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SECRET AND PERSONAL L\/

MONEY SUPPLY IN BANKING MAY : "FIRST GUESS"
I attach the Bank's monthly note setting out their "first guess"

at the money supply figures for banking May, which ended on 21 May.

Summary

i £M3 1is estimated to have risen 2.4 per cent, compared with

L p—————
a forecast increase of 0.9 per cent. This suggests a final outturn

in the range of 2% per cent to 2% per cent. On this basis the
N ———————— S — . X
annual growth rate of £M3 to banking April would be in the range

of 18% per cent to 19 per cent, remaining, as forecast, well above

its 41-15 'per cent "target . range. MO0 rose by 0.1 per cent

(forecast: 0.5 per cent). Annual growth remains in the bottom

half of its target ranég, at 3.4 per: cent. Table 1 below gives

[

the ImpIfed growth rates in the target aggregates.

Table 1: Monetary Aggregates - First guess : banking May

Monthly percentage change

First guess

Likely outturn

3 month annualised rate
6 month annualised rate

Annual rate
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RE The annual growth rate for MO0 at 3.4 per cent 1is slightly
up from last month (3.2 per cent), but remains comfortably in
the bottom half of its target range. This: ‘is - din “line. with the

forecast which predicts that MO's annual growth rate remains close

to 3 per cent throughout the forecast period.

£M3 components

4. In banking ‘May £M3: is thought +to have increased by
£3,150 million, or 2.4 per cent, compared with our forecast increase
of 0.9 per cent, <circulated in Mr Walsh's monetary prospects
submission of 14 May (which superseded the forecast reported in
the Bank's note). Among the components, notes and coin rose by
£110 million. The main surprise 1is in non-interest bearing sight
deposits which rose unusually strongly by £1,290 million. Interest-
bearing sight deposits rose £1,140 million, time deposits rose

rather less strongly by £620 million.

byt We do not as yet know definitely that factors distorting the
components have been at work, but the exceptional increase in
NIB sight could well be associated with something of the kind.
There was a large gilt redemption at the end of banking May, which
could have inflated the figures for NIB sight. The last increase
of comparable size happened last June in the run up to the Abbey

Life oversubscription.

£M3 counterparts

6. Table 2 (attached) compares £M3 counterparts in the first
guess with those in the forecast. £M3 is estimated to have risen
by £3,150 million, about £2.0 billion above forecast. The main
factor accounting for the difference is the very substantially
expansionary externals (around £1.5 billion more expansionary

than forecast).

i je The "PSBR" is estimated at £1,140 million, about £640 million
above forecast. This is accounted for by the other public sector

contribution, which was around £470 million more expansionary
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than forecast, largely on account of the LAs. The CGBR was close

to forecast.

8. Central Government net debt sales, at £70 million, were also
—_——-‘-‘——-_

on forecast, but the effects of the higher than expected "PSBR"

on the funding position were largely offset by above-forecast

external flows to the public sector 6 leaving underfunding - at

£640 million not significantly different from forecast
S ———

(£470 million).

B

9. Sterling 1lending 1is estimated at, E%,SBO million, much as
the capita es surge

forecast. (The forecast assumed that/began to unwind this month,

though only very slowly.)

L0% The main reason for the difference from forecast was

the externals. At this stage, the division between NNDLs and

externals is not on the same basis as that used in the forecast,

and the position is further complicated by the treatment of the

residual ~error,  which :ds sincliuded —in NNDLS: But the externals

and NNDLs taken together are around £1.8 billion more expansionary

. N TT—
than forecast, and it seems clear that the externals are largely

T S— : 2 ; L :
responsible, even after allowing for the statistical difficulties

Sem—
in the way of interpretation at this stage. We understand, however,

that there has been a reduction of _around £1 billion in overseas

\ e

residents' sterling deposits (an expansionary influence) and it
?é conceivable th3T~This may be related to the recent substantial

IRy —— ! 4 .
turn-around in the UK current account, though it is not possible

to go beyond conjecture before we have more detailed figures.

) -

Timetable

Y gl T We will receive provisional April figures on Friday 6 June,

and they will be published on Tuesday 10 June. Full money and

banking figures will appear on Thursday 19 June.

