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Summary Assessment 5

Although the economic indicators have been more mixed over the
last month, this probably reflects reeaction from exceptionally

—

strong indicators previously rather than pointing to any downturn

<:TE;;;;~7§DP in 1987—35)‘1 now projected to grow (by nearly 10,552:)

cent compared to 8% per cent growth projected in the Autumn

Statement. The policy stance may also have eased over the last

/‘)
f month; the oil adjusted exchange rate has fallen by % point, mainly

reflecting recovery in the dollar.

Main Points

M0 provisionally grew by 4.6 per cent in the year to January. The

e g

12 month growth rate is projected to rise to around the top of

the 2-6 per cent range in February and March (paras 26-28).
it —

Broad money growth in December was moderate, despite some likely

distortion from round-tripping. M4 grew by 1% per cent in December
and the 12 month growth rate rose to 16% per cent from 15% per

cent in November (paras 30-33).

Bank lending grew by 2.6 per cent in December. This was boosted
-__—-,——q

——

by round-tripping and by arbitrage opportunities against dollar
borrowing. But the underlying factor was probably companies'
borrow1ng from banks to replace funds obtalqgguffquequlty 1ssues'
prior to the Stock Market fall. The same faE;or may have e restrained
monetary growth ag’j;tmgﬂdxew on their liquidity (paras 30, 38-40,

52+53].

Sterling was broadly stable against the mark but fell against the
dollar. The effective rate index fell by about 1% per cent and
———-—l—' —y

the oil adjusted index by about % per cent (para 21).

World economic growth quickened in the second balf of 1887«

Commodity prices resumed their rise in December after pausing in

Rp———

the previous two months (paras 1-2).

House price indicators give contradictory evidence. But the overall

picture is of rapid inflation, concentrated in the region around

———————

London (para 15).

MG2 Division
5 February 1988

o This assessment was made before the % per cent base - rate
increase on 1 February.
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A. External Developments

L% Overall in the major countries, economic growth quickened
in the second half of 1987 (see table 1). Industrial production
in November was over 10 per cent higher than a year earlier in
Japan, while US GDP grew by 3.7 per cent over the year to the fourth
quarter of 1987. There are few signs so far that the fall in share
prices has weakened activity - although survey evidence points
to a weakening of consumer confidence in the US. Growth is expected
to remain strong in the first part of 1988, but weaken somewhat,

in North America particularly, later in the year.

2t Inflation in the G5 countries has remained at about 3 per cent

since August, following the rise earlier last year. Domestic cost

pressures remain weak, with unit labour costs falling in most of
the major countries last year (table 1). The rise in commodity
prices was interrupted in late October and early November, following
the share price falls, but has since been resumed. 0Oil prices

fell in early December, but have since recovered.
3% Following concerted intervention, the dollar has risen since
the beginning of the year, but is still lower, in effective terms,

than at the time of the Louvre Accord (table 3b).

Conditions in West Germany

4. The differential between German and British consumer price
inflation rates narrowed from almost 5 per cent to 3 per cent

during 1987, as prices in Germany have gradually started to rise

—

again. But German inflation is not expected to rise much b€§33d
—— - e ’
the current rate of 1 per cent; both unit labour coSts and import

. : S gt s —— .
prices (measured in DM) are barely rising. Economic activity remains
AN Rare L1

" 2 : ,
sIuggish, with real GDP rising by 1.7 per cent in 1987, and 1is

expected to remain so in 1988.

S Concern that fast growth in monetary aggregates might cause
the Bundesbank to raise interest rates may have receded somewhat

with the substitution of M3 for CBM as the targeted aggregate.




M3 growth has been close to the upper end of the 3-6 per cent target
range, while CBM - which is more interest-elastic because of its
large currency component - has been growing over 2 per cent above

the range.

6.4 The Federal borrowing requirement in 1987 turned out at
DM 27.5 billion - a DM 5 billion overshoot. For 1988, there is
expected to be a DM 10 billion overshoot to DM 40 billion. This
is due to the effects of a lower dollar on the DM value of Foreign
exchange reserves, higher EC contributions and lower tax revenues
due to sluggish growth. This estimate takes account of the tax
cuts and public expenditure announcements made before Christmas.
However, Stoltenberg has stated his intention to hold the deficit
to DM 30 billion in 1989 despite his commitment "not to offset
budget revenue losses arising from recent developments" in 1988
(G7 communique, 23 December). Further tax reductions are not

scheduled until 1990.

B. Activity and Inflation

s Table 4 summarises recent indicators of activity and inflation.
This month's indicators of activity have been more mixed than last
month's buoyant figures; this may reflect some moderation in economic
activity following exceptionally strong growth through 1987.
Inflation indicators showed little underlying change between November

and December, much as anticipated.

Recent indicators of activity

8. Monthly figures for production industry output show a % per
cent fall in manufacturing output in November. The first quarter
CBI survey of manufacturers, published on 26 January, showed total
and export order books still strong and buoyant output expectations.

But a sharp reduction in business optimism is also reported, perhaps

reflecting increased uncertainty following the share price fall.

9. Consumer spending appears to have been particularly strong

in November, both retail sales and new car registrations proved




very buoyant. Provisional figures for retail sales in December
show a fall-back of around 1 per cent, to a level 5 per cent up
on a year earlier. The first preliminary estimate of fourth quarter
consumers' expenditure shows spending virtually wunchanged from

the third quarter, but 5% per cent up on a year earlier.

10 Private housing starts recovered somewhat in November after
a low outturn in October. As yet, there are no signs of a

significant downturn in housing construction activity.

3 i Labour market indicators released this month remain strong,
but may hint at a slight easing in labour market conditions relative
to recent months. Figures for overtime in November showed no change
from record October levels. But the 35,000 fall in unemployment
in December, though possibly affected by seasonal variation in
Special Employment Measures, represents the smallest reduction
for yBixi months, The 12,000 fall in vacancies in the same month,
though coming after sharp increases in the preceding three months,

represents the first fall since February 1987.

Inflation

12. Retail price inflation fell to 3.7 per cent in December compared
with 4.1 per cent in November. This fall was in 1line with
expectations, and primarily reflected the initial effect on the
index of the latest reduction in mortgage interest rates. Excluding
the mortgage interest component, the index shows little change

in underlying inflation in December relative to recent months.

13. The 12 month increase in the producer price index (excluding
food, drink and tobacco) in December was 4.7 per cent, down 0.l per

cent from November. CBI Survey responses relating to manufacturers'

price expectations - adjusted for seasonal variation - picked wup

slightly in January. The annual rate of increase in producer
input prices (also excluding FDT) was 5.6 per cent in December,

up marginally from the (revised) 5.1 per cent November outturn.

14. Underlying growth in average earnings rose to 8% per cent

in November, following outturns of 8 per cent in October ana 7% per




cent 1in the preceding 6 months. Most of the increase in the
underlying growth rate in October and November can be accounted
for by the effects of the recent settlement of Local Authority

Manual workers and the second stage of the teachers' award.

15. - The latest indicators of house price inflation tell contrasting
stories, but the overall picture remains one of rapid growth in
house prices led more by the areas around London (East Anglia,
the South East and the Midlands) than by London itself. The Halifax
index shows annual growth in house prices of 16.3% in January - up
from 15.8% in December and the highest 12 month growth rate since
the index began in 1983 - and 15.5% in the year to Q4, significantly
higher than the 14.6% in Q3. DoE figures also show a rising
inflation rate to 16.7% in Q4 from 15.0% in Q3 for completions
(20.7% from 14.4% ‘for approvals). In contrast, the Nationwide
index for Q4 shows annual growth of 16%, down from 19% in the year
to Q3. Recent forecasts for 1988 also differ markedly, from below
10% (Nationwide and Woolwich building societies) to 15% (Halifax),
although all forecasters expect a slowdown in the growth of house
prices towards the end of 1988. The Royal Institute of Chartered
Surveyors monthly report confirms demand recovering strongly in
the South East and continuing buoyant elsewhere, but concludes

that the outlook for 1988 is still uncertain.

