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MONEY MARKET REPORT: BANKING AUGUST - FINAL

Banking August saw somewhat different conditions in the money
markets, compared to the previous 2 months. Broadly speaking,
during the second half of July there were continued shortfalls in
revenue, but the Bank used the opportunity to sell additional
tender Treasury Bills to the market (see below), with the result
that daily assistance was needed to relieve overall shortages on
all but one occasion (when the Bank mopped up a surplus by selling
Treasury Bills to the market in the usual way). In the first
half of August the ending of the civil servants' dispute had an
increasingly adverse effect on day-to-day conditions and again
assistance was necessary on all but three occasions, on two of
which Treasury Bills were again sold to mop up, and one of which
resulted in no official business.

The Bank varied.its operations over the period, making use of both
outright purchases of bills and the repo technique. Both outright
dealings and repos were mainly for very short maturities, with
repos taking over as supplies of suitable bills for-outright
purchases became scarce. These tactics were consistent, once the
end of the civil service dispute was known to be in sight, with
the expectation that after an initial burst of revenue catch-up
there would be a lull in the second half of August. In the

final days of the banking month tactics switched to pushing
forward any shortages into the period after 3 September, in order
not to add to any remaining difficulties that the £2 bn half-yearly
pavment of petroleum taxes on 1 September might present. At

no time in the month did the Bank operate in maturities beyond one

month.

The large revenue payment on 1 September, and the obvious attraction
of smoothing it out in advance as far as possible, gave rise to

the issue in the Royal Wedding week of an additional £800 mn
Treasury Bills (by the regular tender method), to mature on

1 September, with further similar issues of £100 mn the next week

and again on 21 August.




The Bank's operations had the effect of gradually soothing market
nerves, which had been set on edge earlier in July with fears of

a possible across-the-board upward movement in rates. Nevertheless
the volatile behaviour of the foreign exchange markets, and
uncertainties about the effect on liquidity of the unwinding of

the backlog of revenue and about the new monetary control system
operative from 20 August, were features which contributed to longer
rates remaining firm. The steadiness of the very short-term

rates meant that pressures on the banks' base rates were not too

pronounced and proved resistable.

The Bank's holdings of bank and local authority bills increased

over the month from the very low levels in early July. By

19 August they stood at £1,540 mn and £380 mn respectively out of
estimated totals of £4.8 bn and £0.9 bn in existence. However,

a large proportion of these bills were due fcr repurchase by the
market (£1,180 mn and £350 mn respectively). . Meanwhile, the
market's holdings of Treasury Bills rose to about £2.2 bn (of which

£900 mn were the special 1 September bills).
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MONEY MARKET: ANALYSIS CF DAILY INFLUENCES AND OFFICIAL‘OPERATIONS: BANKING AUGUST 1981
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- . TABLE 2

ANALYSIS CF DAILY OFFICIAL MONEY MARKET OPERATIONS IN BILLS: BANKING AUGUST

Treasury bills;
Local authority bills;
Rank bills;
R = Repos
Numbers immediately after letters denote the following maturity bands:
= 1 to 14 days;
5 to 33;
64" to 91,
Subsequent figures are amounts (£ millions) of official purchases of paper, unless
asterisked (= official sale).
Rates shown are approximate rates (yield basis) at which funds provided or taken
(range shown where significant). ;

Date Operations Inter-bank rzates

Overnight, 3 months,
day's range middle
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RECONCILIATION

(Banking months)

Monatary Review

Aug

(forecast)

TABLE 3

Money Market Report (categories as in Table 1)

Influences

CGBR

National savings
CTDs

Other Exchequer

o>

Note circulation

Reserves
Other, including
customers (residual)-

Total influences +

Operations

Commercial bills
LA bills
Treasury bills
Market advances

‘ Total operations

Total

LA bilTES

July Aug

Influences

(other than bankers' balances)

Balance of Exchequer
receipts and

disbur sements

(ex post)

BGS

Notes

Aggregate of daily
predetermined money
market transactions

(as defined in Table 1)
Other (residual)

Total influenges

Operations

Treasury bills

Eligible bank bills
Repos
Lending

Fl+ o+ + + 0

Total operations

Total




