A more general objection
to such a quota system is that it tends to inhibit competition and to
freeze the relative positions of the institutions affected, thus presumably
leading to a less than optimum use of resources. Moreover, the
authorities in the United Kingdom have apparently not yet found a
means to compel reasonably prompt compliance.

The example of many other countries raises the question whether the
cash reserve ratio or the special deposit system or some other device
could be used to manage the total (sterling) deposit liabilities of the
banking system and, in consequence, total credit extended to the public
and private sectors combined. The successful operation of such a system
would depend basically on two conditions: the ability of the authorities
to enforce and to vary the prescribed ratio and, more importantly, their
ability substantially to affect if not actually control the quantity of eligible
reserve assets at the disposal of the banking system. The latter, in turn,
implies that the principal target variable of monetary policy would be the
rate of growth of bank credit and the monetary stock, leaving interest
rates including the rate on long-term government securities to be

determined by the market. But these far-reaching questions would require
further and detailed examination.
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The attention given to "domestic credit expansion" cannot, in itself,
resolve this underlying dilemma. In the immediate context, however, the
combination of higher yields on gilt-edged, the changed fiscal situation,
and the improvement in the balance of payments may enable the
authorities again to become net sellers of long-term securities to the
non-bank private sector. In such a situation, the task of confining the
growth of total bank credit to the target limit would be greatly facilitated.
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Table 1 Bank Credit, Domestic Credit Expansion and Money Supply

£ million

Calendar years :

1967

1968

Financial years

1967/68
1968/69

vo Quarters :

1968 - I

II

III

IV

1969.

II

Public

sector

Bank lending

Private

sector1
Total

Currency
with

non-bank

private
sector'

Overseas

lending
to

public
sector

DCE
Money
supply'

571

56

562

681

1 133

737

125

52

500

1 104

1 758

1883

1 309

987

-26

93

741

601

715

694

106

69

1446

413

2 262

1 176

1 239

919

-825

90

596

195

391

419

-352

223

-434

509

244

418

39

61

-104

56

485

345

-69

343

90

915

71

817

-314 1373

519 3313

100 603

682 4593

-788

-101

311

86

-477

-15

56

-4

-206

-57

-627

-76

-382 69*

4 -1843

1 Including lending to overseas sector in sterling.
2 Change during period.
3 Seasonally adjusted figure.

Source : Bank of England Quarterly Bulletin, September 1969, and Financial Statistics.



Tabic 2 Financing the Public Sector

£ million

o

Calendar years Fisca years 1968 1969

1967 1968 67/68 68/69 01 Q2 Q3 Q4 Ql Q2

Public sector borrowing requirement :
Central government
Other public sector

1 134

673

755

541

1 331

622

-273

708

-426

86

W4

153

360

208

427

94

-1 454

253

-236

157

Total 1 807 1 296 1 953 435 -340 547 568 521 -1 201 -79

less : overseas lending
equals : net domestic borrowing

500

1 307

1 104

192

1 441

512

413

22

485

-825

345

202

-69

637

343

178

-206

-995

-57

-22

Financed by :

Banking sector
Bank of England, Banking Dept.
National debt1

of which : stocks2
Other public debt

571

-19

250

(233)
340

56

128

268

(-2S3)
196

-26

-131

140

(-110)
245

93

177

450

(-551)
366

-825

-135

727 -

(-47)
37

90

183

-111

(301)
18

596

13

428

(299)(-
155

195

67

142

-234)
-14

-788

-86

-909

(-315)
207

-101

-43

-129

(-68)
71

Non-bank private sector
National debt1

of which : stocks2
Other public debt

736

409

(286)
327

136

-266

(-207)
402

538

140

(14)
398

-71

-457

(-425)
386

0

-50

(25)(-
50

112

-78

-110)
190

41

-17 -

(72)(-
58

-17

-121

-193)
104

-207

-241

(-193)
34

79

27

(108)
52

Total domestic financing 1 307 192 512

cial Statisti

22

cs.