Projections for money GDP

16. The Autumn Statement forecast for 8% per cent growth in money
GDP in 1987-88 is now likely to prove too low both because of upward
revision to past data for the GDP deflator and faster than
anticipated real activity through 1987. The average increase in
money GDP in the years to the second and third quarters of 1987
is currently estimated at 9% per cent; the winter forecast shows
growth for 1987-88 as a whole at just under 10 per cent. The uplift
relative to the Autumn Statement comprises similar increases to
the forecasts for activity and the GDP deflator. The winter internal

forecast projects slower money GDP growth through ~1988~-89..~ %0

average around 7% per cent for the financial year as a whole. The

deceleration relative to 1987-88 primarily reflects slower growth

in real activity, though the GDP deflator also rises slightly more

slowly.




1,7/ The latest set of indicators are likely to shift external
comment from the risks of overheating to the possibility that we
are now seeing the first sign of a slowdown after the share price
Lalely; This would, however, be reading too much into one month's
figures. Activity in October and November seems to have been

exceptionally high and some deceleration was to be expected.

C. Public Sector Finances and the Fiscal Stance

18. Table 5 gives the main indicators of the fiscal stance. The
PSBR in December was £0.2 billion, the buyback offer for BP shares,
which closed on 6 January, having had a negligible impact. The
April to November outturn for the PSBR has been revised up by
£0.4 billion giving a PSBR surplus of £0.4 billion, for the first
9 months of 1987-88 - £5.6 billion below the Budget profile. LE
privatisation proceeds are excluded, borrowing in April to December

has been £2.8 billion lower than for the same period in 1986-87.

19. Central government own account borrowing is £5.5 billion below
profile - Table 6 gives details - and public corporations' borrowing
£0.5 billion below profile, but local authorities' borrowing 1is

£0.4 billion above profile.

20.. The latest (Winter internal) forecast for the PSBR in 1987-88

is a surplus of about £2% billion. This is appreciably further

into surplus than expected in the Autumn (eg. the internal Autumn

forecast pre-stock market fall was for a surplus of about
£1% billion). It is also over £6% billion lower than the FSBR
forecast (which was for a PSBR of about £4 billion). On the basis
of the internal Autumn forecast the assessment was made that, even
after allowing for a higher 1level of activity, fiscal stance was
turning out considerably tighter than envisaged at Budget time.
In qualitative terms there would not seem to be anything in the
latest forecast to alter this conclusion: the forecasts of ‘activity
and inflation in 1987-88 have been revised upwards since the Autumn,
but the PSBR forecast shows a higher surplus. Thus fiscal policy
would not appear to be contributing directly to the higher than
expected growth of output.




D. UK Exchange Rate and External Accounts

23 In January sterling stabilised against the DM at around
2.97 to 2.98, despite continued weakness in the o1l market, but
it has firmed a 1little following the half point rise in UK base
rates in early Februarv. As the dollar has recovered since earlv
January the $/f£ rate has fallen back sharply, from 1.88 to around
1.77 now, and this largely accounts for the recent easing of the

sterling index to around 74X%.

22. UK three month interest rates, which fell by % percentage
point to 8% per cent during January, rose to 9 per cent following
the base rate rise on 1 February. US rates have fallen by % point
since early January, while German rates have edged down by about
% point. As a result the interest rate differential against German
rates, which had fallen back to 5% per cent in the second half

of January, has risen to 5% per cent.

¥, The Brent o0il price, which weakened sharply in mid-December
following the failure of the OPEC meeting to agree on how to
constrain production, rallied briefly around the turn of the vyear
(because one large trader had managed to corner the market in January
Brent cargoes) but has steadily fallen back in January to Jjust
over $16 a barrel. But the fall in the exchange rate index since
the beginning of January has reduced the oil adjusted ERI by around

% per cent.

24. In the absence of upward pressure on the DM/f rate over the

past month there has been little further official intervention.

25, The December trade figures, published on 28 January, showed
a current account deficit of £582 million, broadly unchanged from
November but at the pessimistic end of the range of City
expectations. Total export volumes rose slightly more than import
volumes in December but this was offset by a small deterioration
in the terms of trade. In 1987 as a whole non-0il export volumes

were 7% per cent higher than in 1986 compared with a 9% per cent




rise in non-o0il import volumes. The current account deficit for
1987 is now estimated at £2.7 billion, close to the FSBR and Autumn

Statement forecasts of £2% billion.

E. Domestic Monetary and Financial Market Developments

(see "Tables 10 to 26)

Narrow Money

26. MO growth has been below expectations since the last assessment,
with the level of MO0 falling back slightly in the month to January.
On the assumption that this fall was erratic - possibly reflecting
suspect seasonal factors - and that MO growth resumes in February
at recent levels, the 12 month growth rate of MO is forecast to
rise from 4% per cent in January to around the top of its target
range of 6 per cent in February and March, as the Fald vdin MO in

February 1987 drops out of the annual comparison.

27. MO (seasonally adjusted) provisionally fell by 0.3 per cent
in January but the 12 month growth rate rose to 4.6 per cent, from
4.3 per cent in December, reflecting the sharp fall in the level
of MO0 in January 1987. The erratic falls in the level of MO in
both January 1987 and 1988 suggest suspect seasonal factors at

this time of the year.

28. Assuming a resumption of the steady growth of MO Eram - dits
lower level in January, the forecast has the 12 month growth rate
of MO rising sharply in February and March, to around
5% and 6 per cent respectively, before dropping back to under
6 per cent from July. The sharp increase in the annual rate forecast
in February mainly reflects a fall in the level of MO0 in
February 1987. But the 12 month growth rate is unlikely to breach
its 6 per cent target in February, as an abnormally low level

of bankers' deposits in the first week of the month will depress

the annual rate by about % percentage point.

29. NIB Ml rose by £0.4 billion (a fall of £0.1 billion seasonally

adjusted) in December and the annual growth rate was little changed




./

at about 10% per cent. Interest-bearing sight deposits fell by
£0.7 billion in December, partly reflecting the unwinding of an
equity issue in September, the proceeds of which (£0.3 billion)
were initially placed on retail deposit prior to investment during
December. Together with the increase in NIB M1, this gives a
£0.. 3 B LEion whaldesin M But the 12 month growth rate of Ml rose
to 22% per cent in December, from 21% per cent in November,

reflecting the effects of the British Gas sale on Ml a year ago.

Broad Money

30. The main features of the December money figures were moderate
broad money growth - below the average increase over the past
year - coupled with very high bank 1lending, over £5 billion. The
private external counterpart was heavily negative, slightly
outweighing the effects of heavy intervention, so that the externals
were contractionary. A number of factors many help to explain
this pattern (see especially para 38 below). But the underlying
feature may be the predicament of companies after the stock market
fall (see para 52 below). The evidence is broadly consistent with
their turning both to bank borrowing and to accumulated liquidity
to replace the finance formerly but no longer available from equity

issues.

31. M4 grew by £5.0 billion (1.7 per cent) in December and at
an annual rate of 16% per cent, compared to 15% per cent in November.
Seasonally adjusted M4 growth in the month to December was around
its average level of recent months, the higher 12 month rate mainly
reflecting the high growth of broad money in November 1986 before
the British Gas sale, which depressed the 12 month comparison in
November. M3 rose by £2.7 billion (1.4 per cent) in December,
slightly below the average of recent months, and the 12 month rate

increased to 22% per cent, from 21% per cent in November.

32. With respect to the M4 components, holdings of M3 by the private
sector excluding building societies rose by £1.7 billion, compared

to an average of £2.2 billion over the previous 12 months. Private

sector retail deposits with the building societies were £32 0 billion




in December, of which £1.9 billion was interest credited. Wholesale
funding of the building societies by the private sector was

£0.3 billion.

