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A note on definitions of the money supply O
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In recent years there has been increasing interest in the 
figures of money supply. In the September issue of 
Financial Statistics, it is proposed to introduce two 
narrower definitions of the money supply (M | and M 2 ) 
in addition to the existing official definition, which will 
now be called M^. Figures for the money supply on all 
three definitions will be published in a table similar to 
the table on page xiv.

mainly through irregularities in the flows of receipts and 
payments of the public sector and are not closely related 
to public sector spending. It is for these reasons that it is 
proposed in future to publish statistics for the money 
supply on two narrower definitions as well as on the 
existing definition.
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There is no single, universally accepted, definition of 
money. Any definition must, therefore, to some extent be 
arbitrary, and different monetary aggregates will be 
useful for different purposes. It may also be desirable to
review the aggregates used from time to time in the light

atof institutional developments.

The narrowest definition (Mi) will comprise notes and 
coin plus all chequeable current accounts of private 
sector residents denominated in sterling. This definition 
can be thought of as representing most closely the 
function of money as a medium of exchange, and sus 
including the generally acceptable means of payment in 
the system.

ollefl u d  G. Turner, 
:i. No. 1. 1970.

drink in the United 
No. 217. Nownber

The present official definition of the money supply (Mj) 
is a relatively broad one, comprising holdings of notes 
and coin outside the banks plus all resident deposits with 
the United Kingdom banking sector, including sight and 
time deposits (current and deposit accounts) in sterling 
or foreign currency. A useful feature of this definition is 
that it can relatively easily be reconciled with other items 
in the banks' balance sheets, without requiring a large 
number of adjustment items, so that discussion of move
ments in the total can be given more institutional content.

1The intermediate definition (Mj) will comprise M. 
plus sterling deposit accounts (time^eposits) of private 
sector residents with the deposit banks(^) plus their 
deposits with the discount houses. Although technically 
deposit accounts with the deposit banks are at 7 days 
notice, in practice they can generally be withdrawn on 
demand; and deposits with the discount houses are 
similar in nature. The degree of substitutability between 
these deposits and current account deposits would seem 
sufficient to justify a definition which includes them as 
well as one which excludes them.

}

For many purposes, however, it is useful to work with 
money supply aggregates based more firmly on the 
distinguishing function of money as a medium of exchange 
—aggregates which give a rough indication of the amount 
of means of payment (typically, notes and coin and 
chequeable current accounts) in the hands of the private 
sector. Moreover, for the purpose of observing and 
analysing the relationship between spending and the 
volume of means of payment, it seems desirable to 
exclude from the definition of money those balances 
which are believed not to be closely related to the level of 
domestic spending. For purposes of this kind, the existing 
official definition is not entirely suitable. It includes time- 
deposits with the accepting houses, overseas banks and 
other banks, which generally have little in common with 
chequeable current accounts and are not usually regarded 
as a means of payment. It also includes resident foreign 
currency deposits, a large proportion of which may at 
times be balances awaiting opportunities for investment 
overseas. Changes in these balances seem to be influenced 
to a considerable extent by the stale of capital markets 
overseas, and thus to have no close connection with 
domestic spending. Finally, the existing definition 
includes public sector deposits, changes in which occur

None of the three definitions proposed includes non
resident sterling deposits, changes in which may occur for 
reasons unconnected with demand on domestic resources, 
such as the finance of third-country trade or the state of 
confidence in sterling. But it may sometimes be of interest 
to work with an aggregate which includes these dcposits(^). 
For convenience in such a calculation the new table in 
Financial Statistics will therefore give a figure for total 
sterling deposits of residents and non-residents.

Since, as noted earlier, any definition of the money 
supply is to some extent arbitrary, it should be possible 
for the user of statistics to calculate that total which is felt 
to be most suitable for the purpose in hand. The table in 
Financial Statistics giving figures for the money supply 
on the three definitions discussed above, and for total 
sterling deposits, will therefore give separately figures for 
notes and coin and the main individual categories of 
bank deposit. In addition to the unadjusted series, 
a seasonally adjusted series will continue to be given for 
changes in Mj. It is intended lo introduce seasonally 
adjusted series for M, and M 2  in due course.