-825 202 637 178 -995 -22

1 Including currency.
2 Gilt-edged.

Source : Bank of England Quarterly Bulletin, S ïptember 19<59, and Finan



Table 3 Flow of Identified Credit

£ million

Credit received by the personal sector from :

Banks

Non-bank financial intermediaries

Others, including overseas1

Total

1967

1 096

1968 Swing

177 64 -113

827 920 93

92 7 -85

991 -105

Credit received by non-financial companies from

Banks

Non-bank financial intermediaries

Others, including overseas1

Total

291 645 354

767 1 034 267

-743 -878 -135

315 801 486

Total credit received by the private sector2
(non-consolidated) from :

Banks

Non-bank financial intermediaries

Others, including overseas1

Total

468 709

1 594 1 954

-651 -871

1 411 1 792

241

360

-220

381

Total credit received by the public sector (consolidated)
from :

Banks

Non-bank financial intermediaries

Others, including overseas1

Total

599 57 -542

680 198 -482

559 743 184

1 838 998 -840

Total credit received by the private and public sectors
from :

Banks 1 067 766 -301

Non-bank financial intermediaries 2 274 2 152

Others, including overseas1

Total3 3 249 2 790

DCE 1 758 1 883

-459

125

1 In addition to overseas, " others " include: non-financial companies, the personal sector,,
the central government and local authorities.

2 This is the sum of the personal sector and the non-financial company sector.
3 These figures are derived from identified flows of credit and thus differ from total flows

including unidentified items.

Source : Bank of England Quarterly Bulletin, Sept. 1969, and Financial Statistics.
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Table 4 Interest Kates in the United Kingdom and in Dollar Markets

Per cent per annum

1968 1969

T"^r* 	
ucc.

1967
M J S D M J S Latest Date

United Kingdom

A Bank rate 8.0 7.5 7.5 7.0 7.0 8.0 8.0 8.0 8.0 (7/11)
B Treasury bills 7.48 7.11 7.24 6.58 6.78 7.78 7.88 7.81 7.74 (31/10)
C Local authority 90-day deposits 7.81 8.06 8.13 7.41 7.75 8.88 9.38 9.88 9.44 (17/10)
D 2 '/2 per cent Consols 7.06 7.18 7.75 7.45 8.05 8.69 9.25 9.12 8.86 (10/10)
E Company debenture and loan stock 7.93 7.98 8.17 8.36 9.00 9.67 10.77 10.84 10.77 (10/10)

The Dollar markets

J3 A Discount rate
B U.S. Treasury bulls

4.50 5.00 5.00 5.25 5.50 5.50 6.00 6.00 6.00 (7/11)
5.10 5.15 5.40 5.18 6.20 6.07 6.46 7.02 7.00 (3/11)

C 90-day Euro-dollar deposits 6.25 6.38 6.75 6.00 7.44 8.50 10.50 10.62 9.88 (17/10)
D U.S. long-term govt, bonds 5.35 5.42 5.15 5.09 5.82 6.07 6.04 6.41 6.34 (10/10)
E U.S. Corporate bonds A aa 6.19 6.11 6.28 5.97 6.45 6.85 6.98 7.14 7.37 (10/10)

Difference (U.K. rate minus dollar rate)

A 3.50 2.50 2.50 1.75 1.50 2.50 2.00 2.00 2.00 (7/11)
B 2.38 1.96 1.84 1.40 0.58 1.71 1.42 0.79 0.74

C 1.56 1.68 1.38 1.41 0.31 0.38 -1.12 -0.74 -0.44 (17/10)
D 1.71 1.76 2.60 2.36 2.23 2.62 3.21 2.71 2.52 (10/10)
E 1.74 1.87 1.89 2.39 2.55 2.82 3.79 3.70 3.40 (10/10)

Source : National Statistics.

Note Rates in effect at or near end of period, except line E, which is a monthly average.
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Table A National Product and Expenditure

£ million

Private consumption
Public consumption
Fixed investment

Change in stocks
National expenditure
Exports of goods and services

less : Imports of goods and services
Gross domestic product at market prices

less : Net indirect taxes

Gross domestic product at factor cost

Private consumption
Public consumption
Fixed investment

Change in stocks
National expenditure
Exports of goods and services

less : Imports of goods and services
Gross domestic product at market prices

less : Net indirect taxes

Gross domestic product at factor cost

1961 1962 1963 1964 1965 1966 1967 1968

At current prices

17810 18906 20125 21493 22 865 24 236 25 339 27 065

4 589 4 920 5 184 5 512 6 043 6 572 7 246 7 702

4 619 4 731 4 916 5 854 6 303 6 707 7 262 7 798

323 69 219 654 416 253 202 204
27 341 28 626 30 444 33 513 35 627 37 768 40049 42 769