33. With respect to the M3 components, apart from the £0.4 billion

interest-bearing retail deposits fell by
£1.0 billion - the first fall since August 1986 - and wholesale
deposits including CD's rose by £3.3 billion, of which nearly
£1.0 billion is accounted for by building societies. The large
fall in retail deposits in December is largely unexplained, although
a contributory factor may have been the higher than expected tax
payments in December, including some Corporation tax paid early.
Wholesale deposits may have been inflated - perhaps by up to
£% billion - by round-tripping (see paragraph 38), and by companies
building up liquidity prior to their large Corporation tax payments

in early January.

34. Building societies' retail position continued to benefit from
the effect of the stock market crash on unit trust and equity
investment, with a seasonally adjusted inflow of £% billion in
December. This was considerably lower than the November figure,
but that was distorted by inflows related to the BP privatisation
and also reflected a competitive advantage, no longer present in
December, over bank accounts. But societies also borrowed heavily
(£% billion) on the wholesale markets. Some of this borrowing
was probably related to the announcement of the raising of the
limit on wholesale funding, which has also led to three societies
setting up euro CD facilities for a total $1.25 billion recently,
but over £300 million consisted of increases in time deposits and

was probably involuntary.

35. As a result of these retail and wholesale inflows, societies'

liquid assets rose by over £1 billion, the largest increase of

1987 - this despite tax payments of £310 million. Within 1liquid

assets, bank deposits (including CD's) rose by £1 billion; gilts
rose by £0.2 billion, possibly as a delayed response to societies'
large disposals in October; and holdings of bank bills fell by
£0.2 billion.




36. The broad money forecast for January is dominated by the funding
position: M3 and M4 are forecast to fall in January by £2% billion
(1% per cent) and £1 billion (% per cent), respectively, because
of the expected Central Government surplus of £5% billion and
consequent overfunding, in excess of that last year. 12 month
growth rates of M3 and M4 are forecast to fall by about 1 per cent
and % per cent, respectively, to 22 per cent and 16 per cent in

January.

Credit

37. Bank and building society 1lending rose by £5.9 billion
(1.8 per cent) in December and at an annual rate of 18% per.'cent,

slightly below the 19 to 20 per cent range typical of 1987.

38. Sterling bank lending grew by 2.6 per cent in December and
at an annual rate of 22% per cent, the 12 month rate being in line
with recent months. Several factors may have contributed to the

high growth in December:

(1) Takeover activity has been increasing lately and the
slump in equity issues may have led to some substitution of
bank borrowing to finance this, including the use of syndicated
loans. The CLSB returns also suggest a high level of corporate
borrowing, particularly amongst property companies (see

paragraph 42);

(ii) Both anecdotal and statistical evidence suggest
widespread round-tripping throughout the second half = of
December, as the Bank's money market operations put downward
pressure on 3 month bill rates relative to interbank rates.
Monetary sector holdings of bills rose by £1% billion in
December, with most purchases occurring throughout the secona

half of the month. Outside commentators have estimated that

round-tripping may have been of the order of £k bBilliond in

December;

f1ii) A significant differential opened up in the second

half of December between 3 month bill rates and US commercial




paper rates (adjusted for forward cover), making it profitable
for companies to switch their borrowing out of US paper into
domestic bills, swapping the proceeds into dollars. Anecdotal
evidence suggests this occurred on a significant scale in

December;

(iv) December is an interest charging month, accounting for
about £1% billion (0.6 percentage points) of the rise in bank
lending, which is offset within NNDL's in the broad money

counterparts.

39. Foreign currency lending fell by £1.9 billion in December
after having fallen by £1.6 billion in November. It is possible
that at least some of this further reduction in foreign currency
borrowing by the private sector represents the unwinding of October's
hedging activity, when the private sector increased its currency
bank borrowing by £3% billion. With the fall in stock markets - and
hence a fall in the value of portfolios - institutions may still
have been overhedged, giving rise to the repayment of some of their
currency borrowing. Foreign currency deposits of the private sector
fell by under £0.4 billion in December, so that if repayments of
currency borrowing were largely financed by running down sterling
deposits, this would have contributed to the below average growth

of broad money in December.

40. Overall the private sector reduced its net foreign currency
liabilities with the monetary sector by £1.5 billion, and increased
its net sterling liabilities by £2.4 billion, in December. But
it was probably not the same individuals engaging in these
transactions. The gquarterly industrial analysis to November and
CLSB returns for December (see paragraph 42) confirm that investment
and unit trusts have been the only group in which sterling and

currency borrowing were usually inversely related during 1987.

41. Building societies' mortgage lending strengthened slightly

in December to a seasonally adjusted £1.3 billion. This figure

probably reflects the competitive position before the equity price

crash and gives 1little indication of the effect of the crash on




mortgage demand. But commitments figures for the 15 largest building
societies, with 86% of all societies' assets, show little evidence

of downturn in mortgage demand.

42. Several analyses of recent bank lending figures - namely the
CLSB banks' breakdown bv 1stry for December, all

by industry in the quarter to November, and the sectoral breakdown
in Q4 1987 - all point to a continuation of the pattern of lending
seen in the previous quarter. Sterling borrowing by persons remained
very buoyant, both for house purchase and consumption; sterling
lending to industrial and commercial companies accelerated, with
growth particularly concentrated in 1lending to property companies
and lending to small businesses; and sterling 1lending to the
financial sector moderated, driven in particular by continuing
repayments of borrowing by securities dealers and gilt-edged jobbers
and by building societies. There is, however, evidence of distress
lending (of £0.3 billion) by the banks to their non-bank financial
subsidiaries during Q4, following the stock market crash. (This
lending was capitalised during December, with no net effect on
total bank 1lending in December.) Repayments of foreign currency
borrowing were again concentrated in the financial sector, with
large repayments by unit trusts unwinding their hedging of overseas

assets built up earlier in the year.

Other Broad Money Counterparts

43. A PSBR of £0.2 billion and an increase in the reserves of
£1.9 billion were underfunded in December by £1.3 billion, with
negligible debt sales to the overseas sector and debt sales to
the private sector of £1.2 billion. Cumulative underfunding in
1987-88 to date 1is £2.4 billion. Assuming a full fund over the
financial year with no further intervention (see Annex for details),
there is expected to be overfunding of £6.2 billion in January
and £0.7 billion in February, followed by underfunding of
£4.1 billion in March. This implies gross gilt sales, excluding

calls, of £1.6 billion over the remainder of the financial year.

The building societies purchased £0.4 billion of public sector

debt in December, giving a slightly more expansionary public sector




contribution to M4 of £1.7 billion, which is also the cumulative
public sector contribution to M4 in 1987-88 so far. The residual
counterparts to M4 were contractionary by £2.6 billion, nearly

all of which was within the banks' external transactions.

44, External influences on money were mildly contractionarv in
December. This was against a background of a rising exchange rate
in the first half of December - requiring spot market intervention
of £2.6 billion to cap the DM/f rate - but a weakening exchange
rate thereafter (except against a weak dollar). The counterparties
to the intervention seem to have been mainly banks and overseas
residents: the banks switched into sterling by £1.8 billion and
overseas residents increased their net sterling deposits by
£0.5 'billion. Hence it appears that the intervention has not fed
through into money. Banks' £NNDL's in December were contractionary
by £1.6 billion; banks' capital was boosted by the combined effects

of interest charging and capital issues.

