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FROVISIONAL: MONEY FIGURES - JOLY 1389

{All figqures are unadjusted unless specified otherwise)

l. The provisional money supply figures for July will be
published by the Bank at 11.30am on Thursday 20 vl These will
be the money figures published since the
Abbey National converted from a building society to a
will
final

first sat of
bank, and
notice not refer to M3 at all. We
understand, that the figures (published on
J0 August) will permit M3 to be calculated easily, although even
then it wiil not appear explicitly in the published figures.
SECRET AND PERSOMAL

tha provisional press
however,
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'. v & As usual M4 and M5 broad money figures are subject to
revision.

Summary

Monetary Aggregates for July (per cent)

Annual ised Rates

Bix
Months

Seasonally adjusted

Lending
Per cent Growth Rates

Previous Month
Annual Annual
This Last Average of (Monthly) {Honthly)

Month Month Previous 6 months (unad justed) (unadjusted)

Lending by

Banks and TaD
Building
Bocieties B.a. 6.9
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Table 2 attached gives the historical growth rates for MO, M4,
M5, NIBMI1, and bank
and building -society lending. Tables 3 and 4 show respectively
the components and counterparts for broad money together with the
average change over the previous twelve months.

MO

4. M0 increased by 5.3 per cent (seasonally adjusted) in the
twelve months ending in July, lower than June’'s 5.9 per cent and
the smallest 12 month increase since February last year. MNotes
and coin rose by 0.4 per cent (seasonally adjusted) in July, less
than June's rise of 0.9 per cent. But, while the July figures
show further progress towards the target range, weekly figures for
notes and coin in the first three weeks of August show larger
increases on average than in July.

Broad Money

5. The twelve month growth rate of M4 was 16.7 per cent in
July, well below June's figure of 1B.5 per cent. This represents
the smallest 12 month increase since May last year. The monthly
increase of 0.6 per cent (seasonally adjusted) was well below the
avarage increase of the previous six months.

6. Within the M4 components, the increase in total retail
deposits was £2.2 billion (seasonally adjusted), a little below
June's figure (£2.4 billion) and the average of the previous six
months (£2.6 billion). The twelve month growth rate of the retail
deposit component of M4 (seasonally adjusted) fell % per cent to
14 per cent. Analysis of the composition of the inflow i=s
complicated by the Abbey's conversion. But it looks as if the
switch away from non interest bearing sight deposits to the new
interest bearing bank current accounts continued. Building
societies retail inflows in July were much higher in July than in
May or June in spite of the removal of the Abbey from the
figures. The underlying inflow for the remaining building
societies was probably similar to that of the first four months of
the year. . This recovery may aase the immediate pressures on some
seocieties, making mortgage rate rises less likely.
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7 The increase in wholesale deposits in July of £0.3 billion
(eeasonally adjusted) 1is wery low by the standards of recent
months, perhaps a8 reaction to June's wery large increase of
€E6% billion. The twelve month growth_of wholesale deposits within
M3 in July fell back to 275 per cent (seasonally adjusted) from
32% per cent 1in June. The July fiqure is elose to those of the
first five months of the year and June's figure now looks
decidedly out of line with the others.

8. Within the M4 counterparts, the PSBR was overfunded by about
£1 billion, in contrast to the underfunding of about £0.8 billion
on average in the first three months of the financial year.

9. M4 lending was E6.9 billion on a seasonally adjusted basis,
marginally lower than in June (£7.2 billion) and the average
monthly increase in the first half of the year (£7.0 billion)

Its twelve month growth rate fell by a full percentage point to
1.5 per cent; the seventh fall in a row. Last October's peak
wag 24.7 per cent. The six month growth zrate of lending was
20 per cent in July, down from 21.3 per cent in June. The faster
growth of M4 lending than of M4 in July is partly explained,

arithmetically, by the increase in non-residents' sterling
deposits which are not included in M4.