5 370 5 504 5 815 6109 6 532 6 969 7 125 8 610

5 515 5604 5 946 6711 6 842 7 092 7 577 9 038

27 196 28 526 30 313 32 911 35 317 37 645 39 597 42 341
3 057 3 296 3 487 3 945 4 422 5 055 5211 6 074

24 139 25 230 26 826 28 966 30 895 32 590 34 386 36 267

At 1963 prices

18 846 19 258 20125 20 819 21 169 21 617 22 039 22 562

4 945 5 100 5 184 5 272 5 420 5 561 5 825 5 851

4 847 4 829 4 916 5 717 5 949 6 102 6 525 6 791

337 80 219 642 400 241 169 160

28 975 29 267 30 444 32 450 32 938 33 521 34 558 34 364

5 487 5 578 5 815 6 029 6 314 6 555 6 564 7 321

5 628 5 946 5 946 6 501 6 549 6 705 7 104 7 609

28 834 29 109 30 313 31978 32 703 33 371 34 018 35 076

3 342 3 346 3 487 3 752 3 755 3 871 4 026 4 222

25 492 25 763 26 826 28 226 28 948 29 500 29 992 30 854

Source : National Income and Expenditure 1969.



Table Al National Product and Expenditure

£ million

1967 1968 1969

I II HI IV I II III IV 1 11

Private consumption
Public consumption
Fixed investment

Change in stocks
National expenditure
Exports of goods and services

less : Imports of goods and services
Gross domestic product at market prices

less : Net indirect taxes

Gross domestic product at factor cost

At current prices Unadjusted

5 852 6 295 6 432 6 760 6 438 6 626 6 797 7 204 6 614 7 125

1805 1763 1 795 1 883 1938 1 877 1927 1 960 2013 1 985

1812 1 768 1 799 1 883 1961 1 823 1908 2 106 1940 1 852

56 130 39 -23 -121 152 140 33 124 74

9 525 9 956 10 065 10 503 10216 10 478 10 772 11 303 10 691 11 036

1 808 1 842 1 782 1693 2 071 2 102 2 193 2 244 2 177 2 425

I 844 1914 1897 1922 2 235 2 227 2318 2 258 2311 2 367

9 489 9 884 9 950 10 274 10 052 10 353 10 647 11289 10 557 11094

1208 1297 1 329 1 377 1352 1 451 1 559 1 712 1 594 1 721

8 281 8 587 8 621 8 897 8 700 8 902 9 088 9 577 8 963 9 373

At 1963 prices Seasonally adjusted

Private consumption 5 383 5 466 5 569 5 621 5 758 5 505 5 622 5 677 5 582 5 650

Public consumption 1459 1446 1445 1475 1483 1453 1465 1450 1462 1441

Fixed investment 1 586 1 671 1643 1625 1683 1663 1681 1764 1 609 1 616

Change in stocks 83 43 -33 76 -74 61 40 133 117 22

National expenditure 8 511 8 626 8 624 8 797 8 850 8 682 8 808 9 024 8 770 8 729

Exports of goods and services 1737 1669 1645 1513 1817 1750 1 870 1884 1 867 1944

less : Imports of goods and services 1763 1805 1733 1803 1901 1867 1910 1931 1920 1934

Gross domestic product at market prices 8 485 8 490 8 536 8 507 8 766 8 565 8 768 8 977 8 717 8 739

less : Net indirect taxes 975 1006 1017 1028 1080 1012 1053 1077 1029 1064

Gross domestic product at factor cost 7 510 7 484 7 519 7 479 7 686 7 553 7 715 7900 7 688 7 675

Source : Monthly Digest of Statistics.