Money Markets and Interest Rates

45. Money market rates started January at a premium to base rates,
ranging from 8.7 per cent at one month to 9.5 per cent at 12 months.
The % per cent increase in base rates to 9 per cent, announced
on 1 February had little effect on rates, which currently range
from 8.8 per cent at one month to 9.4 per cent at 12 months. 3 month
yields on eligible bills - which were typically over % percentage
point below interbank rates in the second half of December - remained
at a similar discount to interbank rates in the first half of
January, with the gilt repo on 13 January having 1little effect.
But the interest differential narrowed during the second half of

the month and has now disappeared. Anecdotal evidence suggests

that round-tripping occurred on a significant scale in the first
half of January, which will have inflated the money figures.

46. The stock of money market assistance rose to a seasonal peak
of £12% billion at the end of January from £7% billion at end
December. Some £1% billion of Treasury bills sold in October and

November matured in January, reducing the need for commercial bill




purchases accordingly. The need for bill purchases was further
reduced by a £1l% billion gilt repo, although this was undertaken
primarily in an attempt to influence money market rates (see
para 45). The stock of assistance is expected to remain at about
£12% billion until the end of February, and to fall back in March,
due to the seasonal CG deficit, to about £9% billion.

Gilts

47. Gilts began January with the index at 88.4 and 5, 10 and 20 year
par yields at 9.1, 9.6 and 9.5 per cent respectively. The rise
in bank base rates at the beginning of February had some impact
on gilt prices which fell immediately on the news, having risen
slightly during January. These losses have since been recovered
somewhat, and the gilt index currently stands at 89.3, with par
yvields ‘at 9.2, 9.4 and 9.3, indicating a flattening of the ¥yield

curve since the beginning of January.

48, The third and final experimental gilt-edged auction was
conducted on 13 January. The stock offered was a medium,
838 Treazspry Stock 1987 "C%. The auction was covered 1.07 times,
and the stock was sold at a weighted average yield of 9.99%. The
lowest price which stock was allocated was £91.50, implying a yield

to redemption of 10.15%.

49. Real yields on index-linked stock began January at around
2.8 per cent at the short end, rising to 4.0 at the longer end,
although very long issues were around 3.8 per cent. They
subsequently moved up by around 0.1 per cent at all but the shortest
maturities, before falling back to end January much as they began
3 s The base rate rise had 1little effect. Breakeven inflation
rates for index-linked Treasury 1990 and 2006 are currently 4.5
and 5.4 per cent respectively, compared with 4.6 and 5.6 per cent
at the end of December . Together with the easing of 1long gilt

yields, this would be consistent with some reduction in inflation

expectations over the past month, possibly related to the release

of less buoyant statistics on the real economy recently which has




reduced fears of overheating (see paragraph 17). The equity dividend
yield (based on the all-share index) stands at 4.2 per cent,

unchanged from the end of December.

Capital Markets and Corporate Finance

(see tapbles 20-21)

50. Equity prices (measured by the FT All Share Index) strengthened
a little further during January, having risen by 9 per cent during
December, but the market remains nervous. This is reflected in
the scarcity of equity issues, see paragraph 52. The index currently
stands at 906, 1 per cent down on a year ago and 27 per cent down

on its July peak.

51. There were net inflows into unit trusts of £150 million in
December, compared to a small net outflow in November. Gross sales
of unit trusts have continued to fall, however, from £1.7 billion
in ‘Octeber - to £0.7 billion :in 7Decenmber. The net inflow of
£150 million in December compares to a monthly average of

£1.00 billion in Q3 1987 and £0.5 billion in 1987 as a whole.

52. The short-term effects of the stock market crash on the pattern
of corporate finance, and thus on the money figures, are beginning

emerge. With their equity issues having fallen from an average
of £2% billion per month in the third quarter of 1987 to just
£% billion per month in December and January, UK industrial and
commercial companies will have to turn to other sources of finance.
While there have been signs of some resurgence in the eurobond
market, issues by UK companies only picked-up during January and
the rise in base rates has since depressed the market. Issues
of sterling commercial paper were also depressed in December (see
below). Hence the main counterparty to corporate financing is

likely to have been the monetary sector.

53. Corporate bank borrowing may have been as high as £3% billion

in December, of which £1% billion was bill finance - which may

have been inflated by round-tripping. There also have been




announcements of considerable quantities of syndicated credit and
multiple option facilities over the last month - some being takeover
related. It seems probable that some of these facilities will

be exercised, boosting bank lending.

54. Unpublished early estimates of 1life assurance companies'
investments in the fourth quarter of 1987, which in the past have
given a reasonable guide to the direction of flows, suggest that
life companies sold overseas company securities heavily and acquired
UK company securities, as well as accumulating liquid assets. The
proportion of their assets held overseas may have fallen back sharply
to mid-1983 1levels, while the proportion invested in UK company
securities fell only to the 1level in early 1987 and the gilts
proportion recovered to the early 1987 level. Their 1liquidity
proportion may have risen from about 2% per cent to about

3% per cent.

55. The stock of sterling commercial paper (SCP) outstanding fell

by £270 million in December, to £2.1 billion, with net redemptions

by UK companies of £250 million reducing the stock to £1.2 billion.

Monetary sector holdings of sLP - . fall " by "E200. mEIl1ow; to
£0.5 billion. The fall in stocks in December mainly reflects lower
issues, which in part could be seasonal - for example, retailers
would curtail their SCP  issues because of high seasonal
revenues - and may also reflect the relative attractiveness of
bill finance during December. But issues also fell in November
and stocks of SCP outstanding are now back to their levels over

the summer.

MG2 Division

5 February 1988




90/G.jfw.4555/22

Monetary developments since last month's report

SECRET

Latest outturns available at time of:

July Dec Jan
Report Report Report

Monetary aggregates (12 month % growth) (June) (Nov) (Dec)

MO (sa) 4.2 4.9 4.3(4.6")
M3 1oL 215 4 228
M4 13,8 1552 1613
M5 13D 14.6 R o g
Bank lending i 2459 227
Bank & building society lending (est) 19.3 19.0 18.8

Interest rates (%)

3 month interbank
20 year gilt-edged (par yield)
Yield gap

UK real 3 month interbank
Equity dividend yield (all-share)
IG yield (2001) assuming 5% inflation

3 month UK interest differential with:

Germany
us
World basket

Exchange rate

DM/£ 2.98
ERI 7Dt
0il adjusted ERI 105X

(0il-adjusted reference index) (71.9)

Asset prices

FT-A Index (% pa) TaD
FT-A Level (July peak: 1239) 885
Halifax house index (% pa)** 15.8

January outturn (provisional)
indicates what ERI would be if exchange rate simply responded to

0il prices in the ratio 1:4. 1In determining the reference rate the
base taken is the Jan '83 - Nov '85 average for the ERI and oil price.

figures are for July, December and January.
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BROAD MONEY FORECAST

1A. The broad money forecast for January is dominated by an expected
Central Government surplus of £5% billion, resulting in large
overfunding and a fall in the level of broad money: M3 is forecast
to " fakl sby o f2% bitlion (1% per cent) and M4 by £1 billion
(% per cent). The CG surplus is,of course, seasonal, with falls
in both M3 and M4 also occurring in January 1987. The fall in
1987 is, however, less than is forecast for 1988 so that annual
growth rates of M3 and M4 are expected to fall by about 1 per cent
and % per cent, respectively, to 22 per cent and 16 per cent. The
seasonal adjustments should, in theory, smooth the CG surplus and
its effect on money growth over the financial year. In practice,
however, the adjustments are based on much lower forecasts of the
CG surplus, so that even in seasonally adjusted terms money growth
is expected to be 1low in January - a rise of only 0.1 per cent

in M3 and a fall of 0.2 per cent in M4.

2A. The unadjusted annual growth rate of M3 is forecast to fall
further to 21% per cent in February and 20% per cent in March,

while annual growth of M4 is expected to remain at about 16 per cent.

