Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

THE BANK OF ENGLAND AND THE GOVERNMENT DEBT

The Bank of England and the Government Debt recounts the surprising history
of the Bank of England’s activities in the government securities market in the
mid-twentieth century. The Bank’s Governor, Montagu Norman, had
a decisive influence on government debt management policy until he retired
in 1944, and established an auxiliary market in government securities outside
the Stock Exchange during the Second World War. From the early 1950s, the
Bank, concerned about inadequate market liquidity, became an increasingly
active market-maker in government securities, rescuing the commercial
market-makers in the Stock Exchange several times. The Bank’s market-
making activities often conflicted with its monetary policy objectives, and in
1971 it curtailed them substantially, while avoiding the damaging effects on
liquidity in the government securities market that it had feared. Drawing
heavily on archival research, William A. Allen sheds light on little-known
aspects of central banking and monetary policy.

William A. Allen is a Visitor at the National Institute of Economic and Social
Research. He worked at the Bank of England from 1972 to 2004, serving as
a senior official in the Gild-Edged Division from 1982 to 1986.

@© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

STUDIES IN MACROECONOMIC HISTORY

Series Editor
Michael D. Bordo, Rutgers University

Editors

Owen F. Humpage, Federal Reserve Bank of Cleveland
Christopher M. Meissner, University of California, Davis
Kris James Mitchener, Santa Clara University
David C. Wheelock, Federal Reserve Bank of St. Louis

The titles in this series investigate themes of interest to economists and
economic historians in the rapidly developing field of macroeconomic history.
The four areas covered include the application of monetary and finance theory,
international economics, and quantitative methods to historical problems; the
historical application of growth and development theory and theories of
business fluctuations; the history of domestic and international monetary,
financial, and other macroeconomic institutions; and the history of interna-
tional monetary and financial systems. The series amalgamates the former
Cambridge University Press series ‘Studies in Monetary and Financial History’
and ‘Studies in Quantitative Economic History’.

Other Books in the Series

Eric Monnet, Controlling Credit: Central Banking and the Planned Economy in
Postwar France, 1948-1973 (2018)

Laurence M. Ball, The Fed and Lehman Brothers: Setting the Record Straight on
a Financial Disaster (2017)

Rodney Edvinsson, Tor Jacobson and Daniel Waldenstrom (eds.), Sveriges
Riksbank and the History of Central Banking (2017)

Peter L. Rousseau and Paul Wachtel (eds.), Financial Systems and Economic
Growth (2017)

Ernst Baltensperger and Peter Kugler, Swiss Monetary History since the Early
19th Century (2017)

(continued after Index)

@© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

The Bank of England and the Government
Debt

Operations in the Gilt-Edged Market, 1928-1972

WILLIAM A. ALLEN
National Institute of Economic and Social Research (NIESR)

5 CAMBRIDGE

B UNIVERSITY PRESS

@© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

CAMBRIDGE
UNIVERSITY PRESS
University Printing House, Cambridge CB2 8BS, United Kingdom
One Liberty Plaza, 20th Floor, New York, NY 10006, USA
477 Williamstown Road, Port Melbourne, VIC 3207, Australia

314-321, 3rd Floor, Plot 3, Splendor Forum, Jasola District Centre,
New Delhi - 110025, India

79 Anson Road, #06-04/06, Singapore 079906

Cambridge University Press is part of the University of Cambridge.

It furthers the University’s mission by disseminating knowledge in the pursuit of
education, learning, and research at the highest international levels of excellence.

www.cambridge.org
Information on this title: www.cambridge.org/9781108499835
DOI: 10.1017/9781108605830

© William A. Allen 2019

This publication is in copyright. Subject to statutory exception
and to the provisions of relevant collective licensing agreements,
no reproduction of any part may take place without the written

permission of Cambridge University Press.

First published 2019
Printed and bound in Great Britain by Clays Ltd, Elcograf S.p.A.
A catalogue record for this publication is available from the British Library.
ISBN 978-1-108-49983-5 Hardback

Cambridge University Press has no responsibility for the persistence or accuracy of
URLSs for external or third-party internet websites referred to in this publication
and does not guarantee that any content on such websites is, or will remain,
accurate or appropriate.

@© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press
978-1-108-49983-5 — The Bank of England and the Government Debt

William A. Allen
Frontmatter

More Information

Contents

List of Figures page viii
List of Tables X
List of Boxes xii
Preface xiii
1 Introduction 1
2 Price and Quantity Discovery, Market-Making and

Liquidity in the Gilt Market 5
3 Government Securities and the Structure of the Stock Exchange 10
4  Government Debt Management before 1928 12
5  The Gilt Market and the Issue Department 1928-39 17
5.1 The Size of the Issue Department’s Gilt Holdings 17
5.2 New Issues 19
5.3 Forthcoming Maturities 22
5.4 Emergency Financing for the Jobbers 24
5.5 Other Operations 26
5.6 The War Loan Conversion 30
5.7 Sterilising Gold Flows 33
5.8 Rising Yields and Losses, 1935 Onwards 36
5.9 The Structure of the Market 38
5.10 Minimum Prices and the Outbreak of War 40

6  Government Debt Management and the Gilt Market in the
Second World War 43
6.1 Financial Controls 43

@© in this web service Cambridge University Press

www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press

978-1-108-49983-5 —

William A. Allen
Frontmatter
More Information

The Bank of England and the Government Debt

vi

6.2
6.3

Contents

Debt Management
The Structure of the Gilt Market

7 Post-War: 1945-51

7.1
7.2

7.3

7.4
7.5
7.6
7.7
7.8

Introduction
Ultra-Cheap Money, the Exhaustion of Market
Liquidity and the Strengthening of the Discount Market

43
51

59
59

60

Long-Term Interest Rate Objectives and How They Were

Pursued

The Convertibility Crisis

The Nationalisation Programme

Debt Management and Money Supply
The Bear Squeeze of 1949

The Condition of the Market-Makers

8  The Gilt Market from the Reactivation of Monetary
Policy until 1960

8.1
8.2
8.3
8.4
8.5
8.6

The Reactivation of Monetary Policy

Bank of England Policy towards the Gilt-Edged Market
Market Support Operations and Monetary Policy
Market Microstructure in the 1950s

The Radcliffe Report

Bond Washing

9  Gilt Market Liquidity in the 1960s

9.1
9.2
9.3
9.4
9.5

Monetary Policy and the Problem of Market Liquidity
The Gilt Market and the Money Market

The Bolton Plans

Capital Gains Tax

The Stock Exchange and the Jobbers” Capital

10 The High Tide of Intervention: 1960-66

10.1
10.2
10.3

10.4
10.5
10.6

The Pursuit of Economic Growth

The Support Operation of 1961

The Attempt to Manage Long-Term Interest

Rates, 1962-64

The Support Operation of November-December 1964
The Jobbers’ Jobber

The Jobbers’ Jobber’s Job

64
66
69
70
71
73

77
77
77
82
85
93
98

101
101
106
108
110
113

119
119
119

122
123
128
129

@© in this web service Cambridge University Press

www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press
978-1-108-49983-5 — The Bank of England and the Government Debt

William A. Allen

Frontmatter

More Information

Contents

11 The Conflict with Monetary Policy Recognised and
Addressed: 1967-70
11.1 Support Operations 1967-70: Narrative
11.2  Perceiving the Conflict with Monetary Policy
11.3 The Pattern of Support Operations
11.4 Addressing the Conflict with Monetary Policy
12 Competition and Credit Control, 1970-72
12.1 Introduction
12.2  Negotiations
12.3  After the Change
12.4 Postscript: After 1972
13 The Bank of England’s Contribution to Market Liquidity
13.1 Routine Operations
132 Rescuing the Jobbers
14  Governance in Practice
15  Conclusions
15.1 Gilt-Market Liquidity and Monetary Policy
152 The Age of Intervention
16  Epilogue: Bearing the Cost of Providing Liquidity
Cast of Characters

Appendix A Bailing Out the Jobbers

A1 September 1931
A2 March 1952
A.3  September 1957
A4 February 1960
A.5 November 1964
A.6 November 1967

Appendix B Sources of Data

B.1 Issue Department Transactions
B.2 Discount Houses’ Holdings of Gilts
B.3  Yields