Table B Origin of Gross Domestic Product

£ million

1961 1962 1963 1964 1965 1966 1967 1968

At current prices

Agriculture, forestry, fishing 952 988 982 1024 1 054 1075 1 129 1 127

Mining and quarrying 695 732 735 737 709 698 700 687

Manufacturing 8 454 8 568 9 068 10010 10 825 11 106 114S8 12 527

Construction 1 509 1 636 1 740 2 014 2 180 2 295 2 335 2 456

Electricity, gas and water 676 741 837 920 1 035 1081 1 148 1 288

Transport and communications 2 023 2115 2 288 2 441 2 651 2 768 2 828 3 065

^ Wholesale and retail trade 2 888 3 029 3 192 3 419 3 594 3 771 3 797 4 082

°* Ownership of dwellings 964 1 052 1 149 1 262 1 396 1 521 1 656 1 801

Public administration and defence 1 383 1 459 1 552 1 673 1 801 1965 2 083 2 258

Other services 4 702 5 014 5 462 5 868 6 277 6 739 7 274 7 755

Adjustments and residual error -107 -104 -179 -402 -627 -429 -52 -779

Gross domestic product at factor cost 24 139 25 230 26 826 28 966 30 895 32 590 34 386 36 267

Source : National Income and Expenditure 1969.



Table C Fixed Investment

£ million, 1963 prices

1961 1962 1963 1964 1965 1966 1967 1968

Total gross fixed investment

Residential construction

Other construction

Machinery and equipment

Non-residential :

Manufacturing
Public services and utilities

Transport and communications
Distribution

Other

Government non-residential

of which : public enterprises
Private non residential

Seasonally adjusted :

Total gross fixed investment

Residential construction

Other construction

Machinery and equipment

Non-residential :

Manufacturing
Public services and utilities

Transport and communications
Distribution

Other

Government non-residential

of which : public enterprises
Private non-residential

4 847 4 829 4916 5 717 5 949 6102 6 525 6 791

895 924 944 1 175 1 198 1 206 1306 I 377

1534 1599 1 568 1 797 1 871 1879 2 038 2127

2 418 2 306 2404 2 745 2 880 3 017 3 181 3 287

1 301 1 196 1055 1 190 1309 1 351 1310 1 349

977 1 121 1265 1468 1529 1669 1862 1 810

517 451 433 503 514 513 616 765

310 301 327 377 359 318 339 344

847 836 892 1004 1040 1045 1092 1 146

1642 1671 1752 1977 2 058 2 196 2 506 2 504

941 950 1024 1 140 1 213 1 304 1474 1 395

2 310 2 234 2 220 2 565 2 693 2 700 2 713 2 910

1967 1968 1969

Ql qii qui QIV Ql QII QUI QIV Ql QII

586 1 671 1643 1 625 1683 1 663 1 681 1 764 1609 1616

317 326 336 327 344 351 343 339 324 302

495 514 518 511 524 535 531 537 518 518

774 831 789 787 815 777 807 888 767 796

327 344 321 318 316 317 337 379 319 353

439 476 476 471 473 455 446 436 431 407

151 162 147 156 172 177 188 228 161 174

81 84 86 88 91 84 82 87 85 86

271 279 277 265 287 279 285 295 289 294

599 625 639 643 646 629 611 618 594 564

356 370 371 377 365 354 336 340 331 302

670 720 668 655 693 683 727 807 691 750

Source : National Income and Expenditure 1969; Monthly Digest of Statistics.



Table D Income and Expenditure of Households and Private Non-Profit Institutions

At current prices, £ million

1961 1962 1963 1964 1965 1966 1967 1968

Compensation of employees :
Wages and salaries 14 855 15640 16 390 17 750 19 085 20 325 21050 22 450

Pay and allowances of armed forces 385 401 419 450 467 523 524 542

Employers' contributions to social security 1 167 1266 1382 1 503 1709 1893 2 041 2 275

Incomes from property and entrepreneurship :
Incomes of independent traders 2117 2155 2 217 2 342 2 527 2 665 2 772 2 840

Interest, rents, dividends and corporate grants 2 648 2 778 3064 3 370 3 687 3 819 3 976 4 299

Current transfers from government 1712 1885 2 133 2 257 2604 2 834 3 202 3 687
Current transfers from the rest of the world 109 111 113 131 135 134 135 147

Income of households, etc. 22 993 24 236 25 716 27 803 30 214 32193 33 700 36 240

less : direct taxes on households, etc. 2 249 2 458 2 510 2 801 3 344 3 714 4 051 4 559

01 Disposable income 20 744 21 778 23 206 25 002 26 870 28 479 29 649 31 681

00 less : Current transfers to government 1072 1 197 1 303 1444 1685 1804 1909 2167
less : Current transfers to rest of the world 116 125 146 173 187 205 218 249

less : Consumers' expenditure on goods and
services 17 810 18 906 20125 21493 22 865 24 236 25 339 27 065

