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PROVISIONAL MONEY FIGURES - Andé;T
(All figures are unadjusted unless specified otherwise).

The provisional money supply figures for August will be published
by the Bank at 11.30am on Tuesday 20 September. As usual M3, M4,
and M5 broad money figures are subject to revision. In order to
let you have this note eari?ﬁwe have had to change the normal
format slightly. Detailed press briefing will follow on Monday.
The attached table summarises the figures.

MO

2. The seasonally adjusted twelve month rate of increase of MO
in August was 7.6 per cent (unadjusted 7.8 per cent), a good deal
higher than in July (6.9 per cent) and in earlier months this
year. Notes and coin increased by 7.9 per cent (seasonally
adjusted) in the year to August, while bankers' operational
balances at the Bank of England fell and thus held down the growth
of MO as a whole. MO growth in August was well outside the 1-5
per cent range published in the FSBR, and it now seems unlikely
that MO will regain its target range before the end of the
financial year.
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Broad Money

3. Broad money growth slackened last month. The twelve month
rate of growth of M4 - thehgagngate we emphasise - fell slightly
from 17.5 per cent in July to 17.3 per cent in August. M3 and M5
growth also slowed in Augggg— (see table attached). On a
seasonally adjusted basis Building Society retail deposits
increased by # 2.3 billion (#1.6 billion in July) and retail bank
deposits by £1.1 billion (4£1.5 billion in July). Total retail
deposits increased by 1.5 per cent and were 14.5 per cent higher
than a year earlier. The growth of Building Society deposits,

which slightly improved their share of total retail deposits, was
a little surprising in view of their relatively poor interest rate
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competitiveness compared with the banks since early July. The

twelve month rate of growth of retail deposits was much the same
in August as in July. Wholesale deposits, which have increased by
over 25 per cent overall since August 1987, grew by only 0.7 per
cent (seasonally adjusted) last month after exceptionally rapid
growth in July.

4. Within the M4 counterparts there was an over-fund of £0.7
billion (taking the cumulative over-fund in the financial year
1988/89 to #1.3 billion). Bank and Building Society lending fell
back to £4.5 billion in Auqgust from# 9.1 billion in July. Some of
the fall probably reflected seasonal factors: after seasonal
adjustment lending declined to#5.9 billion from £9.2 billion in
July.

5. Building Society lending remained high at #2% billion
seasonally adjusted, much the same as in the pfgvious three
months, reflecting in part commitments entered into before the 1
August deadline for multiple mortgage relief. Decline in total
lMted entirely a decline in bDBank lending from { 6%
billion (seasonally adjusted) in July to just under £3% billion in
August. We have not yet seen the—ﬁgﬁl CLSB figures,’gz%‘the Bank
t&8TT us that they will show a particularly low figure for lending

to industrial and financial companies. While it seems likely that
e ——
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Rover used its&0.5 billion CG grant to repay borrowing and that
lending to motor dealers in July, in advance of the new

registration, unwound, these special factors can only account for
a“smallpart of ~ the fall. CLSB lending to persons remained
buoyant. Not surprisingly, ”TZZEing for house pJ;:§Ase remained
high, exceeding #—1 billion for the second month running. Lending

for consumption was also reportedly buoyant.
“—

6. The pattern of lending in August was therefore unfavourable.

We cannot as yet explain the low lending to companies which we
think likely to have been erratic.

Presentation

y b= The MO figures are the bad news, but they have been widely
and accurately forecast and should not surprise the markets.
Indeed press speculation in recent days has been on the September
weekly figures and the possible effects on _59_ of the postal
dispute (see our separate note of today). The continuation of

high and in some cases accelerating six- and twelve-month growth
rates in the broader aggregates and in lending will also provide
material for those looking at these figures with an eye for bad
news. The good news is clearly slower in the month on month
growth rates in the broader aggregates and in lending, which are
cgﬁgiderably lower than the markets aré'exgggting, only moderated
by the fact that Building Society lending shows virtually no fall
from July, and that the CLSB figufEE_aiii show continued buoyant
consumer borrowing.

8. Arguments for caution in presentation are: that some elements
in lending appear to have been erratically low (see paragraph 5
above); the effect of over-funding during the month on the broader
aggregates; and that previous months this year (February and May)
have shown falls in one month growth rates which were followed by
further accelerations in succeeding months. On the other hand one
can draw some presentational advantage from our earlier statements
that we were not expecting to see much effect from the interest
rate increases yet.
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9. We suggest a line to take as follows:

"Still early days for rise in interest rates to be having much
impact on these figures. Continued high growth in MO confirms the
judgement of mcnetary conditions which led authorities to the 1%
per cent increase in interest rates during August. Nonetheless
the lower month on month increases in the broader aggregates and
in lending are moderately encouraging. Nothing in the figures to
suggest any reassessment of the earlier judgement is needed".
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cc: Bank of England
Mr George
Mr Thorp (Financial Statistics Div.)
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SUMMARY TABLE

Monetary aggregates for August
percentage changes
Previous Six month Monthly Previous

month growth growth month
(annualised) rate
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Lending

£ billion per cent growth rates

This Last  Average Annual Previous
Month Month of last (monthly) Month
6 months (unadjusted) Annual
(monthly)
(unadjusted)

27.4
(2.9
23.3
(2.4)

17.2
(1.9)

s.a. - seasonally adjusted
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The latest weekly figures, covering the second week in September
are attached. They show that the 12 month rate of growth of MO in
the 1latest 4 week period was 7.5 per cent (7.5 per cent not
seasonally adjusted). The 12 month rate of increase of notes and

coin over the same period was 8.2 per cent (8.3 per cent nsa).

% The 6 month rate of change of notes and coin was 12.1 per
—

cent in the latest 4 week period, compared to the 10.5 per cent

figure recorded in August.
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TABLE 16 CONFIDENTIAL (Until Publication)

MO : THE WIDE MONETARY BASE

Monthly data Level £ million (Change in brackets) Percentage change on 6 month X growth Percentage change on
previous month annual ised previous year

Notes and Coin Bankers' Notes(sa) i MO Notes and Coin
(nsa) (sa) Deposits and Coin (sa) (nsa) (sa)
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181 -0.
124
162
229
178
174
188
156

1988 January 15458 15620
February 15353 15659
March 15588 15753
April 15797 15826
May 15870 15954
June 16073 16143
July 16411 16271
August 16576 16461
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September(2/4) @ 16664 16707 150
Latest & weeks a

Weekly data Level £ million Percentage change
on previous week

Notes(sa) Bankers'
and Coin Deposits

16376 217
16415 187
16428 176
16487 78
16597 122

September
7th
14th

@ Weekly data for the current month so far include estimates for the unbacked note issue. The latest week also includes an estimate for coin.
The changes for the current month so far use as a base the previous full month and the full month a year ago.




