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Introduction

, __ the auarterlv national accounts publication brings together recently published data on national and
UK Economic Accoun 5 payments for the United Kingdom. UK Economic Accounts replaces the articles on the

Narnal Accounts and Balance of Payments previously included in Economic Trends. It contains two articles incorporating text,

charts and tables.

r*oncGDts Sources and IVlethods _
W th ffect from 24 September 1998 the UK national accounts were converted onto the European System of Accounts 1995

tESA95) This change results in a number of changes to the terminology and methodology used in presenting and compiling the
accounts A short description of the national accounts is given in the introduction to the 1999 edition of United Kingdom National
Accounts the ONS Blue Book. More detailed information is available in United Kingdom National Accounts: Concepts. Sources and
Methods 'ITSO 1998) and an overview of the move to ESA95 is available in Introducing the ESA95 In the UK (TSO 1998). Details
of the balance of payments accounts are given in the 1999 edition of the Pink Book. Further information on the financial accounts Is

in the Financial Statistics and the Financial Statistics Explanatory Handbook.

Key Economic Developments: The second quarter of 1999 Rounding may lead to inconsistencies between the sum
This article brings together a range of economic statistics on of constituent parts and the total in some tables.

the last quarter and highlights key developments in the

economy. %Billion” denotes one thousand million.

UK Economic Accounts: The second quarter of 1999 There Is no single correct definition of money.
This article presents annual and quarterly estimates of Consequently, several definitions of money stocks are
national accounts, including balance of payments. It includes used:

charts and tables showing output, expenditure and income MO the narrowest measure consists of notes and
approaches to gross domestic product (GDP) and the balance coins on circulation outside the Bank of England
of payments. Detailed analysis of households' expenditure, and bankers’ operational deposits at the Bank.
gross capital formation, Imports and exports are shown

together with accounts of households sector Income, M2 comprises notes and coin In circulation with
corporations and general government. Summary financial the public plus sterling retail deposits held by the
accounts for each sector are Iincluded. There Is an extended UK private sector with UK banks and building
section covering balance of payments. societies.

Appendix tables o | | M4 comprises notes and coin in circulation with
The tables In the Appendlx give Series of quarterly_ flgures the pub“c’ together with all Ster“ng deposits
and quarterly and annual growth rates. The data In these (including certificates of deposit) held with UK
tables can be obtained In computer readable form via the banks and building societies by the rest of the
ONS Databank Service. For details see box below. private sector.

Comments o 5. DM - Deutschmark

ONS i1s keen to receive comments on this publication.

Cc_)n_w_nents should be sent to Jon Beadle, National Accounts 6. ERM - Exchange Rate Mechanism

Division, D3/12, 1 Drummond Gate, London SWIV 200.

(Tel. 020-7533 5938). jon.beadle@ons.gov.uk 7. ERI - Exchange Rate Index

Notes on the tables

1  Most quarterly data are available seasonally adjusted
those not seasonally adjusted are indicated.

8. Symbols used:
not available

nil or less than half the final digit shown
ONS DataBank

disketfp provides electronic versions of various ONS business and economic publications and press notices on
(htto™//www nn’ u f Internet. The DataBank catalogue can be downloaded from the DataBank web-page

tP- m ns.gov.uk/databank.htm) which is hosted on the Office for National Statistics web-site (httD://ww.ons.gov.uk/).
and meiarlatl <t access to official statistics online including: individual and groups oftime series, cross sectional data

ase IS eld on the Government Statistical Service web-site; http:./y\vww.statistic.gov.uk/'statbase.

ADrZmSnd(irLOND W AA Customer & Electronic Services Unit, Office for National Statistics, B1/06,
e, LUNUONSWIV2QQ, Telephone: 020 7533 5673 Fax: 020 7533 5688 E-mail: sales.ons@gmet.gov.uk
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KEY ECONOMIC DEVELOPMENTS-
THE SECOND QUARTER OF 1999

ECONOMIC BACKGROUND However, the annual growth rate of narrow money (MO)
Increased to 6.8 per cent In quarter two from 5.8 per cent In

money rose from 6.1 per cent in April to 7.4 per cent In June.