Whereof : Food 4 370 4 565 4 695 4 895 5 065 5 322 5 479 5 673

Clothing 1709 1751 1845 1938 2054 2113 2139 2 257

Housing 1775 1955 2161 2 343 2 586 2 835 3 055 3 284
Durables 1388 1476 1703 1883 1894 1894 2 014 2 206

Other 8 568 9159 9 721 10434 11261 12 072 12 652 13 645

Savings of households, etc. 1746 1550 1632 1892 2133 2 234 2183 2 200

Source : National Income and Expenditure 1969.
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Table Dl Income and Expenditure of Households and Private Non-Profit Institutions

At current prices, £ million

1967 1968 1969

Ql QII QUI QIV Ql QH qui QIV Ql QII

Compensation of employees :
Wages and salaries 5 088 5 247 5 327 5 388 5 523 5 531 5 635 5 761 5 893 5 932

Pay and allowances of armed forces 132 129 131 132 134 132 140 136 137 131

Employers' contributions to social security 496 505 509 531 552 562 576 585 588 597

Incomes from property and entrepreneurship :
Incomes of independent traders 1 1634 1657 1 758 1699 1765 1775 1779 1820 1881 1838

Interest, rents, dividends and corporate grants)
Current transfers from government 772 789 805 836 893 909 933 952 964 954

Income of Households, etc.1 8122 8 327 8 530 8 586 8 867 8909 9 063 9 254 9 463 9 452

less : direct taxes on households, etc. 974 976 1044 1057 1082 1 115 1 170 1 192 1223 1285

Disposable income1 7 148 7 351 7 486 7 529 7 785 7 794 7 893 8 062 8 240 8 167

less : Current transfers to government 467 471 470 501 527 534 553 553 550 552

less : Current transfers to rest of the world (net) 12 23 22 26 31 24 22 25 25 27

less : Consumers' expenditure on goods and service 6157 6 265 6404 6 513 6 742 6 579 6 799 6 945 6 922 7 081

Whereof: Food2 1329 1 369 1 363 1418 1 383 1403 1400 1487 1448 1494

Clothing2 441 516 505 677 466 549 531 711 468 579

Housing2 737 776 771 771 788 834 831 83) 848 896

Durables2 462 516 502 534 659 507 507 533 508 560

Other2 2 883 3 118 3 291 3 360 3 142 3 333 3 528 3 642 3 342 3 596

Savings of households, etc. 515 592 590 489 485 657 519 539 743 507

1 Excluding current transfers from the rest of the world.
2 Unadjusted.

Source : Monthly Digest of Statistics.



Table E Production, Employment and Productivity in Industry

Seasonally adjusted, 1963 = 100

8

1968 1969
1965 1966 1967 1968

Ql QII qui QIV Ql QII QUI1

Production :

Mining and quarrying 96 90 89 85 87 85 84 84 81 80 80

Manufacturing 112 114 114 121 118 120 122 124 124 126 127
Basic metals 118 111 105 111 107 110 112 115 114 117 114

Ferrous2 120 112 105 111 111 114 104 117 119 122 97
Non-ferrous2 113 108 104 109 108 109 103 113 117 116 100

Metal products 113 116 115 122 118 123 124 125 125 129 130

Transport equipment2 111 109 104 112 96 113 105 122 109 120 101

Food, beverages and tobacco 105 109 111 115 114 112 115 117 115 117 119

Textiles clothing and shoes 108 107 104 114 111 113 115 117 116 119 116

Chemicals, petrol and coal 117 123 129 138 134 137 140 143 143 146 153

Other manufacturing2 114 115 116 123 123 125 115 128 125 126

Electricity and gas 112 117 121 128 130 125 128 129 142 132 130
Total 111 113 113 119 117 118 120 122 122 123 125

Employment in manufacturing 102.6 102.6 99.7 98.8 98.7 98.7 98.8 98.9 99.2 99.3

Output per person employed 109.6 111.3 114.3 122.7 119.7 122.2 123.5 125.6 125.0 126.7

Index of average weekly hours worked :
per operative in manufacturing* 99.3 97.7 97.0 97.8 96.7 97.7 98.4 98.3 97.4 98.3 98.6

1 July-August.
2 Unadjusted.

Source : Department of Employment and Productivity Gazette; OECD Industrial Production.