10. We have not yet seen the figures ourselves, but we understand
from the Bank that CLSB banks' lending for consumption was low,
about £40 million (of which c¢redit cards €22 million). After
applying their owrn unpublished seasonal adjustments, the Bank
reckon that thie implies an underlying increase of only around
E100 million [NOT FOR USE], one of the lowest figures in the last
two and a half years. The increase in lending for consumption has
now fallen for four months in a row - but the series is erratic.

11. CLSB lending for house purchase was also low at £0.2 billion,
both before and after the Bank's seascnal adjustment. This is
less than half the average monthly increase [seasonally adjusted)
in the second guarter [NOT FOR USE]. Lending by the building
societies and the Abbey National was probably around €2 billion
[NOT FOR USE], lower than in June (E2.3 billion) and a 1little
below the second guarter monthly average (£2.1 billicn). Dverall
the evidence is consistent with a continuing slowdown in mortgage
lending as a whole, with the banks continuing to lose market

share.
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12. Lending to companies by CLSB banks was £1.8 billion, with the
highest increases in the food drink and tobacco, property, and
'‘other services' sectors. But some sectors repaid debt, including
hotels and catering, dinvestment and unit trusts, and life
agsurance and pension funds.

Presontation

13. These figures should receive a mildly favourable reception
from the markets. The average market expectation for MO is
broadly accurate this month, having been forecast more or less
correctly from the Bank's weekly returns. M4 growth was very
modest in July and well below market expectations. Both the six
and twelve month growth rates fell back, the twelve month rate
particularly sharply. As for bank and building society lending
the rise was in line with the last three months but a little above
the market expectation. However, the six and twelve month growth
rates continued to decline steadily and the composition looks to
be favourable, with the CLSB figures showing that lending for
congumption was very low in July.

Outturn "Average Market*
June Expectations

M0 - one month change: % +1.9 (+0.3) (+0.4)
Mi - one month change: % +0.9 (+0.56) (+1.4)

Bank and building society
lending £ billion +7.5 [+6.9) (+6.4)

{figures in brackets seasonally adjusted)

SECRET AND PERSONAL
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14. Against this background we recommend a line to take as

follows:
"12 month growth rates of M0, M4 _and bank and building

society lending all lower than in June, as high interest
rates have their expected effect.”

15. We would be grateful for approval of the line to take and
comments on the attached more detail briefing as early as possible

tomorrow morning.
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e Bank of England

Mr George
Mr Thorp (Financial Statistics Division)
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Motes and coins in
circulatiom (Mips)

Bank & uilding society deposits (Mépa)

Retail
non interest bearing

interest bearing
Wholesalo

Chancge in M4

hﬂgﬁﬂetirﬁtnmﬂ:ﬂiﬁifﬂl
Mational Savings Bank (M4ps)
Change in M5

Mips = non-bank, non-building society private sactor




1. PSER

2. Debt sales to private sector (-)

Gilts
o
Savings

CIMs

Other O0G debt

IA anrl PC debt
3. External finance of the public sector (-)
4. Public sector contribuotion (1+2+3)

S EtEI].I.I!l_:l lending to private sector
6. Extarmals
7. NMLs

8. Total change (4+5+6+7)
(Percentage chanoe)

AVERAGE (HANGE IN FREVIOUS 12 MONTIS

1. PEER
2. Debt sales to private sector (-)
ofw Gilts

Other public sector debt

External finance of the public sector (-)

Public sactor contribution (1+2+3)

Sterling lending to private sector
6. Extermals
7. NNDLs
8. Total change (4+54+647)

(Percentage change)
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MONEY SUPPLY IN JULY: PRESS BRIEFING

A, LINE TO TAEE

12 month growth rates of MO0, M4 and _bank and building society
lending all lower tham in June, as high interest rates have their
expected effect.