Monetary” policy continued to be eased In the second quarter of Gross consumer credit, seasonally adjusted, rose to £35.8 billion
1998. The Monetary’ Policy Committee cut the base iInterest rate in quarter two from £35.6 billion in quarter one. This represents a

by V*per cent in both April and June to a rate of 5.0 per cent by quarterly growth rate ofjust 0.7 per cent, following growth of 2.9

the end of the quarter. This represents a decline of 2 V2per cent in per cent in the previous quarter. Quarterly growth in quarter two
the base rate since its peak in the third quarter of 1998. The was lower than growth in any quarter since 1992, excluding 1997
primary’ reasons given for the cut in April were low GDP growth quarter one. The amounts on loan from both banks and retailers
In 1998 quarter four, the strength of sterling, lower than expected declined between the second and the first quarter.

earnings growth and the fragility of business confidence. The
main rationale for reducing the base rate Iin June was the prospect
of Inflation falling below target as a result of the strength of

sterling. Chart 2

. . . Gross consumer credit
The trade weighted sterling exchange rate appreciated by 3.0 per | quarter on quarter,
cent in the second quarter of 1999, following a rise of 0.5 per seasonally adjusted percentage changes

8 .
cent in the previous quarter. This offset a depreciation In the rate

of 3.6 per cent in the final quarter of 1998. This strengthening of
trade weighted sterling In the first half of 1999 largely reflected a
strong appreciation against the euro. Sterling depreciated against
the US dollar over the same period

The FTSE 100-share index rose strongly In the second quarter of 4.
1999. The level rose by 5.8 per cent from an average level of
6052 In quarter one to 6403 iIn quarter two. This follows a strong
performance in quarter one when the index grew by 11.0 per cent
from its average level in 1998 quarter four.

Annual broad money (M4) growth was 6.6 per cent in the second
quarter. The annual growth rate has declined In every quarter
since the third quarter of 1997 when it peaked at 11.7 per cent.

95:1 95:3 96:1 96:3 97:1 97:3 98:1 98:3 99:1

Chart 1

FTSE-100 share index percentage change,

guarterly averages

Prices

Inflation indicators continue.d to suggest that price pressures
remain subdued. The annual rate of growth in output prices of all
manufactured goods rose significantly in the quarter, although

this was largely driven by olil price increases. The annual growth
rate of the retail price index decelerated markedly over the same
period. The annual rate of growth In the implied GDP deflator

declined also.

Annual growth In output prices for all manufacturing goods was
1.0 per cent in the second quarter, rising from just 0.2 per cent In
the previous quarter. Increases in the price of oil play a major
part In this rise. In the output price index excluding food,
beverages, tobacco and petroleum, prices fell at an annual rate of
0.6 per cent In both quarter one and quarter two. Similarly, input
prices declined at an annual rate of 1.5 per cent In the second
quarter, compared with an annual rate of decline of 5.8 per cent

-1 0
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employment which declined by 26,000 over the same period. In

the year to 1999 quarter two, manufacturing jobs fell by 4.1 per

revSel tobacco and pe_troleum I cent while servicesjobs rose by 2.2 per cent.
annual rate of 4,4 per cent in quarter two, from 5,1 per

However input prices excluding the food,

quarter one. Average earnings slowed into quarter two, growing by an annual
rate of 4.4 per cent, having risen by an annual rate of 4.8 per cent
In the previous quarter. Average earnings for manufacturing
Increased by 3.5 per cent In the year to quarter two while
earnings in services rose by 4.7 per cent.

Annual growth In the all items retail price index (RPI), the
headline rate, fell from 2,2 per cent m the first quarter to 1A per
cent in the second quarter. Much of this fall can be attributed to
rises in interest rates in the first half of 1998 falling out of the
annual rate. Excluding mortgage interest payments (RP1X), the
annual rate fell from 2,6 per cent in quarter one to 2,2 per cent In
quarter two. However, the gap between goods and services
annual inflation rates widened between quarter one and quarter
two. Annual Inflation in goods fell from 1.3 per cent to 1.0 per
cent whereas annual services inflation fell from 3.4 per cent to

Manufacturing productivity grew at an annual rate of 2.8 per cent
In the second quarter of 1999. The annual rate has Increased
consistently since the third quarter of 1998 when it stood at 0.8
per cent. This has resulted in a dramatic fall in the annual rate of
growth in manufacturing unit wage costs over the same period,
from 3.8 per cent in 1998 quarter three to 0.6 per cent in 1999

3.3 per cent.
quarter two.