3A. There are few other special factors affecting the money and
bank lending forecasts (see tables 1 and 2). It is assumed that
there will be no intervention during the forecast period, and that
the PSBR and the reserves increase will be fully funded over the
financial vyear (including an extra £0.4 billion of funding to
compensate for the 1986-87 underfund). The impact of January's
overfund on money is partly offset by an assumed boost of £% billion
to bank lending - £% billion of it due to a fall in the bill leak
associated with Bank of England purchases of commercial bills.
In addition it is likely that bank lending may be boosted in the
forecast period by increased use by companies of syndicated bank
credits to replace equity issues. The magnititude of the switch
is uncertain, since although a number of large credits are known
to have been arranged recently, the draw-down dates for the
facilities are not known and many of the loans are in foreign

currencies. The forecast assumes a boost to sterling lending of

£100 million per month.




4A. Building societies' retail inflows are forecast to remain
extremely buoyant over the next few months at a level only slightly
lower than that of December. But large tax payments will mean
little growth in liquid assets and societies may therefore borrow
small sums on the wholesale markets; at least one society is known
to have issued eurobonds in January and the large recently arranged
euro-CD facilities also point towards significant wholesale borrowing
requirements in the near future. Within 1liquid assets, societies

are likely to run down CTD holdings as tax payments fall due.

SA. The reasonably strong performance of mortgage commitments

over the post-crash period points to moderate growth in societies

advances over the next three months, although anecdotal reports
of withdrawals from offers on houses, if true, may lower the number
of completions relative to approvals. Whether the steady performance
of building society commitments is a result of overall housing
market conditions or reflects a growth in market share by societies
is less easy to judge, but we do expect societies to gain share

over the medium term at least.
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ANREX TABLE 1 "Ib

Broad Money Forecasts

£ million not seasonally adjusted

1987 DECEMBER 1988 JANUARY FEBRUARY MARCH

Mh M3 M3 MY .5}

(i) Underlying Incrense* Lhoh

Specinl Factors:-
Bank lending 550

(ii) Total Special Factors 550
(iii) Total Increase 49Tl
% Change on previous month 2 i g
% Change on previous year 16.3
Memo

Underlying % Change on previous year

% Change expected at Budget time

[Line (iii) = Line (i) + Line (ii)]

¥Based on the following assumptions:

(a) Underlying bank lending rises by £3.6 billion per month and building society lending rises by £1.4 billion per month, both
seasonally ad justed

(b) The public sector contribution to M4 and M3 is as follows: December January February March

1640 -6275 =1 3950
1262 - 6175 -675 4050
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ANNEX TABLE 2

Lending Forecasts

£ million

1987 DECEMBER 1988 JANUARY FEBRUARY MARCH

Bu%ld— Lending Taais Bu%ld— Lending Bank Bu%ld— Lending Privik Bu%ld— Lending
ing Counter- REn, ing Counter— ing Counter- ing Counter-

Society part in Society part L?ﬁd— Society part I?nd— Socliety part
Lending to Mh* €  Lending to Mi¥ ® Lending to Mi* '™& 1ending to Mh*

Underlying Increase 1068 5084 3600 1350 4900 3600 1400 4900 1450 4900
Special Factors

PSBR offset
Bill leak
Take—-overs

Total Special Factors

Total Increase
(sensonally adjusted)

Total Increase
% Change on previous year
Memo

Underlying % Change on 22.4 132 18.6 23.2 12.8 " 23.3
previous year

% Change expected at 18.5 15.8 16.9 18.9 16.0 : ¥ 18.5
Budget time

¥FExcludes bank lending to building societies (which is included under Bank Lending)
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BROAD AGGREGATES FORECAST

OUTTURN
1987 DEC

. CC (OR) (SURPLUS-) -536
LABR 638
PCBR

PSBR(1+2+3)

NET DEBT SALES TO NBPS (-)
GILTS
TREASURY BILLS etc
NATIONAL SAVINGS
CTDs
OPS DEBT
TOTAL

EXTERNAL FINANCE OF
PUBLIC SECTOR (INC-)

OVER (-)/UNDER (+)
FUNDING (4+5+6)

STERLING LENDING TO
NON-BANK PRIVATE SECTOR

(seasonally adjusted) (4500)

PRIVATE NET EXTERNALS AND
NET NON-DEPOSIT LIABILITES

BUILDING SOCIETIES:
11. RETAIL DEPOSITS
12. WHOLESALE DEPOSITS NBPS

13. HOLDINGS OF M3 (-)

(3700)




MONTHLY MONETARY REPORT

Exchange Rate Short Term

: CHARTS

UK/US interest rate differential

Narrow money growth
Broe noney growth

Real MO growth

FSEBR budget profile MO
FSBFR. budget profile M3
Retail Deposits

Bank and Building Society
£ Corporate bond issues
Money Market

Nominal Interest Rates
Yield Curve

Real Yields

House prices 1

House prices 2

Capital Markets

Lending




CHART [.LEXCHANGE RATE

—— OIL-ADJUSTED REFERENCE RATE (see right—hand scale)
@ - EFFECTIVE RATE (left—hand scale)
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UK/US INTEREST RATE DIFFERENTIAL

CHART I
—— 3 MONTH UK INTERBANK LESS 3 MONTH EURODOLLAR RATE
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CHART Il NARROW MONEY

CHART I : ANNUAL GROWTH RATES OF MONETARY AGGREGATES
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CHARKT IV BROAD MONMEY

Annual percentage growth (ua)

LNCDEL OVOr MEYIOS 12 S BROAD MONBY

M 4

26

24

W11 WYe 1979 1980 1981 1962

1983

1984

was

98e

SOTL: Tl G 4Tw BATES OF WO BETWIEN SEPTEWOLR 1981 AND AUGUST 1984 ARL  ADVITIL TO Muwovt
Tt D) ORTION CAUSED BY THE CHANGED DEFiNITION OF BANKERS BALANCES ®1Twik w0

o PLL] w sestember 1984 .PSLIA fram scteber 1984

e S T

CALENDAK

N &0

MONTHS

M




CHART V REAL MO

Anrnual percentage growth (sa
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CHART VI
COMPARISON OF 1987 BUDGET FORECAST WITH OUT-TURN FOR MO

—— BUDGET FORECAST
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CHART VIl
COMPARISON OF 1987 BUDGET FORECAST WITH OUT-TURN FOR M3
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UNIT TRUSTS
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ANNUAL GROWTH OF THE STOCK OF LENDING
TO THE NON BANK PRIVATE SECTOR

CHART XI

“‘"'“ s GROWTH OF THE STOCK OF BANK LENDING
T0 THE NON BANK PRIVATE SECTOR

—— 12 MONTH CHANGE
- & MONTH CHANGE
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1 WA STERLING BOND ISSUES BY UK AND OVERSEAS INSTITUTIONS
(DOMESTIC AND EURO MARKETS)
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MONE ¢ MARKET ASZISTA
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NOMINAL INTEREST RATES

CHART XIV

—— 20 YEAR GROSS REDEMPTION YIELD (1)
---- 3 MONTH INTERBANK RATE (2)
DIFFERENCE (2)—(1)
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Per cent Time 7/ Yield Curves of British Government Stocks Ist February 1988
&

CHALT XV

The curves have been fitted to the gross LA:3-month deposit rate.

redemption yields on stocks with one year TB: Market rate of discount,

or more to maturity.They are not reliable expressed as an annual yield.

below 2 years,and the l-year yield is Debenture Yield: FT 15 year

calculated as an average of 4 stock yields. FT A1l Share Index gross
dividend yield 4.15

*
DEBENTURE YIELD

ist February 1988

i YR PAR YIELD

16th March 1887

| | | | | | | |

10 8.9 15 17:608: -.29 40 50 Uncated
Years to maturity




wn
O
-
L)
>
xR
<
L
o

CHART XVI

or
/o

EQUITY YIELD (ALL SHARE)
---- REAL 3 MONTH INTERBANK RATE

- YIELD ON 1996 |G (GIVEN PROJECTED ANNUAL INFLATION OF 5
YIELD ON 20011G

0

ey e T L BER

J

ASOND

1988 .

