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Conditions tightened in the money markets this week with aily

shortages often exceceding £500mn. Bill maturities were generally

only moderate but, apart from Monday, an adverse ixchequer

position added to their impact on the market's cash position

rather than being an offsetting influence as in the recent
The first day of the we 5 particularly short as the cl
panks sougnt to’:e@'z"f -heir operational balances to

~om the rise

levels, Friday saw a rge cash drain fro
circulation as this builds towards its summer peas
payment for large official ales of gilt—-edged

to the shortage.

agreements was a

the week was
ements.
also bought outright, however, every day except
rchases
o {‘
rates

- , "-‘ -‘A - o '---_
//8% and

Nz oL
mMmarix

¥
.

clearinc




SECRET
and, indeed, firmed marginally on Tuesday as eurodollar rates
hardened. Wednesday saw little movement in period rates. The
three month rate closed at 12 7/16%, a net fall of 3/16 over the
week as a whole. The tight money conditions kept short interbank
rates from falling sharply until after the base rate cuts. The

seven day rate fell 13/16 over the week, closing at 12%.

At the Treasury bill tender on Friday the average rate of discount
fall nearly 1/2 point to 11.7492%.

GILTS

Hopes of lower domestic interest rates were strengthened by US
developments and the market moved to its highest levels for

20 months, exhausting the 1986 tap. Tuesday's cut in base rate
had been well discounted and, with a renewed upturn in US rates,

the market/ suffered a modest reaction as some holders tool profits

The market opened firm on Thursday after the overnight
US bends and improved further after the cut in the Bank'
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shorts ended the day up to 1/4 better with

interest rates falling overnight and US bonds shar
on speculation that the Federal Reserve was easing
monetary stance, the market continued firm at Friday's
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guieter in the afternoon, but the undertone remained

closed with gains of about 3/16 with longs showing rise
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Tuesday's cut in base rate was no more than expected and with

the decline in US rates having apparently stalled for the moment,
the market suffered a reaction following its previous advances.
Shorts and longs opened with losses of about 3/16 and up to  § .
respectively and fluctuated about these levels for the rest of the

There was a small demand for index-linked stocks which was

ay .
met by official sales.

Yesterday, the market opened slightly lower, but little selling
materialised and the losses were regained during the day to leave
prices little changed on balance.
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Over the WGGm, vields on shorts fell /8% (to about
13-13 1/8% on five-year maturities) and on longs by about 1/4%
13-13 3/8% on 20-year maturities). Yields on the indexed stocks
generally rose slightly to range from 3.02% 3g8) ‘to 3.15%
1996),

This morning: unchanged.
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With US equities again showing good rises overnight, the market
opened modestly firm on Tuesday. However, with the base rate

cuts having been already discounted and with a continued lack of

stor interest, the market soon followed gilts down; the
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30-Share Index ended 3.2 lower.
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Yesterday, the market continued to be overshadowed by concern
about the rail strike, but the prices picked up during the cours
of the day to leave the 30-Share Index only 0.5 lower at 553.8,
fall of 1.4 over the week. The 500 Share Index ended at 354
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a rise of 1.27 over the week.

This morning: slightly firmer,
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FOREIGN EXCHANGE
The main factor affecting exchange rates during
week was changing views on whether the Fed had

monetary bolicy. In the early part of the week
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Per cent Time 7/ Yield Curves of Briti

The curves have been fitted to the

gross redemption yield on stocks with
one year or more to maturity.

LA 3-month deposit rate

(average of days
range) at 13th July

FT Actuaries 15 year debenture index

yield at 13th July

TB: average rate of discount at previous
Fridays tender,expressed as an annual
yield with half-yearly interest payments.

FT RActuaries A1l Share Index

gross dividend yield 6.088
at 13th July
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