For the economy as a whole, the implied GDP deflator rose at an
annual rate of 1.7 per cent in quarter two, down from an annual
rate of growth In quarter one of 1.8 per cent. However, the
quarterly rate of growth quickened from 0.3 per cent In the first Chart 4

quarter to 0.5 per cent in the second. Manufacturing Productivity and Unit Wage Costs

seasonally adjusted annual percentage changes

guarters
Labour Market, productivity and unit wage costs o

Employment grew and unemployment fell in the second quarter.
The Labour Force Survey showed employment rising by 43,000
In quarter two, having risen by 62,000 in quarter one and
114.000 in the final quarter of 1998. Workforce jobs, measured
by employer surveys, rose by 104,000 in the second quarter. This
followed a slight fall of 7,000 in quarter one and a rise of 28,000
In 1998 quarter four. ILO unemployment fell by 62,000 in the
second quarter with the rate falling by 0.2 percentage points to
6.0 per cent. The level of the claimant count declined by 27,000

between the first and second quarters although the rate remained
at 4.5 per cent.

The Increase in workforce jobs In the second quarter resulted B T
from growth In employment in services which grew by 129,000 93 94 95 96 97 08 99

In the quarter. This contrasts sharply with manufacturing
Productivity------ Unit Wage Costs

Charts NATIONAL ACCOUNTS

LFS Employment and Workforce jobs  quarter on quarter,

NN I
s~ onally adjusted percentage changes

Output and expenditure

GDP at constant market prices grew by 0.6 per cent in the second

ho quarter, compared with growth of 0.2 per cent in the first quarter.
Annual growth was 1.4 per cent for quarter two, a slight increase
10. from 1.3 per cent in quarter one.
The breakdown of GDP measured by output, at basic prices,
0.5- shows that manufacturing grew by 0.3 per cent In quarter two,
having declined In the previous three quarters. Services grew by
0.6 per cent In quarter two also. Annual rates show a sharp
00. contrast. Services grew by 2.6 per cent In the year to quarter two

while manufacturing declined by 1.3 per cent over the same
period. Strong quarterly growth In the energy and mineral
extraction Industries, added to manufacturing growth, led to
production growth of 0.7 per cent In the second quarter.

95;1 95:3 96:1 96:3 97:1 9/7:3'98:1 98:3'99:1

The breakdown of GDP measured by expenditure, at constant
LFS Employment...... Workforce Jobs market prices, shows that household final consumption



expenditure rose by 1.1 per cent in quarter two, having grown by
1.6 per cent In gquarter one. The annual rate of growth to the
second quarter was 4.0 per cent. Gross fixed capital fonnation
grew by 0.3 per cent in the second quarter, following a period of
buoyant growlh since the start of 1997. The annual rate of growth
rose from 6.2 per cent In quarter one to 6.8 per cent In quarter
two, though this is significantly below annual rates in 1997 and
1998. The balance of trade improved In quarter two as exports
rose after ftvo quarters of decline. The trade deficit narrowed
from £9.7 billion in quarter one to £8.8 billion In quarter two.

The breakdown of GDP measured by income shows that
compensation of employees rose by 1.0 per cent In guarter two, a
slowdown from quarterly growth of 2.0 per cent In gquarter one.
This reflects the deceleration In the rate of growth In average
earnings that occurred over the same period, partly due to high
bonus payments In the first quarter. Gross operating surplus rose
by 1.8 per cent in quarter two. following a decline of 0.4 per cent
In quarter one and a sharp decline of 8.4 per cent in 1998 quarter
four. The annual rate of growlh Is negative, at-8.9 per cent. Both
financial and non-financial corporations saw gross operating
surplus rise in the second quarter but fall Iin the year to that
quarter.

SECTORAL ACCOUNTS

Overview

Net lending by the rest of the world to the UK remained steady iIn
the second quarter of 1999. Net borrowing by the UK’s private
sector increased sharply with the public sector absorbing the
corresponding surplus. Private sector borrowing reflects a sharp
drop Into net borrowing by private non-financial companies.
Households lent funds to other sectors In quarter two and the
saving ratio increased by almost 2 percentage points.

Sector accounts - current transactions

The principal resource flow, on which households draw to fund
their current consumption, or alternatively saving, iIs disposable
Income: the biggest component of which - compensation of
employees - Is derived from households’ participation iIn the

Chart 5

Households' saving ratio seasonally adjusted

labour market. With both employment and earnings growth
slowing m quarter two, compensation of employees recorded the
smallest quarterly iIncrease since the third quarter of 1996
K by the Labour Force Survey, Increased
by 43,000 in the second quarter (less than half the average rise
recorded m the previous three-year period) and annual average
earnings growth slowed from 4.8 per cent to 4.4 per cent.