V.B & R.J.P




r4
=
<
—J
'8
<
w
4
@
o
w
w
2
o
- 2
-
<
=)
Z
Z
<q

CHART XVI

APPROVAL L
COMPLETION )

§

--- DOE
— - HALIF,

24+




CHART X\ I\HOUSE PRICES

QUARTERLY HOUSE PRICES

- AVERAGE B. SOC. MORTGAGE AT APPROVAL
AVERAGE B. SOC. MORTGAGE AT COMPLETION
===« MIX=ADJUSTED HOUSE PRICE INDEX(AT MGE COMPLETION)

ANNUAL 7% INCREASE
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CAPITAL MARKETS

Dow Jones Industrial Average
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Table 2 =-Economic Developments in W.Germany
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Table 1: Developments in the G5 (including UK)*

Activity Money supply Costs and prices

Nominal Real Industrial M1 M2/M3 Unit Consumer GNP
GNP GNP production labour prices deflator
costs

=
U3
1.4

Q1 5:0 2%5 039 8.8 05
Q2 4.7 242 2.0 5.9 ~0.8
Q3

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep 4.0

Oct 4.4

Nov 5.4
* Ppercentage changes on a year before.

+ Partly estimated.
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GERMANY: KEY FIGURES

INDUSTRIAL CONSUMER PRICES TRADE SURPLUS* MONEY SUPPLY (M3)
PRODUCTION tpa $bn tpa
tpa
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* Yearly figures are monthly averages. Monthly figures in brackets

are averages of past I2 months.
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TABLE 3 a
THREE MONTH NOMINAL INTEREST RATES IN THE G5 COUNTRIES¥*

United Japan Germany
States
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EFFECTIVE EXCHANGE RATE INDICES (1975 = 100)

United Japan Germany France
States

% Chenge since

dollar peak (Feb 85)

% Change since
Plaza (Sept 85)
% Change since
Louvre Accord
(Feb 87)

% Chevpe e'nee
Stock merketr crash
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CONFIDENTIAL CONFIDENTIAL

RECENT INDICATORS OF ACTIVITY AND INFLATION
(per cent changes on year earlier)

OUTPUT PRICES AND UNIT LABOUR COSTS :
Manufacturing RPI excluding Producer Prices*** Unit Wage Costs
GDP(0)) Output RPI  mortgage payments Output Input Manufacturing Whole economy
3.1 0.8 & 3.6 4.3 -10.8 117 5.4
n/a n/a A 1T 4.5 5.3 ; ‘a

-11.9
-12.4
-13.0
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Winter internal forecast.

Wage cost figures show averages for three months ending in month
indicated.

Excluding food, drink and tobacco.




TABLE 5 :INDICATORS OF FISCAL STANCE
(a) Annual data
PSBR EXCLUDING
PRIVATISATION
PSBR PROCEEDS PSFD

Cash Ratio to Cash Ratio to Cash Ratio to
£ billion GDP £ billion GDP £ billion GDP
(per cent) (per cent) (per cent)

1
o

1970-71
1971-72
1972-73
1973-74
1974-75
1975-76
1976-77
1977-78
1978-79
1979-80
1980-81
1981-82
1982-83
1983-84
1984-85%
1985-86*
1986-87

O N N®DONONS® WWO WSO ®
p'-sssu!.uuua-uuooomu-h-o
VO 2N = W0 WO S WO®®O O W
!\:!\:uuuumuuuooo“ua—‘
ouwuum\nouottdob'o«.o'v‘
NN.&MNNMM&&\AQObuA
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January

forecast ; : -~
1987-88 2.8 -4 2.2 /2 3.0 4.
*1f adjusted for coal strike, PSBR and PSFD ratios to GDP

roughly 0.9 per cent lower in 1984-85 and 0.2 per cent lower in 1985-8¢

(b)_Quarterly Data
£ billion PSBR_ : PSBR
excluding privatisation

sat* ua
1.2 . 2.5 3.9
19 . e. 3.4
13 . e. 2.6

Q3
Q4

Q1 1.1 6 e, it e
@ 2.1 2.3 , & 3.4
a3 2.1 3.6 .2 3.6
Q4 -1.3 8 . 0.5

Q1 0.5 -0.8 2. 1.6
Q2 0.0 1.0 4 2.6
Q3 -0.1 0.4 1 1.5
*financial year - constrained
+calendar year - constrained
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Table 6: CGBR(0O) April-December Comparison with Budget Profile

£ billion

Receipts

Inland Revenue

Customs and Excise

National Insurance contributions
Privatisation proceeds

Interest and dividends

Other receipts

Total receipts

Expenditure

Interest payments
Departmental expenditure (1)

Total expenditure

Net effect on CGBR(O)

(1) on a cash basis, net of certain receipts and on-lending

higher receipts, higher borrowing and higher expenditure

lower receipts, lower borrowing and lower expenditure
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TABLE 7 EXCHANGE RATES
Exchange Real ERI/(Oil Dollar: D-Mark: Index US-UK Brent
Rate Exchange Price Sterling Sterling against Interest rate spot
Index* Rate @ Adjusted exchange exchange EMS differential rice
ERI) 4 rate rate currencies¥® &/bl)
(1) 2.1 80.1 0.908 1012 3.63 95.2 +4.1 7 §
(2) 78.9 88.9 1.001 1526 3.88 103.3 +4.4 2450
(3) 821 93.3 1.040 1.38 3.92 103.8 +3.6 27.4
(1) 79.8 91.6 1.001 1.44 3,71 98.7 +3.5 28.3
(1) 75.1 88.3 1.037 1.44 3238 90.9 +4.5 17.8
(2 76.1 92.1 1.101 45251 339 91.4 +3.2 12.8
(3) 7459 88.2 1.049 1.50 3.10 84.9 +3.8 12.4
(4) 68.3 84.0 0.970 1.43 2.87 79.0 +5.1 14.8
(1) 69.9 86.9 0.967 1.54 2.83 78.8 +4.3 17.9
(2) 72.8 90.9 0.996 1.64 2.96 82.6 +2.1 18.6
(3) T2 T 90.7 0.992 1 .62 BT 83.0 +2.8 19.0
(4) 74.9 94.0 1.030 1.76 2.99 83.8 +1.2 18.1

January 68.9 85.3 0.950 a5 2.80 Tl o B +4.9 18.4
February 69.0 85.9 0.960 1453 2.78 77.4 +4.4 1732
March A 8.Y 89.4 0.991 1.59 2.92 81.2 +3.4 18.0
April 72.3 90.3 0.994 1.63 2.95 82.1 +2.9 18.2
May 133 91.7 12002 1«67 2.98 83.1 +1.6 8.8
June 72,7 90.8 0.991 1.63 2.96 82.6 +2.1 18.9
July 72.8 Q0.8 0.985 1.61 291 82.9 +2.6 19.8
August 2.3 Q0.0 0.988 1.60 2.97 82.8 +3.2 18.9
September 1341 91.3 1.004 1565 2.98 83.2 +2.6 18.3
October 73.6 92.1 1.006 1.66 2.99 83.5 +1.7 18.8
November 75.4 94.6 1.040 1.48 2.99 83.9 +1.0 17.8
December 75.7 95.3 1.045 1.83 2.98 84.0 +0.9 5 8 ¢

1988 January 74.8 94.5 1.038 1.7 2.98 83.5 +1.8 16.%
: I"february 3rd 74.4 nja 1.043 s Lo i 2.98 83.7 23 16.2

Oil price adjusted ERI has roughly the same inflation implications as does an ERI of 80 given an oil price of $29 (their average values for January
1983 - November 1985). The ratio shown therefore indicates whether movements in the ERI are inflationary or otherwise, relative to the period
Jan-1983 - Nov 1985, having allowed for oil prices.