Appendix C New Gilt Issues for Cash or Conversion
Appendix D Official Turnover, 1951-72

References

Index

vii

132
132
144
151
153

157
157
158
165
168

172
172
181

185

192
192
198

203

206

210
210
212
213
215
216
219
222
222
224
225
226

240
244
252

@© in this web service Cambridge University Press

www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press
978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

1.1

2.1

3.1
5.1

52
6.1
6.2
7.1
7.2

7.3

7.4
8.1

8.2
8.3
10.1
10.2
11.1

11.2

Figures

Issue Department Secondary Market Turnover with Market page 4
Counterparties (Percentage of Outstanding Gilts), 1929-72

Dealing Spreads Quoted in the Financial Times, Around 8
11 September, 1945-65 (%)

The Structure of the Gilt-Edged Market in the Stock Exchange 11
Gilts and Treasury Bills Outstanding, the Note Circulation, and 35
Gold Accumulation (£m), 1931-38

Bank Rate, Bankers’ Balances, and the Price of 3%2% War Loan, 42
July-October 1939

2%% Consol Yields, 1939-45 49
National War Bond Yields (Market Offers), December 1943 55
Gilt Yields and Bankers’” Balances, October-December 1945 62
Issue Department Operations and Gilt Yields, July-August 67
1947

Issue Department Operations and Long Gilt Yields, 73
November 1949

Gilt Yields, 1945-51 74
Net Official Gilt Sales and Long Yields, 84
October 1951-December 1955, Weekly

Net Official Gilt Sales and Long Yields, 86
January 1956-December 1959, Weekly

Discount Market Gilt Holdings (£m), 1939-72 90
Net Official Gilt Sales (£000s) and Yields, 1961, Weekly 120
Gilt Yields (%), November-December 1964 125
Net Official Gilt Sales (£m) and Yields, April 1967-December 133
1970, Weekly

Net Official Gilt Sales (£Em) and Yields, April-December 1967, 134

Weekly

viii

@© in this web service Cambridge University Press

www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

List of Figures ix

11.3 £/$ Exchange Rate and Bank Rate, December 1966-October 135
1967 (End Months)

11.4 Net Official Gilt Sales (£m) and Yields, January 1968-August 138
1969, Weekly

11.5 Net Official Gilt Sales (£m) and Yields, March-December 1970, 145
Weekly

12.1 Turnover in Short Gilts (£m, Quarterly) and Percentage 165
Accounted for by Official Holders

12.2 Turnover in Medium and Long Gilts (£m, Quarterly) and 166

Percentage Accounted for by Official Holders

@© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

Tables
5.1 Issue Department Assets, 31 December 1928 (£m) page 18
5.2 Issue Department Gilt Holdings, End of Years 1928-39 (£m) 19
5.3 Issue Department Transactions in 3% Funding 1959/69, 21
May 1934-February 1935
5.4 Issue Department Transactions in 4%2% Treasury 1932/34, 24
March-November 1932 (£m)
5.5 Issue Department Transactions with CRND, 1929-32 (£m) 27
5.6 Bank of England Transactions in 5% War Loan 1929/47, 33
July-November 1932 (£m)
5.7 Issue Department Gilt Turnover, 1930-39 (£m) 37
8.1 Discount Market Turnover in Bonds, 1950-56 (£m) 91
10.1 Support Operations in 1961 (£m, Nominal, Sales +/Purchases —) 121
10.2 Issue Department Net Gilt Sales (+)/Purchases (-), 125

November-December 1964 (£m, Nominal)
11.1 Support Operations, 1961-70 (£m, Nominal, Sales +/Purchases —) 133

11.2 Estimate of Equation Relating Yield Changes to Official 152
Operations, 1967-70

13.1 Estimated Relationships between Net Official Secondary 175
Market Gilt Sales and Yield and Rate Changes, 1928-72

A.1 Issue Department Gilt Purchases Settled on Monday 21 and 211
Friday 25 September 1931