The slowdown iIn labour earnings, however, was more than offset
by the sharp rebound iIn property income. Dividend income
recovered In quarter two after a sharp fall in the previous quarter
and net interest payments fell. The change in dividend income Is
due largely to the abolition of advance corporation tax (ACT):
distributions were delayed until after its abolition in April. Net
Interest payments fell only slightly in response to lower base

rates as households iIncreased their financial liabilities,
particularly on debt secured on dwellings.

Modest growth in taxes on income and net transfer payments iIn
Q2 did little to erode the strength of households’ resources,
leaving gross disposable income up by £4.5 billion to £148.4
billion. Real disposable income, which iIs derived via the
consumers’ expenditure deflator, increased by 2.9 per cent. This
was sufficient to allow consumers to Increase both consumption
and saving. The saving ratio moved to 6.7 per cent, up from 4.9
per cent in quarter one.

With households’ capital formation dipping slightly in Q2
despite increased In activity in the housing market, the sector
returned to Its normal position of net lending. After borrowing
£1.6 billion from other sectors in quarter one, households lent
£1.6 In quarter two.

Net borrowing by UK corporations increased very sharply in the
second quarter, to £9.0 billion - a record level. Although this was
due primarily to changes in dividend payments linked to the
abolition of advance corporation tax (ACT), the underlying trend
still reflects the recent weakness of profits and strength of
Investment spending. Corporations’ net lending/net borrowing
position has deteriorated fairly steadily since the beginning of
1994 as profits growth has slowed. This decline gathered pace
from the end of 1997 as profits felt the effects of sterling’s rapid
appreciation in 1996 and 199/, and investment spending was
boosted by Millenium and euro related projects.

Charts

Net borrowing: private non-financial corporations
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The rapid expansion of corporate borrowing In quarter two arose

mainly as a result of the switch from net
by private non-financial corporations. Their ™ "'t

expenditure continued to grow into the latest quarter despite the
fact that gross disposable income (post-tax retained income) fell

below £12 billion for the first time since Q4 1992.

The abolition of advance corporation tax (ACT) has greatly
distorted the pattern of dividend payments In the recent quarters:

depressing distributions in Q4 1998 and Q1 1999, prior to
abolition, and boosting growth thereafter. This accounts for most

of the change In disposable income In quarter two, which fell to
£11.8 billion from £25.8 billion. The scale of this change
swamped the modest recovery In trading profits in the quarter.

Profits of UK continental shelf (hereafter referred to as UKCS)
companies rose 15 per cent in Q2 as Brent crude prices increased
by approximately 40 percent. Changes in oil prices, of course,
have implications beyond the profits of UKCS companies: by
Increasing Input costs to other industries they can foster wider
Inflationary pressure, erode real income and dampen demand.
Input prices already reflect the increase In oil prices. Profits of
non-UKCS companies (including quarterly  alignment
adjustment) increased by 0.8 per cent, but remained below the
level recorded as far back as the third quarter of 1997. Profits
may have responded to the resurgence of domestic demand,
particularly for consumer durables, which helped to propel
nominal GDP to its strongest quarterly growth since Q1 1998.

Chart?
Trading profits: continental shelf companies

2 0 quarter on quarter percentage change
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Excluding dividends, net property income became increasingly

eaminfsnn™”” companies with foreign parents. Reinvested
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sharp Increase In merger and acquisition activity (particularly
with overseas companies). This is shown iIn the addition of £74.6
billion of rest of the world shares to the asset side of non-
financial companies’ balance sheets.

The Impact on disposable income of lower primary incomes was
reinforced by a sharp increase in taxes on income. Taxes bounced
back from an exceptionally low level in quarter one, which was
linked to the weakness of trading profits at the end of the last
financial year. The effect of this, combined with the strength of
Investment expenditure, was to push the sector’s net borrowing
to a record £11.5 billion.

As non-financial corporations switched to net borrowing in the
second quarter, financial corporations moved In the opposite
direction. Net property income reflected the surge in dividend
receipts from non-financial corporations, which boosted total
dividend income from £8.2 billion to £17.1 billion. Financial
corporations own dividend payments were less affected by the
abolition of ACT - the bulk of such payments are distributed
overseas and, therefore, were not subject to the tax.