(«) The note on dehniiions was prepared by H.M. Treasury, in 
coUaboralion with the Central Stalislicaf Office and Bank of

(*) The deposit banks comprise the London eJearing banks, the 
Scottish banks, the Northern Ireland banks and the other 
domestic banks whose primary concern is with current account 
banking business; plus the Giro and the Bank of England 
Banking Departn>en(.
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TECHNICAL APPENDIX

The statistical infom ation currently available from 
institutions classified within the banking sector (sum- 
m a n ^  in Tables 35 and 36 of Financial Statistics) 
provides all the components needed for the widest 
definition of money supply outlined above, but a number 
of assumptions have to be made in arriving at figur^ 
for the narrower definitions. This is because the split 
between current and deposit accounts for each of the 
sectors we wish to specify is not available, and because 
it is not always possible to distinguish the sterling from 
the non-sterluig currency components.(‘) The various 
assumptions are described in detail below; because of the 
uncertainties they cause, the quarter-to-quarter move
ments (particularly in M i and M j) should ^  treated with

degree of estimation involved ‘
thought to produce a misleading picture of long-term

l£ .tren«

Deposits with deposit banks
In the case of the deposit banks, the available information 
consists of separate totals for current and deposit 
accounts (sterling and non-sterling together) and the 
sector breakdown for the combined total ^ving separate 
figures for the deposits of the public, private, overseas 
and banking sectors. In addition, fib res are available 
for the non-sterling part of total deposits made by United 
Kingdom banks, other United Kingdom residents and 
overseas residents.

In order to isolate the private sector’s deposits, and to 
divide them between sterling current, sterling deposit and 
non-sterling accounts(*) (columns 6, 7 and 8 of the table), 
the following rules of thumb have been adopted in decid
ing the allocation of certain items; they are based as far as 
possible on enquiries made of the banks themselves.

(i) United Kingdom residents’ non-sterling accounts 
(other than those of banks) which, in the main, are 
held as working balances by oil, shipping and insur
ance companies, are counted as private sector 
current accounts.

(ii) Overseas residents’ non-sterling accounts, the major
ity of which are known to be deposit accounts, are all 
counted as such.

(iil) For similar reasons overseas residents’ sterling 
accounts (which can be derived by deducting their 
non-sterling accounts from their total deposits) are 
assumed to be current accounts.

(iv) Banking sector accounts, sterling and non-sterling, 
and public sector accounts (assumed to be all sterling: 
c/(i) above) are held essentially as working balances 
and therefore are all treated as current accounts.

Given these assumptions, columns 6, 7 and 8 are 
calculated in the following way:
Column 6 Sterling current account deposits of the UK 

private sector =  total current accounts, less 
UK residents’ non-sterling accounts (other 
than those of banks), less overseas residents*

( ‘) The non-sterling component includes overseas sterling area 
currencies.

Colu;

Column 8

sterling accounts, less the accounts of the 
public and banking sectors, plus private 
sector accounts at the National Giro (see 
below).
Sterling deposit account deposits of the UK 
private sector — total deposit accounts, less 
overseas residents’ non-sterling accounts.
Non-sterling accounts of the UK private 
sector =  non-sterling accounts of all UK 
residents other than banks.

The deposit banks’ contribution to column 13 is reported 
directly, and their contribution to column 16 is deduced 
as in (iii) above.
Deposits with the National Giro
All business with the Giro is in sterling and on current 
account. Since information from the Giro includes 
separate figures for deposits of the public, banking and 
private sectors, no problems arise in estimating the Giro 
contribution to columns 6 and 13.
Deposits with the accepting houses, overseas banks and 
other banks
Information available from these banks corresponds 
more closely to the requirements of the narrower defini
tions of money supply.

They provide separate figures for:
(a) UK residents’ current accounts in sterling;

UK residents’ deposit accounts in sterling;
UK residents’ total non-sterling accounts other than 
those of UK banks; 
total deposits of UK banks in sterling; 
total deposits of the public sector in sterling; 
total deposits of overseas residents in sterling; 
total issues of sterling certificates of deposit;
total of sterling certificates of deposit held by the 
banks for their own account.

In this case the main assumption is that the sterling 
deposits of the banking and public sectors—items (d) and 
(e) above—are all on deposit account. Although the total 
of UK banks’ deposits with the accepting houses, over
seas banks and other banks is known to include some 
‘time call* money (interest-bearing, but repayable on 
demand), the proportion is relatively small and most 
inter-bank fu n ^  are at fixed term. Hence (a) above is 
shown in column 9 without adjustment. It follows from 
the same assumption that column 10 can be calculated 
by deducting items (d) and (e) from item (b), then adding 
UK residents’ holdings of sterling certificates of deposit. 
These holdings are calculated by deducting item (h), 
together with similar items reported by the deposit banks 
and discount houses, and overseas rwident holdings 
reported in the external liabilities and claims figures, from 
item (g).