A.2 Selected Banking Department Advances, September 1931 212

A.3 Issue Department Gilt Purchases Settled on 13 March 1952 213

A4 Issue Department Gilt Purchases Settled on 20 September 1957 214

A5 Issue Department Gilt Purchases Settled on 25 February 1960 215

A.6 Issue Department Gilt Purchases Settled on 24 November 1964 217
A.7 Issue Department Gilt Purchases Settled on 22 November 1967 219
C.1 Tender Issues, 1928-40 227

@© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

CAMBRIDGE

Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

List of Tables xi
C.2 Tap Issues, 1940-45 229
C.3 Tap Issues, 1945-46 230
C.4 Tender Issues, 1946-October 1951 231
C.5 Tender Issues, November 1951-59 232
C.6 Tender Issues, 1960-72 236
D.1 Issue Department Turnover by Maturity Bands, 1951-72 241

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

CAMBRIDGE

Cambridge University Press
978-1-108-49983-5 — The Bank of England and the Government Debt

William A. Allen
Frontmatter
More Information

Boxes
5.1 The Experimental Sale of 2%2% Conversion 1944/49 page 22
5.2 The National Debt Commissioners 28
8.1 ‘Bills-only’ in the United States. 97
11.1 The Support Operations of Summer 1968 145
12.1 The Government Broker’s Announcement to the Jobbers on 169
Competition and Credit Control.
14.1 Amalgamation of the Note Issues, 1928: Documents. 189

Xii

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108499835
www.cambridge.org

Cambridge University Press

978-1-108-49983-5 — The Bank of England and the Government Debt
William A. Allen

Frontmatter

More Information

Preface

When I joined the staff of the Bank of England in 1972, equipped with
a masters’ degree in Economics, I was assigned to the Economic
Intelligence Department, which was the Bank’s main repository of eco-
nomic expertise. Yet what seemed to be the Bank’s most important func-
tions were performed without reference to the Economic Intelligence
Department. Those functions were its operations in financial markets:
the domestic money market, the gilt-edged market and the foreign
exchange market. Why was that? Was it simply that a mystique been
created, perhaps to protect the positions and self-esteem of those involved
and exclude parvenu economists, or perhaps to maintain secrecy? Or did
performing the functions require knowledge beyond that which had been
imparted to the economics students of that time?

The purpose of this book is to describe the history of the Bank of
England’s operations in the gilt-edged market, and to suggest possible
reasons why they were at times conducted in a way which most economists
found quaint and incomprehensible, and which led to a conflict of objec-
tives. The evidence is patchy, as will be explained, and I am sure to have
missed some interesting episodes. Nevertheless I believe that I have pro-
duced enough evidence to alter the perception of debt management and
monetary policy during the period.

I am grateful to many people for helpful discussions about the subject
over many years, comments on earlier versions of the book, and for general
encouragement, which in many cases was unconsciously provided. They
include the late Derek Allen, the late Sir Nigel Althaus, Michael Anson,
Lord Armstrong of Ilminster, Angus Armstrong, Rex Baldwin, Jagjit
Chadha, Victoria Chick, Tony Coleby, the late Lord Cromwell, Roger
Daniell, Jonathan Davie, Sahil Dutta, the late John Fforde, Kenneth
Garbade, the late Lord George, Graeme Gilchrist, Charles Goodhart,
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Xiv Preface

Tony Hibbitt, Rob Jones, Jim Juffs, Olwen Myhill, George Nissen,
Margherita Orlando, Brian Peppiatt, the late Patrick Phillips, Ian
Plenderleith, Jessica Pulay, Clifford Smout, Sir Robert Stheeman, David
Wilkie, Peter Wills, participants in seminars at Cass Business School, the
Debt Management Office, the London School of Economics, and the
National Institute of Economic and Social Research, and the archivists of
the Bank of England and the National Archives.

I am especially grateful to Anthony Hotson, Susan Howson, Richhild
Moessner, Rodney Offer and Jeremy Wormell for reading the entire manu-
script and making helpful suggestions, and to Susan Howson for provoking
me to look closely at the events of 1940. None of the above necessarily
agrees with anything I have said in the book, nor is responsible for errors or
misinterpretations that I have perpetrated.

Above all I am grateful to my wife Rosemary for her remarkable toler-
ance and encouragement.
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