B. THE FIGURES IN DETAIL

Changes in main monetary aggregates

ar cent

MO T} M5

12 month growth +5.2 +16.7 +16.3
rate {( +5.3) (+17.1) (+16.7)

Annualised sixz-month (t4:7) [+18.3) (+18.32)
growth

Annualised 3-month (+9.5) {+16.3) (+16.7)
growth

ong month change +1.9 +0.9 +1.0
{ #0.3) (+0.6) (+0.6)

(Figures in brackets seasonally adjusted s.a.)

ii M0: growth rates (sa)

Jd month & month 12 month

annual ised annual ised

Decembear
January
February
March
April
Hay

Juna

- = = R
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July

* glightly distorted downwards by postal strike in 3 months to

December and in & months to March
SECRET AND PERSONAL
g o UNTIL 11.30 AM ON FRIDAY 18 AUDGUST
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. A Annual gqrowth rate (s.a) Fallen back again after pick up

in May.

b. Annual growth rate [(unadjusted): Seasonally adjustad
rate better guide teo underlying monetary conditions.

[ =3 i month growth rate somewhat higher than in recent

months, but very semsitive to uncertain seasonal factors due
to timing of bank holidays.

d. 6 month growth rate Shows pick up from June but still
well down on peak levels experienced in 1988, Confirms
glowdown from end of last year.

e, One month growth (8.a) shows modest 0.3 per cent rise on
June,

iii. Broad money
[Note - as announced on 29 June M3 (and M1 and M3C) no longer
published following the large break in series caused by

Abbey National's Conversion.]

M4: growth rates

6 month 12 month#*

May 1535 16.0
Juna 15:5 16.8
July 20.1 17 .4
Aungust 19.3 E¥:3
September 20.1 18.7
October 19.6 17.4
Hovember 19.4 13573
December 19.4 17.6
January 15.9 18.1
February 17.6 18.6
March 16.7 18.1
April 16.9 18.0
May 17.9 18.2
June. : 18.7 18.5
July 18.3 16.7

+ za and annualised
* unadjusted
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A, One month growth (sa) shows very modest 0.6 per cent

rise on June.

b. 3 month growth rate: Vaery erratic. Fell back sharply
in July after pick up in Juna. Well below peak growth rates
experienced in July-September 1988.

(37 6 month growth rate: Declined slightly and remains
below peak figures seen in latter half of 19388.

d. 12 month growth rate: Unadjusted rate fell back
sharply to lowest level since May 1988.

Lending

(a) One month changes:

Bank and building
society lending

&

December
January
February
March
April
May

Juna

July

SECRET AND PERSONAL
UNTIL 11.30 AM ON FRIDAY 18 ADGUST
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UNTIL 11.30 AM ON FRIDAY 18 ADGUST

{b) Bank and building society lending: growth rates

3 month+ & month+ 12 month#*
%

July £lad 25
August 26.8 25.
September 26 .4 27.
Octobar P o | 24
Hovember 22.0 24 .
Decembar Z21.4 23,
January 23.7 23.
February 22.0 22,
March 22.1 21.
April 19.9 21
May 21.7
June 20.6
July 20.1

L T 20 3 o b WD e WD = = LN

R
[l ]
L=

+ E.a and annual isad
* unadjustad

(c) 12 month growth rate (unadjusted): Further confirmation
of slowdown after period of broad stability.

(d) 6 month annualised growth rate (adjusted): Last few

months shown considerable slowdown.

(e) 3 month anmualised growth rate (adjusted): Erratic, but
8light fall and at level well down on peak growth rates
experienced in summer 1988.

CL5B lending

Lending for consumption - E40 million. Lending for house purchase
- £E200 million. Both low.

SECRET AND PERSONAL
UNTIL 11.30 AM ON FRIDAY 18 AUGUST
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‘l’ vi. Funding.

Overfund (on M4 definition) in July of -E1.0 billion;
gurplus in July of £1.4 billion.

Cumulative over /underfundings:

Financial year 1989-90 to date: El1.4 billion underfund;
({€2.2 billion overfund carried over from 1988-8%9 and

earlier years.)
Lagt 12 months: cumulative overfund of £0.2 billion.

SECRET AND PERSONAL
UNTIL 11.30 AM ON FRIDAY 18 AUGUST
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i.

SECRET AND PERSOHNAL
UNTIL 11.30 AM ON FRIDAY 18 ADGUST

DEFENSIVE

M0 growth still not within target range? Annual growth rate

slowed in July. [I1f pressed: Will re-enter target range soon.]

ii.