A second assumption, that residents* total non-sterling 
accounts (other than banks) are all private sector, 1®^''^ 
item (c) as the figure for column 11 : and item (f), plus the 
overseas residents’ holdings of sterling certificates of 
deposit, forms these banks’ contribution to column 16.
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Deposits with discount houses
Deposits from sources other than UK banks are reported 
regularly by discount houses. The figures distinguish 
overseas residents’ deposits and, since these are treated 
as being wholly in sterling, they form the discount houses* 
contribution to column 16. The remaining deposits are 
entered in column 12, the discount houses having no 
public sector deposits.

Transit items
Banking sector transit items comprise:
(i) credit and debit items in transit between offices of the 

same bank;
credit and debit items in course of transr 
other members of the UK banking sector.

The figure for net deposits with the banking sector is at 
present obtained by deducting the excess of debit over 
credit items in both categories from gross current and 
deposit accounts, other than those held for other UK 
banks; similarly, the figures for net deposits by UK 
residents with the banking sector (shown in Table 52 of 
Financiai Statistics) are obtoined by deducting the same 
total from the banks' gross current and deposit liabilities 
to UK residents. The entire adjustment is attributed 
to deposits with the deposit banks and the National Giro, 
it is recognised that this procedure will distort the money 
supply figures, which will be understated to the extent

which any transit 
overdrawn or loai
Among recent changes in their accounting pracUces in 

connection with disclosure of profits, the priiicip^ 
deposit banks have allocated varying proportions of their 
own items in transit (item (i)] between deposit and 
advances in accordance with their individual estimates 
of the extent to which these items are affected. Addition
ally, research is being undertaken into the appropriate 
allocation between deposits and advances of items in 
course of transmission to other banks [item (ii)]. When 
these investigations are complete the present treatm rat 
of total transit items will be revised as necesMry to arrive 
at a more realistic figure for net deposits. It is dso  h o p ^  
that the part of the total which is applicable to deposits 
can be allocated to sectors within total deposits so as to 
allow more accurate estimates to be made of M i, and 
M 3. The effect of transit items on the public sector, for 
example, must at times be considerable, and markedly 
seasonal, because of the varying pattern throughout the 
year of payments of interest on government debt, tax 
payments, etc.

Until this research is completed, however, the present 
system of deducting all transit items from UK residents* 
_jposits with the deposit banks will continue. The addi
tional assumption is made for the purposes of calculating 
the levels of M, and M 2 that the toUl is attributable to 
private sector current accounts in sterling. The transit 
items total in column 15 is, therefore, deducted from all 
three
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Average amounts outstanding
1964 .....................................
1965 .....................................
1966 .....................................
1967 .....................................
1968 .....................................
1969 .....................................

Amounts outstanding at end of 
period

1963 March 
June 
September 
December

•  ♦

1964 March 
June
September
December

1965 March 
June
September
December

1966 March 
June
September
December

♦  «

•  »

•  »

4 »

1967 March 
June 
September
December(*)

1968 March 
June
September
December

•  •

1969 March 
June
September
December

•  0

1970 March

M1

1

7.070
7.270
7,508
7,750
8,044
8,075

6,505
6,718
6,746
7,110

6,886
7,019
7,174
7,289

7.096
7,238
7,327
7,557

7,464
7,460
7,527
7,610

7,434
7,613
8,025
8.243
8,172

7,965
8,106
7,770
8,492

7,961
7,844
8,013
8,471

8,038

1̂

Money supply

£ million

Money supply

M

10,508
11.099
11,651
12,194
12,977
13,144

9.698
9,992

10,008
10,503

10,180
10,455
10,661
10,969

10,748
11,099
11,245
11.645

11,504
11,604
11,699
11,958

11,731
U 084
12,496
12,968
1Z597

12.651
12,997
13,026
13,562

12,997
12,926
13,053
13,643

13,073

M

11,376
12,100
12,919
13,665
14.978
15.618

10,309
10,698
10,801
11,304

11,011
11,332
11,563
11,887

11,652 
12,114 
12,293 
12.792

12,692
12.896
13,033
13,321

13,075
13,539
14,070
14,625
14.733

14,503
15,020
15,118
15,800

15,412 
15,393 
15,635 
16.255

15,71

See footnotes on pages 84 and 85
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Resident private sector deposits!*)
Banking Currency

with

sterling in circulation 
with

1 Deposit banks and National Giro
deposit
liabilities public(') Sterling Sterling Non

current deposit sterling
accounts accounts accounts!*)