Financial corporations operating surplus continued to climb from
the recent low point Iin the final quarter of last year, when
resources were diverted away from trading activity as
preparations for the launch of the euro Intensified. Financial
corporations receive most of their income via the difference In
Interest rates they levy on deposits versus loans. Net interest
returns fell in quarter two as base rates fell.

The bounce back in property income in Q2 raised gross saving to
its highest level since the third quarter of 1998, allowing
financial companies to increase capital formation by £0.5 billion
to £1.7 billion, and still lend £2.3 billion to other sectors.

Central government lent funds totalling £3.5 billion to other
sectors In quarter two. Although this is not unusual In itself,
coming as It does at the end of a period of above trend growth, it
IS noticeable that the current surplus, as a proportion of nominal
GDP, Is almost equal to that recorded at the end of the Eighties.
Central government coffers have been swollen by the buoyancy
of tax receipts and the modest growth recorded in social benefits
and other transfers.

Charts
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Central governments’ net lending In quarter two was funded
largely by the growth iIn income taxes; which, In turn, Is
attributable to an increase In payments by private non-fmancial
corporations. Receipts from value added tax (VAT), which tend
to be fairly erratic, slipped back In the quarter despite stronger
consumer demand. Part of the discrepancy Is explained by the

fact that consumer spending was less strong at current prices, as
Inflation continued to fall.

Despite the increase In total resources, central government final
consumption fell to its lowest level since the third quarter of
1997, and gross saving leapt by £3.2 billion to £6.3 billion. Part
of this Iincrease was directed towards increased capital formation.
Although Investment spending increased by 27.5 per cent in the
quarter, to £1.5 billion, this was still below the levels recorded at

the start of decade.

Charts
Net borrowng/lending: restd the\Aorld
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The combined borrowing of all the UK’s sectors from the rest of
the world totalled £3.5 billion In quarter two - a marginal
Increase on the previous quarter. The rest of the world’s surplus
on trade in goods and services with the UK contracted in Q2, as
the value of imports from the UK rose faster than the rise in the
value of exports. The increase In the price of oil (the UK being a
net exporter) contributed strongly to the change, with oll
accounting for over a third of the increase in import values.

th recorded an increase in Q2
Md this may have magnified the effect of oil prices by increasing

This k'?h by the rest of the world

volume changes lag behind exchange rate movements

appreciations may improve a country’s balance of payments in
the short run.

The change In the balance of trade with the UK, however, was
more than offset by a reduction In the rest of the world’s deficit

Increase of £2.1 billion
m reinvested earnings on FDI In the UK, which itself was driven

by higher returns on activity in the North Sea.

BRIAN GOLDEN AND

DERMOT RHATIGAN
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UK ECONOMIC ACCOUNTS
THE SECOND QUARTER OF 1999

This article presents UK national
of payments accounts, for the second quarter of 1999. These

estimates were released on 22 September 1999.

GROSS DOMESTIC PRODUCT

GDP at current and constant prices (Table Al)

Gross domestic product (GDP) at constant 1995 market
prices In the second quarter of 1999 was 0.6 percent higher
than the previous quarter and 1.4 percent higher than the

second quarter of 1998.

GDP at current market prices - money GDP - increased by
1.2 per cent over the latest quarter to reach a level 3.2

per cent higher than a year earlier.

The implied GDP deflator rose by 0.5 per cent over the latest
quarter and 1.8 per cent compared with a year earlier. The
gross domestic final expenditure implied deflator showed

growth of 0.5 per cent over the latest quarter.

Gross national disposable income, which measures the real
Income of the United Kingdom, fell by 0.6 per cent during
the second quarter of 1999.

Chart GDP1

Gross domestic product at constant market
prices

£ billion seasonally adjusted

Expenditure components of GDP (Tables A2, A7, A8, A9,
and AlO)

Gross domestic expenditure at constant prices rose by 0.2 per
cent over the second quarter of 1999. There was a rise of 11
per cent in households' final consumption expenditure, Gross
fixed capital formation rose by 0.3 per cent and there was a
rise of 0.7 per cent in general government final consumption.
Inventories decreased In the second quarter of 1999 by £1.2
billion. The deficit In net exports decreased to £8.8 billion In

the latest quarter.