Table P The Labour Market and Employment

Thousands

os

1968 1969

1964 1965 1966 1967 1968

Ql QII QUI QIV Ql QII qui

Labour force (seasonally adjusted) :J
Wage and salary earners 22 878 23 131 23 285 22 813 22 633 22 681 22 633 22 612 22 629 22 642

Self-employed 1 635 1 622 1612 1 682 1680 1681 1680 1681 1680 1682

Total employment 24 513 24 753 24 897 24 495 24 313 24 362 24 313 24 293 24 309 24 324

Labour force 25 303 25 497 25 618 25 427 25 268 25 311 25 268 25 232 25 216 25 241

of which, female (%) 34.6 34.8 35.3 35.2 35.5 35.4 35.5 35.4 35.5 35.5

Labour force by sector (not seasonally
adjusted)1 11470 11538 11 610 11221 11017 11032 11017 11068 11080 10 958 10 934 10 963s

of which, manufacturing 8840 8 955 8 976 8 701 8 613 8 613 8 613 8 682 8 723 8 666 8 647 8 6933

mining and quarrying 655 622 574 551 486 509 486 471 461 456 448 4423

construction 1 572 1612 1637 1 546 1 506 1491 1506 1 507 1492 1436 1444 14343

agriculture, etc. 526 484 464 433 413 413

transport and other services 10 896 11064 11227 11 174 11215 11215

Index of average weekly hours worked
per operative in manufacturing 100.7 99.4 97.8 97.1 97.9 96.8 97.8 98.5 98.4 97.5 98.3 98.6<

(1962 = 100)2

Seasonally adjusted :

Unemployment 361 309 325 515 543 511 550 580 533 499 527 581

Unfilled vacancies for adults 221 265 254 175 189 184 180 182 210 206 195 192

1 Annual figures refer to June, quarterly figures to the final month of each quarter.
2 Averages of months in each period.
3 August,
4 July-August.

Source : DEP Gazette.



Table G Prices, Wages and Labour Costs

GDP deflators (at market prices)

Total

Private consumption
Gross fixed investment

Cost of living :
Food

Non-food

Goods

Services1

Wholesale prices

Non-food manufactured goods
Fuel and material inputs

g Output for home market
Export prices (unit values)

Manufactures

Import prices (unit values)
Manufactures

Building prices (new work)

Average hourly wage rates2
Average hourly earnings2
Income from employment
Income from employment per unit of output3

1963 1964 1965 1966 1967 1968

100.0

100.0

100.0

102.9

103.2

102.4

108.0

108.0

106.0

112.8

112.1

109.9

116.4

115.0

111.3

120.7

120.0

114.8

100.0

100.0

100.0

100.0

102.7

103.4

102.9

104.2

106.3

108.5

107.4

109.4

109.7

112.9

110.7

115.6

112.0

115.7

112.7

119.8

115.1

121.2

117.2

126.3

100.0

100.0

103.9

101.9

106.8

104.6

110.2

107.3

108.4

108.2

120.5

112.4

100.0 101.9 104.8 109.6 111.5 121.2

100.0

100.0

104.0

102

107.9

106

112.9

111

114.9

113

133.7

1)8

100.0

100.0

100.0

100.0

105.7

108.2

108.3

102.5

113.4

119.1

116.9

107.2

119.8

126.5

125.0

113.2

126.1

133.2

129.8

116.5

134.5

142.8

138.9

120.3

1 Including housing.
2 October of each year (all industry).
3 Based on income estimate of GDP.

Source : National Income and Expenditure 1969; Monthly Digest of Statistics; DEP Gazette.



Table H Money and Banking

0\

1964 1965 1966 1967 1968

1968 1969

I II III IV I II III

Bank rate (end of period) 7 6 7 8 7 7'/2 7 1/2 7 7 8 8 8

Treasury bill rate of discount (per cent)1 6.63 5.52 6.53 7.48 6.78 7.11 7.24 6.58 6.78 7.78 7.88 7.81

Average yields of 2 y2 per cent Consols2
(per cent) 6.03 6.42 6.80 6.69 7.39 7.13 7.30 7.47 7.69 8.42 9.11 9.15

Currency circulation with the public3
(£ million) 2 341 2 517 2 702 2 796 2 887 2 889 2 950 2 846 2 902 2 958 2 954

