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Monthly money stock 

As interest in the stock of money has increased in recent 
years, new and more detailed presentation of this and 
related financial aggregates has developed. An article in 
the May 1969 issue of Economic Trends on ' Money 
supply and domestic credit' presented the results of some 
recent developments in monetary analysis and introduced 
the new concept of domestic credit expansion (DCE). 
The existing definition of money stock was later con
sidered to be too wide, and three alternative definitions 
of money stock, called M 1 , M 2 and M 3 , were introcl.uced 
in 'A note on definitions of the money supply' in 
Economic Trends, August 1970. The need has more 
recently been felt for more frequent and up-to-date 
figures of money stock, and in the March 1972 issue of 
the Bank of England Quarterly Bulletin new monthly 
series of money stock have been introduced. The new 
series are shown in the tables at the end of this article in 
the form in which they will be presented each month in 
Financial Statistics. At the same time the intermediate 
definition of money stock (M2 ) has been discontinued, 
and seasonally adjusted quarterly estimates of M 1 have 
been introduced. The monthly series of M 1 and M 3 
relate to the banking make-up day (a Wednesday, the 
third in each month except December) starting from 
16 June 1971 for M 3 (

1
) , and from 20 October 1971 for 

for M,; seasonally adjusted monthly figures of M 3 are 
included and it is hoped to introduce seasonally adjusted 
monthly figures of M 1 later. Monthly figures at banking 
Wednesdays should in principle provide a more consistent 
series than the figures at end-quarter because they are not 
subject to day-of-the-week effects, and they are not 
affected by the large and erratic movements that can take 
place in banking transactions at the end of calendar 
months or quarters. 

Figures of monthly money stock (and monthly figures 
of banking sector assets and liabilities and reserve ratios) 
will be issued by press notice by the Bank of England and 
will subsequently be shown in Financial Statistics. 

Presentation of banking statistics 
The new figures of money stock are accompanied by a 
more uniform presentation of banking statistics, which is 
described in detail in an article on page 76 of the March 
1972 issue of the Bank of England Quarterly Bulletin. 
This presentation takes account of the changed situation 
following the introduction in September 1971 of the new 
system of credit control(l), including the minimum reserve 

(')An approximate monthly series of M 3 back to April 1970 is 
included in the additional notes to the March 1972 issue of the 
Ban/.. of Cn.f(land Quarterly Bulletin. 

(
2

) See 'Comp~t ition and credit control', Bank of England Quarterly 
BuiMin, June !971, page 189; 'Reserve ratios and special 
depo~its', ~upplement 1ssued with the September 1971 Bank of 
England Quarterly Bullt'tin; • Reserve ratios: further definition~·, 
Ban/.. of England Quartrrly Bulletin, December 1971, page 482. 
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ratio requirements, and has been made possible by the 
collection of further statistical information, in particular 
from the London and Scottish clearing banks. The 
principal changes in the presentation of the banking 
figures, which are also embodied in the figures published 
each month in Financial Statistics from March 1972, are 
as follows: 

(i) Figures of principal items in the balance sheets of 
the London and Scottish clearing banks and of the 
Northern Ireland banks at monthly banking make
up days are presented on a basis uniform with that 
already shown for accepting houses, overseas and 
other banks. The main changes from the previous 
presentation are that assets and liabilities in curren
cies other than sterling are shown separately, and 
inter-bank transactions are separately identified. 

(ii) Monthly figures for 'other deposit banks '(') are 
shown separately on the uniform basis for the first 
time. 

(iii) Monthly figures from 15 September 1971 for the 
accepting houses, overseas and other banks accord
ing to the same presentation as that published for 
the end of calendar quarters and uniform with that 
now introduced for the deposit banks were first 
published in Financial Statistics in January 1972. 
The accepting houses, overseas and other banks 
have been providing mid-month figures since July 
1969. 