1975=100

Figurcs for latest months are tentative forecasts based on extrapolated producer price indices

CONFIDENTIAL




TABLE 8 : NOMINAL AND REAL INTEREST RATES
NOMINAL RATES REAL RATES

Long Rate Expected Real
Three Three (20 year inflation 3-month
month month Gilts) over 12 interbank Yield on Index-linked Gilts*#*
interbank Eurodollar months¥* rate 1990 2001 2011

(1) 13.90 4.4 3.5
(2) 12:6
(3) 1247
(4) 11.6

(1) 12.4

(2) 10.2
(3) 10.0
(4) 11.2
(1)
(2)
(3)
(4)

January
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April
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Unweighted average of forecasts by Phillips and Drew, National Institute and the London Business School; the expected rate of inflation for a

given month is the change in the price level between six months earlier and six months ahead. This is assumed to approximate roughly to

average inflation expectations over the three months immediately ahead.

Average of yields calculated for each Friday of month and quarterly for last Friday in each month. Assumes inflation averages 5 per cent per

annum to redemp‘ion. I




TABLE 9 CURRENT ACCOUNT

percentage change on previous year

Import Terms* Current
Volume Volume of balance
less oil less oil Trade(AVI) £mn
and erratics and erratics 1980=100

Export

sk
Nov
Dec

* excluding oil and erratics.

tables
25CurAcc
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1
9
6
2
7
2
9
1
6
9.
4
7.
18.
7
0.
5.
4.
s
8
0
4
3
-

@
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SNV OYULToOYO Ut W NoNnesEOoD; AN OU;m

o oumd =0

e
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)
-0.6
-1.9

1.8
-0.8
+1.0

-2.4
-4.9
-1.5
+0.9
+1.6
+2.4

-2.7
-2.0
+0.3
+1.2
-0.1
+1.5
+0.4

4035
3338
1474
2888
-944
-2692

-856
-989
572
-659
-1146
-1459

54
366
152

48

-532
=174
-291
-873

+17
-282
-595
-582
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TABLE 10

Key Monetary Indicators

1986-87 1987-88

Dec June

MONETARY AGGREGATES
12 month "% change (ua)

MO
M3
M4
M5

STERLING LENDING
12 month % change (ua)

Banks 21.8
Banks and building societies 19.6

OVER(-)/UNDER (+) FUNDING
financial year to date: £Emn -1,577

MONEY MARKET ASSISTANCE{/
Level outstanding £mn 12,970

INTEREST RATES

3 months™
20 year¢

EFFECTIVE EXCHANGE
RATE

* Inter bank
¢ par yield
# banking months until August thereafter end calendar months
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Table 11

MONETARY AGGREGATES 1987-88
APR

Averaged weekly

Monthly change (£ million) +42 =93 =32 +47 +1,085
Monthly % change +0.3 -0.6 +2.8 +0.1 -0.2 #0e3 +7.0
12 Monthly % change +4.4 +4.2 +5.3 +5.2 +5.5 +4.9 +4.2

Monthly change (£ million) +3,239 +1,876 +4,314 +1,629 +5,604 +1,378 +2,656
Monthly % change +2.0 +1.1 +2.6 +0.9 +3.2 +0.8 +1.4
12 Monthly % change +18.9 +19. 1 42049 +19.5 +22.3 +21.4 +22.8

Monthly change (£ million) +3,430 +4,011 $5+ 399 +2,951 +5,280 +1,698 +4,974
Monthly % change +1.3 +1.4 +1.9 +1.0 +1.8 +0.6 +1.7
12 Monthly % change +33.7 +13.8 +14.9 +14.9 *15.7 +15.2 +16.3

Monthly change (£ million) +4,102 +4,115 +5,459 +3,046 +5,434 +1,580 +5,275
Monthly % change +1.4 +1.4 +1.8 +1.0 +1.8 +0.5 1.7
12 Monthly % change +13.4 +13.5 +14.4 +14.3 +15.1 +14.6 +15.7

Monthly change (£ million) +1,160 +1,463 +102 +401 +187 ‘4514 +409
Monthly % change +2.8 +3.4 +0.2 +0.9 +0.4 +1.1 +0.9
12 Monthly % change +11.9 +13.4 +12.3 +6.0 +11.8 +10.6 +10.5

Monthly change (£ million) +2,950 +2,093 +1,088 +2,858 +522 -276
Monthly % change +3.7 +2.5 +1.3 +3.2 +0.6 =0.3
12 Monthly % change +23.5 +23.6 +22.6 +24.6 +21.7 +15.7

Net £ deposits from banks abroad

Overseas non-bank £ deposits

WIDER £ AGGREGATE
Monthly change (£ million) +8,325
Monthly % change +4.1
12 Monthly % change +22.2

NB Figures in brackets are seasonally adjusted.




TABLE 12

REAL PERCENTAGE GROWTH RATES OF MONETARY AGGRLGATES

RFI lesc
Mortgage Averaged
Element

FINANCIAL YErmino

1981-88
1982~-83
1983-84
1984-85
1985-86
198687

wfFmF v
momnC 9o
unowssmn
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TA BLE 13 CONFIDENTIAL

MO : THE WIDE MONETARY BASE

Monthly data Level £ million (Change in brackets) Percentage change on

Percentage change on
previous month previous year

Notes and Coin Bankers' Notes(sa)
(nsa) (sa) Deposits and Coin

Notes and Coin
(nsa) (sa)

1987 July 15271 15166 235
August 15337 15258 182
September 15349 15376 185
October 15299 15456 203
November 15365 15525 183
December 16447 15661 186
January 15458 15620 178

February (1 of 4) & 15363 15655 43
Latest & weeks a

Level £ million (Change in brackets) Percentage change

on previous week

Notes(sa) Bankers'
and Coin Deposits

1988 January
6th (-217
13th ( -32
20th Rk
27th ( -12

February
3rd ( -83

@ 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 percentage changes for the current month so far use as & base the previous full month and the full month a year ago.
The latest four week changes use as a base the four week averaged level four weeks ago and a yearago.




TABLE 14 SECRE]

Unadjusted € million
ASSETS LI KT L - ET " 1ES
Net Mortgage
Advances
& Unsecured Liquid
Lending Assets

Interest Wholesale
Assets principal credited

(eg reserves)

1987 Q4+
1988 Q1+
Dec
Jan
1988 Feb

Mar

* Monthly averages
+ Estimated ; part data

Figures in ( ) are end period liquidity ratio, unadjusted




TABLE 15

SECRE'T

THE COMPONENTS OF M3

BANK DEPOSITS

% CHANGES

Financial years
1984-857
1783-86"
1986877

Over 12 months (ua)
1987 JANUARY

FEBRUARY
MARCH
AFRIL
MAY
JUNE
S
AUGUST
SEPTEMBER
OCTOBER
NOVEMBER
DECEMBER
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Over 6 months (sa)
1987 STUEy
AUGUST
SEPTEMBER
OCTOBER
NOVEMBREF
DECEMBER

CHANGES £ MILLION

monthly average
1984-85"
198584
198687

Over . month (ss&’
1987 JULY
AUGBUET
SEPTEMBE
OCTOBER
NOVEMBER
DECEMEER
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TRELE 16

THE COMPONENTS OF M4 AND M3

MOKEY
WHOLESALE HOLDINGS M4 MARKET

ANV LRVIHIRIY W

Financial years (ua)
1984-85°
1985-842
1986-87°

Over 12 sonths {ua)
1987 JANUARY
FEBRUARY
HARCH
APRIL
KAY
JUNE
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Over & sonths (sa)
JULY
AUSLST
SEPTEMBER
OCTOBER
NOVEMBER
DECEMBER

CHANGES £ MILLION

sonthly average (sa)

