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The Consol


A consol is a perpetual bond that was issued in 1749 by the British government to convert a number of outstanding debt issues into a promise to pay 3% interest to the note holders forever.  In 1888, the consols were converted from 3% into 2.5% notes.  Presumably the note holders received a refund to cover the loss in present value.

The holder of a 100 pound consol today receives 2.5 pounds a year in interest.  Unlike ordinary bonds, however, the consol has no date-certain value since it will never be redeemed. The holder can only sell it to another party at a price that depends on the perceived average long term interest rate.  

The long life of the consol provides a consistent history of long-term interest rates in Britain. During the Napoleonic wars when the survival of the country was at stake, the rate reached 6.3%. After the crisis, the rate declined almost continuously throughout the nineteenth century. The price reached a high point in 1896-1898 when the consol yielded only 2.25%.  

The yield got up to 5.25% just after World War I, then dropped to less than 3% in the mid-1930s. Following World War II the yield rose steadily, reaching 18% in 1974 at the height of Britain's inflationary and financial crisis.  By 2001 it had dropped to 4.7% 

The consol is sometimes referred to as a "stock", perhaps because of its similarity to the preferred stock of a blue chip company.  The credit-worthiness of the government will always stand above that of a company in the private sector.   But aside from the aspect of credit risk, the consol is functionally equivalent to preferred stock.  An obvious difference is that a stock dividend is paid out of sales revenues, while consol interest is paid out of tax revenues.  