12 I am sending a copy of this minute to Mr Norgrove at

/ /\;\wu‘e&\’

(k~u\J
T TARKOWSKI

No 10 Downing Street.
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FROM: Miss R Borer / P A Bull

BANKING MAY 1986 A FI1RST ESTIMATE

£ millions, seasonally adjusted

The provisional esbimalbes of the monelary aggregates for banking May
will be published at 2.30 pm on Tuesday 10 June and the full money and
banking ligures will be published at 2.30 pm on Thursday 19 June. Even
alfLer 19 June, some of the information contained in this note remains

confidenlbial Lo Lhe Bank, and group 2/3 should be consulted if there is
doubl aboul, ils availabilily.

I Fipgures received from the weckly reporting banks show an increase in
LH3 of 3150 in banking May. An estimate of the monetary sector as a
whole, based on these relurns, would suggest a final oubtturn in the
vange of 2 1/4% Lo +2 3/4% (compared with a forecaslt increase of 0.8%)
and 12 month growth rate in the range of +18 1/2% to +19%,

woell oulside Lhe Largel range of 11-15% announced in the Budget.

2 Among Lhe components of £M3, notes and coin are estimated to have
risen by 110, and privale sector non—-interesl-bearing sighlt deposils Lo
have incereased by 1290, an unusually large amount. Private sector
inLereslh bearing sight deposits are estimated to have risen by 1140.
Privale secelor time deposits (including CDs) are estimated to have risen
by 620: within this, time deposits rose by 410 and CDs by 200. Within
Lhe LobLal increase of 1550 in inlerest bearing deposits, retail 1B

deposils rose by 740.




o ECR ET

d Our lateslh esbimabe for MO for banking May is W, 1% or +3.4%

over Lhe Jaslh Lwelve monbths, within Lhe new Largel range of 2-6%
announced in Lhe Budgel.. This includes figures received from the
HeoblEsh (n.)l.(.; issuing banks and also revised estimates for coin.
Informaiion has nol yel becon reccived Ffrom Lhe Norbhern Irish banks.

4 The Lable alblached comparces counberparls Lo $M3 with Lhe forecasl as
cireulabed in Lhe FR of 15 May. The estimated CGBR is +1640, ie 310
above forecast: within Lhis, Lhe CG own accounl was +480 while

on lending Lo LAs was 11380, and on—-lending to PCs was -220. Net
putchases of cenlral governmenl debl from Lhe non-bank private seclor
arc eslbimabed Lo have been 170, compared Lo a forecast of net sales of
30 Gills (F<)r|t.r'il)ul,<r(l t470, ic a decreasce of nbps holdings with two
Larpge redempltions, compared to the forecast decrease of +320. There

were nel. purchases of CTDs of ~-160 and of Nabional Savings of -240,

while Treasury Bills showed no net change over the month.

b The direct contbribubtion of the rest of the public sector - estimaltcd
Lo have been contractionary by -510, (370 less contractionary than
forccasl). Local aulhorilies were 270, (360 . 5 contractionary Lhan

forecast), and PCs were -240, (10 less than forecast).

6 "Narrow overfunding” (ie the CGBR plus the direclt contribution of Lheo
tesl. of Lhe publice secbtor, net of CG debt sales to the non-bank privalce
scelor) was 1200 (ie. an underfund). External and foreign currency
Finance of the public sector (EFCFPS) was -560. "Wide overfunding” (ic
the sum of narrow overfunding and EFCFPS) was 4640, (ie an underfund)

compiared wilh. a forecast of +270.

1 Bauk lending in sterling to the private sector is estimated to have

increased by 1530, compared with a forecast rise of 1600.
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d OLther idenbified exlernal and foreign currency Lransactions (ic
crxoeluding EFCFPS) were 1220, very different, from the forecast of

this may be a poor guide to the final oulblurn for the externals.

9 The rvesidaal (including NNDLs) was conbractionary by 230, compared
viith a lforecaslt of -500. A sterling capital issue by Standard
Choarbered conbribubted -150. The planned rights issue by National

Weslmingler will not have affected the figures in banking May.

Financial Statistices Division
Moncy & Banking Aggregaltes Group BB-1

30 May 1986
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