(iv) The consolidated figures of changes in all assets 
and liabilities for the whole banking sector, which 
exclude inter-bank transactions and net out transit 
items between banks, and include figures for the 
National Giro, discount houses and the Banking 
Department of the Bank of England, are being given 
for monthly banking make-up days as well as at 
end-quarter. The connection between these figures 
and the monthly and quarterly figures of changes in 
money stock can be clearly seen from the published 
tables (e.g. Financial Statistics, March 1972 Tables 
40 and 59). 

lt is now assumed that 60 per cent of the excess of 
debit over credit transit items (whether between branches 
of one bank or between different banks) affects current ac
counts in surplus and that 40 per cent affect> overdrawn 
or loan accounts. In arriving at consolidated figures for the 
whole banking sector 60 per cent of the net value of 
transit items is therefore deducted from deposits and 40 
per cent added to advances. Previously 100 per cent of 

(
0

) Certain other banks whose business in the United Kingdom is 
mainly concerned with domestic banking. They are listed in the 
Notes and Definitions supplement to Financial Statistics, April 
1971, page 15. 



transit items had been deducted from deposits. The 
change of treatment, which accords with that adopted 
for the calculation of reserve ratios, was first introduced 
in December 1971 beginning with the figures of M 1 and 
M 3 at end-September 1971. Figures for money stock for 
earlier quarters were revised accordingly. The same 
treatment of transit items has been adopted for the new 
monthly series. 

DefinitiQns of money stock 
The narrow definition of money stock (M 1) comprises 
notes and coin in circulation with the public and resident 
private sector deposits on current account in sterling with 
the banking sector. This most closely represents the 
function of money as a medium of exchange. The wide 
definition of money stock (M3) comprises notes and coin 
in circulation with the public and all resident deposits 
with the banking sector. It thus includes, as well as M 1 , 

sterling deposits by private sector residents on deposit 
account, sterling deposits by the public sector, and all 
deposits by residents in non-sterling currencies. For the 
purpose of the intermediate definition (M2) a distinction 
was drawn among private sector deposit accounts between 
such accounts with the deposit banks and discount 
houses, and with other banks. Before introduction of the 
new credit control arrangements, deposit accounts with 
deposit banks were usually of much shorter term than 
with other banks. However, some of the deposit banks 
are now transacting business themselves (including the 
offer of deposit facilities at longer term) which they pre
viously left to their non-deposit subsidiaries, so that it is 
no longer possible to draw a meaningful distinction in 
terms of accessibility of funds between deposit accounts 
with the deposit banks and with other banks. 

Estimation problems 
In general the monthly figures have been compiled in the 
same way as the quarterly figures; the information now 
available monthly is in some respects less comprehensive 
than that available quarterly but only a small amount of 
estimation is necessary to compile the monthly figures of 
M 3-to supplement information on overseas residents' 
deposits with deposit banks other than the London and 
Scottish clearing banks. The approximations necessary 
to identify private sector sterling current accounts, in the 
compilation of the monthly and quarterly figures of M~> 
are also less than previously(•), because from October 
1971 the London clearing banks have provided virtually 
all the information required to identify such accounts. 
The same approximations as previously apply to the 
identification of such accounts for other banks, and for 
the figures relating to London clearing banks included in 
the series of M 1 before October 1971. These are : 

(i) Deposit banks. Except as stated for the London 
clearing banks, private sector sterling current 
accounts are taken as the total of current accounts 
less UK residents' non-sterling deposits, sterling 
deposits of overseas residents and all accounts of the 
banking and public sectors. All of these arc assumed 
to be current accounts. 

(')See Technical Appendi)( to 'A note on definitions of the money 
supply', Economic Trends, August 1970. 
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(ii) Accepting houses, overseas and other banks. Private 
sector sterling current accounts are taken as the total 
of the sterling current accounts of domestic residents; 
the sterling accounts of the banking and public sec
tors are assumed to be all deposit accounts. 

(iii) In the above processes, for the purposes oft he monthly 
figures, the total deposits of the public sector with 
banks other than the London and Scottish clearing 
banks have to be estimated by reference to the 
nearest end-quarter figures. 