4 5 6 7 8

11,243 2,328 4.998 3.348 23
11,776 2.488 5.048 3,752 27
12,512 2,678 5.197 4,063 25
13,082 2.765 5.313 4,331 31
14,064 2.851 5,450 4,838 46
14,595 2,903 5,533 4,973 68

9.791 2.248 4,394 3.121 21
10,135 2.290 4.525 3,202 19
10,561 2,228 4.752 3,180 22
11,085 2.251 5,091 3,281 22

10,961 2.309 4,924 3,197 22
11,198 2.326 4,897 3,347 22
11,446 2,325 5,047 3.425 25
11,642 2,451 5,156 3,568 26

11.400 2.401 5,008 3,576 26
11.726 2.476 4,974 3.790 28
11,888 2,533 5,011 3,851 26
12,529 2.636 5.243 4,011 26

12,498 2,633 5,282 3,955 26
12,522 , 2.699 5,088 4,078 22
12,434 Z713 5,211 4,088 24
12,660 2,695 5,172 4.252 27

12,786 2.751 5,194 4.188 27
13,065 2.793 5,196 4.324 29
13,253 2,760 5,413 4,373 29
13.781 2.815 5,725 4,622 54
13,695 2,815 “ 5:6® 4;S22 36

13,556 2,851 5,337 4.603 42
13,951 2.910 5,384 4,782 43
14.399 2,804 5,314 5,170 51
14.804 2,859 5,862 4,968 58

14,543 2,914 5,515 4.925 67
14,400 2.909 5,353 4.990 73
14,459 2,857 5,418 4,955 68
15,143 3,006 5,807 5.079 67

14,964 3,042 5,702 4,950 52
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AniounB outtC
period

Hirch • 
June
September
December

19M March . 
June
September
Dumber

1965 Mirch 
June
September
December

1966 March . 
June
September
December

1967 March . 
June
September
December!

1968 March 
June
^Ptember
December

1969 March 
June
Jtptember
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#  #

Av«rmf« amounts outstanding
1964
1965
1966
1967 
1966 
1969

# ̂

# • # f
4 #

Amounts outstanding at and of 
pariod

1963 March 
Juna
Sapcambar
D^mbar

1964 March
Juna
Saptambar 
Dace n> bar

1965 March 
June
Saptambar
Dacambar #  #

1966 March 
Juna
Saptambar
Dacambar

1967 March 
Juna
Saptambar
Dacambar(*)

1968 March 
Juna
Saptamber
Dacambar

•  #

1969 March 
Juna
Saptambar
Dacambar

1970 March •  ^

Money lupply

Raildant privsta aactor daposlts(0 with
(continued)

All othar banks

Surilng Starling Non*
I currant 1 deposit starling
1 accounts accounts accounu(*)

I ’ 10 11

310 410 81
349 530 89
327 716 105
346 865 145
432 1.341 227
476 1.634 341

282 217 70
247 279 77
269 316 85
299 351 83

303 355 100
305 426 65

3 See footnotes on pages 64 and 65

r,i *
i

-I

472

458

1.231
1.362
1.417
1.513

1.626
1,613
1.681
1,691

1.664

Discount
housat

Public saccor 
daposlts(*) with

Deposit 
banlu and 
National 

Giro

All othar 
banks

items
In

transit

1,178

£ million

Ovarsau
sector

starllne
daposlts(*)

with
banking
sector

1,402
1.479
1,592
1,606

1.731
1.770
1.807
1.642

1,604
1.652
1.702
1.762

1.816
1,781
1,550
1,598

1.769
1.777
1.623
1,536
i.SSS

1.530
1.480
1.564
1,467

1.448
1.475
1.398
1.504

1,588
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1967
1968
1969

% •
» ̂

f  i

Money tupply

£ million

Monoy supply
Banking

Resident private sector deposiu(*)
with

'll Ma Ma sector
sterling
deposit

liabilities

4

In circulation! 
with Deposit banks and National Giro

1 2

Unid<
justed1 3

Season* 
ally ad* 
justed

publlc(^) r

1 5 1
Sterling
current

accounts

6

Sterling
deposit

accounts

7

Non- 
sterling 

1 accounu(*)

1 8

193 480 597 542 209 65 287 4
278 686 915 687 195 87 443

60 320 536 191 66 — 71 241 1
638 1.015 1.309 1.121 125 553 370 27
328 673 1.075 909 52 234 346 22
22 80 454 339 146 — 75 111 9