New capital issues (gross) (£ million) 757.9 825.9 1 080.0 1 012.5 1 328.1 214.6 314.6 444.8 354.1 419.1 310.9 246.7

Hire purchase debt outstanding (end of
period) (£ million) 1 280 1386 1 261 1226 1 269 1230 1229 1226 1 269 1 230 1237

New hire purchase credit extended (during
period)4 (£ million) 1025 1033 856 924 968 273 210 242 243 213 207

London clearing banks (£ million)8
Current accounts 4 836 4 869 4 955 5 084 5 334 5 337 5 275 5 298 5 487 5 224 5 180 5 133

Deposit accounts 2 922 3 292 3 536 3 769 4 177 4 068 4131 4 243 4 273 4 350 4 343 4 358

Other deposits 791 829 885 919 920 897 873 904 976 954 985 1000

Total liquid assets 2 589 2 763 2 908 2 990 3 182 2 958 3 106 3 336 3 385 3 095 3 187 3 137

Total liquid assets (per cent of total
deposits) 30.3 30.7 31.0 30.6 30.5 28.7 30.2 31.9 31.5 29.4 30.3 29.9

Investments 1220 1087 1 137 1341 1375 1360 1324 1 380 1432 1232 1 182 1 119

ofwhich : Government securities 1098 956 997 1 195 1213 1205 1 159 1215 1266 1064 1009 949

Investments (per cent of total deposits) 14.3 12.1 12.1 13.7 13.2 13.2 12.9 13.2 13.3 11.7 11.2 10.7

Advances 4 328 4 653 4 732 4 725 5 075 5 139 5 089 5 071 5 039 5 340 5 251 5 389

Advances (per cent of total deposits) 50.6 51.8 50.5 48.4 48.6 49.9 49.5 48.5 46.9 50.7 50.0 51.4

Net deposits4 7 891 8 316 8 675 9 024 9 645 9 595 9 575 9 775 9 825 9 845 9 720 9 655

1 End of period; average rate of discount on allotment for 91 day bills at the weekly tender.
2 Average of working days.
3 Annual figures are averages of months; quarterly figures refer to the last month in the quarter.
4 Seasonally adjusted.

Source : Financial Statistics.



Table I Foreign Trade

Seasonally adjusted

2

196S 1969
1964 1965 1966 1967 1968

1 II HI IV I II III

Imports c.i.f.1 (£ million)
Value (monthly averages) 475 479 497 536 658 647 642 666 678 674 698 693

Volume index (1961 = 100) 119 120 122 132 146 146 143 147 148 146 150 1502

Unit value index (1961 = 100)3 107 107 109 109 121 120 121 122 123 124 125 1262

Imports by commodity group (£ million)
Value (monthly averages)
Food, beverages and tobacco 148 142 143 147 159 169 157 152 )58 160 168 157

Crude materials, oils and fats 93 92 88 84 101 95 102 104 )03 103 103 105
Fuels 49 51 52 61 75 69 77 76 78 79 73 71

Semi-processed manufactures 110 114 123 133 177 177 170 183 178 184 187 200
Finished manufactures 70 74 83 104 138 131 125 141 155 140 158 151

Exports4 f.o.b. (incl. re-exports, £ million)
Value (monthly averages) 380 408 437 434 533 518 503 548 563 559 590 625

Volume index (1961 = 100) 111 117 121 119 136 135 130 139 141 139 146 154s

Unit value index (1961 = 100)3 106 108 112 114 123 121 123 125 126 127 127 1282

Manufactures, value, monthly averages 308 333 357 356 440 428 418 451 463 468 489 522

Share of United Kingdom in world exports
of manufactures (per cent) 14.2 13.5 12.9 11.9 11.1 11.3 11.1 11.0 11.0 11.1 10.7

Exports by area (£ million)
Value (monthly averages)
Sterling area 127 137 132 127 146 150 141 146 147 152 163 168
North America 50 59 70 69 95 96 87 99 98 89 99 104
EEC 75 75 80 80 100 96 94 101 109 108 111 122
EFTA 52 56 62 63 71 65 68 76 75 78 83 91

Terms of trade (1961 = 100) 99 102 103 105 102 101 102 103 102 103 102 101

1 Including imports of US military aircraft.
2 July-August.
3 Not seasonally adjusted.
4 Not corrected for under-recording.