Further information on these processes of approxi
mation is given in the additional notes to the March 1972 
issue of the Bank of England Quarterly Bulletin. In 
addition, the same assumption about transit items is made 
as with the quarterly estimates, i.e. that the 60 per cent 
of transit items which is deducted from deposits applies 
to the sterling current accounts of private sector residents 
so that the same amount is deducted in arriving at M 1 as 
at M 3 . 

The additional information now being obtained from 
the London clearing banks has shown that some of the 
assumptions used in the calculation of the earlier figures 
may not have been correct, and as a result the level of 
M 1 at end-Scptember 1971 may have been some 
£200/£250 million too low. It is not possible to calculate 
the extent of any under-estimations on earlier figures and 
a break in the quarterly series of M 1 is therefore shown 
between September and December 1971. 

Seasonal adjustment 
It is important to identify so far as possible the regular 
seasonal pattern in the money stock as a step towards 
assessing underlying movements; the seasonally adjusted 
series, however, will also be affected by exceptional or 
irregular movements. The seasonal adjustment of the 
money stock is carried out by the Bank of England and 
derives from their work on the seasonal adjustment of the 
complete matrix of financial transactions in calendar 
quarters (the ·flow of funds', i.e. transactions in all types 
of financial instruments, and between all sectors of the 
economy). The following is a brief description of the 
broad principles in so far as they affect the seasonal 
adjustment of the money stock figures. 

Preliminary adjustments have been obtained indepen
dently for each item of the matrix which displays 
seasonality. Consistent seasonal adjustments have then 
been estimated simultaneously for all the entries in the 
flow of funds by a system of balancing which provides 
that: 

(i) the sum of the adjustments for each item over the 
four quarters of each calendar year is zero; 

(ii) in any quarter, the sum of the adjustments of all 
sectors for a particular asset/liability is zero; and 

(iii) in any quarter, the sum of the adjustments for the 
identified assets/ liabilities of a particular sector is 
related, where possible, to the adjustment for the 
sector's financial surplus. 

The advantage of this approach is that changes in the 
seasonal pattern of bank deposits and other erratic series 
(e.g. resulting from tax changes) can be indirectly 



estimated, even though they may not be directly observ
able in the individual series. In addition, certain series 
(for example notes and coin) are markedly affected by 
the days of the week on which a quarter begins and ends, 
and-at end-March-by the closeness of Easter. Adjust
ments have been made to allow for these distortions also; 
but of course they will not usually cancel out over the 
year, because this must end on a different day of a week 
from the preceding year. 

The seasonal adjustments to the quarterly figures of 
changes in the money stock (M3 ) are obtained as the sum 
of the seasonal adjustments (after balancing) for changes 
in the deposits of domestic sectors with UK banks, and 
for the change in notes and coin. Seasonal adjustments 
for quarterly levels of M 3 are derived from those for the 
changes. These seasonal adjustments on levels do not sum 
to zero over the calendar year because of the moving 
pattern of the flows. Hov.ever, the seasonals for the 
levels have been further modified so as to minimise the 
sum of the adjustments over calendar )ears, i.e. to 
minimise the difference between the annual totals of 
adjusted and unadjusted levels. The seasonals for quarterly 
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changes in M 1 are obtained by estimating preliminary 
adjustments for the series of private sterling current 
accounts and by dividing the balancing adjustments for 
total bank deposits into two parts: those for private 
sterling current accounts and for other domestic deposits. 
The transition from flows to levels is carried out as 
forM3 . 

The seasonal adjustment of monthly flows of M 3 have 
also in principle been estimated consistently with other 
monthly data on financial flows (bank lending, central 
government and certain external transactions). In practice 
monthly information is far less complete and is even 
worse for earlier periods. For example the mid-month 
series of deposits with accepting houses, overseas and 
other banks only go back to July 1969. It should be 
noted that the seasonally adjusted level of money stock 
{M3) as shown in the monthly series tends to be some 
£200/ £300 million less than in the quarterly series. It is 
not therefore possible, by comparing the two series, to 
obtain the underlying movements in the money stock 
between the end of a quarter and the neighbouring mid
monthly reporting dates. 
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