1964-85° 984 : s “BH
1985-86% 1565 -362
1986-87° 2157 =372

Over 1 sonth (sa)

1987 JULY 3714 1006 268 -5
AUGUST 232e 1434 23 12
SEPTEMBER 2446 55 457 207
OCTORER 6313 720 -1 -618
NOVEMEER 93 2080 -356 -796
DECEMBER 2995 j221 324 -248

Net in fiow including Ters sharesand SAYE,
®Treasury bills, bank bills, LA tesporary debt, CID’s and some national savings accounts,
3March on March,




TABLE 17

RETAIL DEPBSITE

BUILDING? NATIONAL

BrRINKD BOLTE FPIED SAVINGS

% CHANGES

Financial years (ua’
1984-85=
1985 -867
1986677

Over 12 months (ua)
1987 JANUARY

FEBRUARY
MARCH
APRIL
MAY
JUNE
JULY
AUGUST
SEPTEMBER
OCTOBER
NOVEMEER
DECEMBER

pl s | ¢ a1

c~nH LU WU
Jou—=nC

Over 6 months (sa)
1987 JULY
AUGUST
SEPTEMBER
OCTOBER
NOVEMBLER
DECEMBER

CHANGES £ MILLION

monthly average
19 B84=85"
1968586
$986—=8/"

Over 1 month (sa)
1987 - JUlY
AUGUST
SEPTEMBER
OCTOBER
NOVEMEBER

DECEMBEF

Total retail funds, including ter
Total inflows.
March on March.




TABLE 18
Breakdown of Bank Lending by instrument (banking months before 1986 October)

unadjusted

Advances Commercial Investment! Other2 Total
Bills

1984-1980
% change3

1984-85
1985-86

Monthly average3

1984-85 1131 186
1985-86 1438 56

Contributions to annual bank lending growth4

Monthly changes

1987 January 905 562
February 2618 -426
March 4642 -2026

April 1726 -409
May 3622 -2125
June 5144 751
July ¢ 132 1679
August 2840 -1519
September 5456 13
October 2556 -499
November 2321 845
December 3703 1524

Investment by banks in private sector

Market loans, shipbuilding repos, CD's and time deposits of building societies,
commercial paper, and transit items.

April on April

First four columns equal fifth column.




TABLE 19

COUNTERPARTS TO BROAD MONEY

LATEST MONTH : DECEMBER 1987

PSBR

Debt sales (-): Other Public Sector
Central Government

Public external & fc finance (-)

over(-)/under(+)funding

£ lending to private sector
Bank/bank & b society externals (-)
Bank/bank & b society £NNDLs (-)

Debt sales (-): Other Public Sector
Central Government
Public external & fc finance (-)

£ lending to private sector
Bank/bank & b society externals (-)
Bank/bank & b society £NNDLs (-)

Debt sales to private sector (-)
Public external & fc finance (-)

£ lending to private sector
Bank/bank & b society externals (-)
Bank/bank & b society ENNDLs (-)

£ million

M4




Table 20:- BORROWING BY PRIVATE SECTOR EXCLUDING BUILDING SOCIETIES (£ million)

BANK/BUILDING SOC. STERLING BORROWING

0z
63
84
1907
0
{'-f

g3
B4

1994
1985
1984

1987

1967
JANUARY
FEBRUARY
MARCH
APRIL
HAY
June
JULY
AUBLIST
SEPTEMEER
OCTOREF
NOVEMBER
DECEMEEF
1588
JANUARY

Banks

S141
2781
3265

I‘E’jf

Juou

7093
4158
4148

4802

7431
5485
5764
104332

7063
gLog
10940
10962

Building
Societies

TOTAL

8148
6857
1372
7937

10282
7906
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Table 21:- NET FINANCE OF U.K, INDURIRIAL AND COMMERCIAL COMPANIE

BANK BORROWING OTHER BORROWING ALL BORROWING

Sterling Foreign Sterling Euro-Sterling{#)
eyl F 1 ¢sare Crmde

.
cpeercic.

ICC’s BSOC's  Currency . ' ICC’s  BSOC’s

-85 163
-193 429
-74 288
1433 3 249

=352 924
207 1092
1371 73
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TABLE 22 SECRET

FUNDING AND MONEY MARKET ASSISTANCE - FINANCIAL YEAR 1987/88

APR-DEC £ million u/a
1987

CGBR 2804

Gilt sales to nbps
and overseas (inc-) -6470

Other CG debt sales to nbps
incl Treasury bills* (-) -2035

CG external and fc
finance other than BGS(-) 9605

Funding of the CGBR
Over (-)/under(+) 3904

Other BGS sales (-)

OPS net of on lending -3277
Other CG debt sales (-)

OPS debt sales to nbps(-) 1283
Notes and coins (=)

OPS currency finance(-)
Other incl exchequer (-)

Funding of OPS
Over(-)/under(+) CG bank deposits (+)

Funding of PSBR Total influences*
Over(-) /under(+) (surplus+,shortage-)

Change in bankers
deposits (-)

Change in level
of assistance (+) #

of which

Issue Department bills
Banking Department bills
Market advances

Repos

Level of assistance
End March 1986

End March 1987

End December 1987

* Treasury bills usually included below the
line in the Money Market Assistance Table

# Surplus on influences leads to a fall in assistance and vice versa




TABLE 23 SECRET

MONETARY AGGREGATES : FORECAST GROWTH RATES

1 MONTH % CHANGE TO:

1987 OCT
NOV
DEC
JAN ) *
FEB )FORECAST
MAR )

wNu o
Ww-wNo D

% CHANGE TO:

*

[ o=

1 MONTH

n

1987 0OC1
NOV
DEC
JAN ) *
FER YFORECAST
MAR )

0

|

O 00000
o ) 0w
-l w

12 MONTH % CHANGE TO:

1987 OCT
NCV
DEC
JAN ) *
FEB YFORECAST
MAK )

(B 7 I o i ol )
me o~ W OO

* Provisional January outturn for MO
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TABLE 24: MO FORECAST
SEASONALLY ADJUSTED

LEVELS £ MILLION % CHANGE % CHANGE
ON PREVIOUS MONTH ON YEAR EARLIER

Notes Bankers' Notes MO Notes MO
and coin Deposits and coin and coin

ACTUAL

September 15,376 15,560
October 15,457 15,659
November 15,525 15,708
December 15,661 15,847

1988 January 15,620 15,798

February 15,700
March 13 S0
April 15,850
May 15,910
June 15,970
July 16,020
August 16,070
September 16,120
October 16,170
November 16,220

December 16,290

* Last month's forecast in brackets.




TABLE 25: MONEY MARKET INFLUENCES

Actual
1987 DEC 1988 JAN
A. Money market influences
(1) CGBR excl bank deposits (+)
(ii) Reserves etc (+)
(iii) Notes and coin (-)
(iv) National Savings (-)
(v) CTDs (-)
(vi) Gilts (-)
(vii) Other Exchequer items etc

A. TOTAL MONEY MARKET INFLUENCES
(Market surplus + / shortage -)

B. Money market operations
(i) Commercial bills (purchase +):
Issue Department - outright
- repo terms
Banking Department
(ii) LA bills (purchase +)

Issue Department
Banking Department

(iii) Treasury bills (purchase +)
(iv) Market advances

(v) Treasury bill Repos

(vi) Export Credit/Shipbuilding Repos

(vii) Gilt Repos

B. TOTAL MONEY MARKET OPERATIONS

C. Change in bankers balances
=A+B

D. TOTAL ASSISTANCE OUTSTANDING
(excluding Treasury bills)
= previous level + B - B(iii)

of which commercial bills

£ million
Forecast

FEB

12750

MAR




TABLE 26

SECRET

TIMING OF GOVERNMENT SHARE SALES

1988

BGC(III) 19 April

BAA(II) 19 May

BP(II) 30 August

2% April