Broad money still growing strongly? Very modest growth in
July and 12 month growth rate now lowest since May 1988.

Government should adopt Divisia Tndex as its target monetary
aggregate. [A divisia index weights assets according to
their 1liguidity - In fact welghts wvary inversely with

interest rate on particular assets. Advocated in FT article
on 16 August.]

Ho. M0 has proven track record. However, the componente of
such an index aAre monitored as part of Government's
continuous and camprehensive agsessment of monetary
conditions, and as MTFS says (para 2.22) the interpretation
of broad MOney , or liguidity, reguires considerable
judgement.

Relatively buoyant lending figures indicate interest rate
rises having no effect? No. 6 and 12 month growth rates
continue to decelerate and currently well down on last year's
lavels. CLSB figurese show lending for consumption at
£40 million very low in July.

SECRET AND PERSONAL
UNTIL 11.30 AM ON FRIDAY 18 AUGUST
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INTEREST RATES: BRIEFING ON GENERAL POLICY

Recent interest rate increases

(a) Fuoture movements in interest rates? Interest rates will
stay as high as is needed, for as long as is needed, to bring

inflationary pressures under control. Chancellor said at
Foreign Press -Association on 11 July "Currently the rate is
14 per cent and I believe we will keap it at that level for
some little while to come - if indeed we need to go higher
wa'll go higher, but certainly we need to keep it at
14 per cent for some time to come,"

(b) Interest rates bearing excessive burden in adjustment

process? Chancellor in Budget speech, 14 March: “"Inflation

is a disease of money; and monetary policy, is its cure....
Short term interest rates remain the essential instrument of
monetary policy."

(c) Risk of 'hard landing'? Chancellor in Budget speech,
14 March: "But the question of just how soft or hard the
go-called landing will be i mnot in the hands of the
Government alone. The Government's task is to reduce
inflation by acting, through monetary policy, to bring down
the growth of national income in money terms. The task of
business and industry is te control their pay and othar
costs. The more successfully they do so, the less costly in
terms of output and amployment the necessary adjustment will
ba.*

SECRET AND PERSONAL
UNTIL 11.30 AM ON FRIDAY 18 AOGUST
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Interest rates and industry

{a) Interest rate increases damagqe industry? [Latest
figures -show manufacturing cutput wvirtually unchanged between
198901 and Q2. ]

- Only to be expected that output growth would slow
in response to tightening of policy. But manufacturing
output still over 5 per cent above level a year ago.

= Risee in interest rates affects households far more

than companies

- Have important influence Ol housing market
(especially in South East) where rige in prices has bean
important influence on consumption growth and on
household sector which is now substantial net payer of
interest

- Companies; by contrast; now in far stronger
position than for wvery long time and hence less
effected by interest rate rises than in past

- Most larger firms can borrow long term and long
term rates have risen much less than short rates. How
Government no longer making demands on gilt market,
excellent opportunities for other borrowers,
particularly for long term fixed interest debt.

- But even for those smaller businesses dependent on
bank borrowing and adversely affected in short term,
resurgence of inflation more likely to damage investment
than period of higher Iinterest rates. 1l per cent
increase in interest rates, even if sustained for whole
year raises costs by far less than 1 per cent risa in
pay sattlements.

SECRET AND PERSONAL
UNTIL 11.30 AM ON FRIDAY 18 AUGUST
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(b) Higher interest rates curb investment? [Latest CBI Quarterly
Industrial Trends Survey showed fall in investment intentions.]

Mo, Latest CS0 figures for manufacturing investment show rise of
13 per cent Dbetween 13B501 and 0Q2, although would expect
investmant growth to slowdown from exceptionally fast rates of
last year. Evennr 80, DTI Investment Intentions Survey (June)
forecasts 15 per cent growth in manufacturing investment this
year, and "further, though smallar* increase in 19%0.

SECRET AND PERSOMAL
ONTIL 11.30 AM ON FRIDAY 1B AUGOST