1963 1st quarter 
2nd quarter 215 296

—305
391

72
245 344

62
44 1313rd quarter 30 18 105 115 426 — 60 2274th quarter 367 498 506 308 524 26 339

1964 1st quarter —217 —316 —286 101 —139 60 —1672nd quarter 136 278 324 214 237 20 — 27
3rd quarterA 157 208 233 138 248 1 1504th quarter 117 310 326 149 196 128 109

1965 1st quarter —190 —218 —232 165 —242 — 47 —1482nd quarter 144 353 464 322 326 77 —  }43rd quarter 91 148 181 197 162 59 374th quarter 233 403 502 195 641 106 232
1966 1st quarter — 91 -139 — 98 413 29 — 1 392nd quarter8% A — 2 102 206 48 24 68 —1943rd quarter 69 97 139 86 — 88 16 1234th quarter 84 260 289 — 20 226 — 17 — 39
1967 1st quarter —174 -2 2 5 -2 4 4 268 126 58 222nd quarter 180 354 465 329 279 43 23rd quarter 413 413 532 462 188 — 32 2174th quarter 219 473 556 247 528 56 312
1968 1st quarter —204 —243 -2 2 7 256 —339 39 —3112nd quarter 143 348 519 412 395 61 473rd quarter —334 31 100 127 448 —104 — 704th quarter 723 537 683 314 405 56 568
1969 1st quarter —530 —564 —387 170 —261 56 —3672nd quarter —116 — 70 — 18 —185 —143 — 4 —1623rd quarter 171 129 244 227 59 — 50 654th quarter 453 585 615 255 684 144 389

1970 1st quarter -+ 2 8 —565 —550 — 10 —179 41 —105

Re/ot/ons/j/p between columns:
1 = 5 + 6 + 9 —15
2 = 1 + 7 + 1 2
3= 2+ 8+ 10+ 11+ 13+ 14
4 = 6 + 7 + 9 + 1 0 + 1 2 + 1 3 + 1 4 + 1 6

84

129

1963 1« luirtei 
2nd quirti 
3rd quart! 
4ih quart!

1964 Irt quart! 
2nd quarti 
3rd quart! 
4th quart!

196S l i t  quart! 
2nd quart( 
3rd quart! 
4ih quart!

1966 l i t  quart! 
2nd quirt) 
3rd quart! 
4th quart!

I’Wjn quin«i 
2nd quirt) 

luani 
^quirte

1570 i,t ûartei
D Jheettj 

^^di

Jatwo 
5?uren 
•he fifui
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Mon«y supply

K«id«nt p rim *  MCtor d«potiu(*) with
(coAti/iued)

All other benki
1

Sterlinf
current
accounts

StaHIni
deposit

accounts

10

Chenfos during poHod
1964 .........................
IMS .........................
1966 .........................

♦ #

1M) 1st quarter 
2nd quarter — 35
3rd quarter 22
4th quarter 30

1964 1st quarter 9 0
2nd quarter 2
3rd quarter 1
4th quarter 45

1965 1st quarter — 11
2nd quarter 4
3rd quarter — 10
4th quarter 71

1966 1st quarter —106
2nd quarter 44
3rd quarter — 42
4ch quarter 27

1M7 1st quarter • e #  ̂ I 9
2nd quarter 2
3rd quarter 14
4th quarter 27

1966 1st quarter 3
2nd quarter 47
3rd quarter 31
4th quarter • » • # # ♦ 1 15

1969 1st quarter — 4
2nd quarter # 1 1 • • 6 1 — 36
3rd quarter 44
4th quarter 26

1970 1st quarter — 40 — 27

Non-
starling

accounu(*)

11

11

Discount
housas

Public Boetor 
daposlts(*) with

Deposit 
baniu and 
National 

Giro

41

Ail other 
banks

Items
In

transit

C million

Overseu
sector
sterling

deposits!*)
with

banking
seao r

1  •

l i

• 1

I

.1

S .
,  »

:\

A

The estimates of levels of coin In circulation Include allowance for wastage, hoarding, etc., which Is not Incorporated in the changes shown. 
Grou deposits before deducting items In transit, etc.
^relgn  c u rre n t deposiu are affected by changes in exchange rates.
The two sets of fliures show the effects of the Inclusion of 
Figures ad|uttedfor effect of new contributors.
The figure is adjusted for the effects of accounting changes by some 'other banks’.

I . 
I

new contributors to 'ail other banks*.

f