Source : Board of Trade Journal; Report on Overseas Trade; NIESR Review.



OS

Table J Balance of Payments

£ million, seasonally adjusted

Current account

. Trade : Goods

Exports fob

of which : under-recording of exports
Imports fob

Visible Balance

Services (net)
of which : government (net)

Other invisibles (net)
of which : government (net)

Invisible Balance

Current balance

Capital account
Official :

Ex-lm. Bank loans (net)
Other (net)
Total (net)

Private :

Investment abroad

Investment in UK

Total (net)

Balance of long term capital
Balancing item1

" Basic balance "

1964

4 486

20

5 005

-519

-83

-269

221

-279

138

-381

-116

-116

-399

152

-247

-363

-13

-757

1965 1966 1967 1968

4 817

40

5 054

-237

-73

-270

260

-310

187

-50

-85

-85

-354

237

-117

-202

15

5 168

60

5 252

-84

-39

-290

187

-343

148

51

-131

-80

-304

272

-32

-112

-80

-237 -128

5 106

80

5 672

-566

114

-276

169

-362

283

6 233

130

6 910

-677

249

-284

163

-413

412

1 523

32

1694

-171

47

-73

33

-103

80

76

-133

-57

-457

380

-77

-134

176

-241

74

-53

21

-736

573

-163

-142

-130

-537

16

-27

-11

-193

79

-114

-125

-129

1968

II III IV

1467

31

1700

-233

67

-70

65

-103

132

64 -283 -265 -91 -101

22

6

28

-173

108

-65

-37

-26

1 600

33

1755

-155

75

-71

73

-101

148

25

-10

15

-140

261

121

136

16

1643

34

1 761

-118

60

-70

-8

-106

52

1969

-7 -66

11

-22

-11

-230

125

-105

-116

9

1636

35

1768

-132

54

-71

96

-125

150

18

8

-52

-44

-173

147

-26

-70

176

II

1717

35

1793

-76

76

-69

75

-130

151

75

2

-34

-32

-149

206

57

25

-78

1 Quarterly figures for this item are not seasonally adjusted.
Source : Economic Trends: United Kingdom Balance of Payments 1969.



Table K Monetary Movements

£ million

1964 1965 1966 1967 1968

1968 1969

I II III IV I II

Non-sterling liabilities (net)
United Kingdom official + 578 +229 + 894 +957 +2 788 + 127 +82 -121 -70 -55 +88

United Kingdom bank -358 -354 --1040 -744 -2 735 + 33 + 17 + 31 -46 -14 -38

Total +220 -125 -146 +213 +53 + 160 +99 -90 -106 -69 +50

Sterling area currency liabilities (net) + 8 +7 -45 +24 -46 + 1 +97 -122 -22 +6 -11

Sterling liabilities (net)
With sterling area countries :

With central monetary institutions +43 -51 -46 -127 -80 +85 -284 -25 + 144 +204 +65
Other -44 +54 +51 -19 -62 + 17 -88 +88 -79 -10 -73

on Total -1 +3 +5 -146 -142 + 102 -372 +63 +65 + 194 -8

°\ With non-sterling area countries :
With central monetary institutions +92 + 104 +309 +456 +662 +376 -167 + 172 +281 -88 -311

Other -48 -37 -195 -119 -366 -134 -114 -17 -101 -101 -13

Total +44 +67 + 114 +337 +296 +242 -281 + 155 + 180 -189 -324

With IMF (net) + 359 +499 -2 -318 +525 +4 + 588 -31 -36 -127 + 134

With other international organisations +5 -6 + 13 -16 + 12 -5 +4 +4 +9 + 12

Total sterling liabilities +407 +563 + 130 -143 +691 +343 -61 + 191 +218 -110 -198

Miscellaneous items

E.E.A. losses on forward commitments incurred

before devaluation -105 -251 -120 -83 -23 -25

Transfer of dollar portfolio to the reserves +316 +204

Changes in the reserves +122 -246 -34 +115 +114 11 + 16 -14 +123 -20 + 11
Other +38 -93 -67 -24 + 16 +32 -23 -49 +95 +36

Total of monetary movements +757 +237 + 128 +241 + 537 +389 + 100 -81 + 129 -98 -112

Source : United Kingdom Balance of Payments 1969; Economic Trends.

Note Assets: increase , decrease +; Liabilities: increase +, decrease .
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