Household final consumption expenditure (Table
AT)

Households' final consumption at constant 1995 prices grew
oy 1.1 per cent in the second quarter of 1999 compared to 1.6
oer cent In the first quarter of 1999. Spending on durable
goods was weaker than last quarter rising by 2.9 per cent.

Expenditure on vehicles and other durables both rose by less
than last quarter. In contrast, expenditure on non-durable
goods was stronger than the previous quarter, rising by 1.4
per cent. The main causes were stronger growth in energy
products and food offsetting weaker growth seen In other
areas such as clothing and footwear. Services growth was
weaker than last quarter, partly due to a decline in the erratic
financial services component.

Chart GDP2

Households' final consumption expenditure at
constant 1995 prices

£ billion seasonally adjusted



Gross fixed capital formation (Table A8)

Total gross fixed capital formation at constant 1995 prices
rose slightly by 0.3 per cent over the latest quarter. Strongest
growth was seen In dwellings and other buildings and

structures: growth iIn transport and other machinery was
weaker than recent quarters.

Chart GDP3
Gross capital formation at constant 1995 prices

£ billion seasonally adjusted

Changes in inventories (Table A9)

In the second quarter of 1999, inventories showed a fall of
£1.2 billion, the largest decline since the second quarter of
1992. Inventories of finished goods held by manufacturers
demonstrated the sharpest fall, particularly in aero machinery
and tobacco. There were falls In wholesaling and other
Industries but increases within retailing.

Exports and Imports of goods and services (Table
AlO)

At constant prices, the deficit in net exports decreased to £8.8
billion In the latest quarter from £9.7 billion In the first
quarter of 1999. This came from strong growth In exports
coupled with a lower growth In imports. Growth of exports
of goods was mainly to the USA although there was some
recovery to SE Asia (not Japan) and increases to other non-
EU countries particularly of oil and consumer goods. Exports
of services have increased strongly due to communication,
Insurance and construction. Imports of services have fallen

slightly following erratic government imports in the previous
quarter.

Gross Value Added by industry (Table A4)

Output of the production industries rose by 0.6 per cent after
a fall in quarter one. Manufacturing output increased by 0.3
per cent following three quarters of decline. Mining and
quarrying and electricity, gas and water supply industries
both rose sharply. Output of the construction industries rose
by 0.6 per cent.

quart? rr' _ G.6 per cent over the
quarter. Growth was strongest iIn transport storage and

communications increasing by 2.2 per cent mainly due to
telecommunications but also transport support. Business
services and finance also grew by 0.6 per cent In the latest
quarter. Growth was strongest in renting and research and
development. There was a recovery In computing services

after a brief pause. Weakness In the insurance industries
depressed growth iIn the financial sector.

Income components of GDP (Table A3)

In the latest quarter, there was a rise of 1.0 per cent In
compensation of employees falling back from 2.0 per cent In
quarter one. The gross operating surplus of private non-
flnancial corporations fell by 0.9 per cent (before the
quarterly alignment adjustment). The erratic operating
surplus of financial corporations remains below that seen In
early 1998 where there were increased costs of the
Introduction of the Euro and preparing for Year 2000. Taxes
on production less subsidies rose by 2.0 per cent.



revisions analysis (TABLE Ab)

GDP and components
(Previously published on 23 August 1999)

Revisions have been taken back to 1999 quarter one. GDP at
constant market prices has been revised upwards in both the
latest quarters. Quarterly growth has risen from 0.1 per cent
to 0.2 per cent In quarter one and from 0.5 per cent to 0.6 per
cent In the latest quarter. In the latest quarter, year on year
growth has been revised up to 1.4 per cent, from 1.2 per cent.

GDP analysed by output categories at constant

prices

Growth In construction has been revised upwards in 1999
following later data from Department of Environment,
Transport and the Regions. Growth In services has also been
revised upwards in 1999 quarter two to 0.6 per cent (from 0.4
per cent). This IS mainly due to revisions from transport
storage and communication, where later data has been
received from the telecommunications industry, and within
business services and finance, where later data has been
received from ONS Inquiries particularly for renting,
computing services and research and development.

There have been some revisions in growth to some smaller
Industries including agriculture, forestry and fishing,
provided by Ministry for Agriculture, Fisheries and Food,
and mining and quarrying, where data has already been
published In the Index of Production. Growth iIn the
production Industry In both quarters has remained
unchanged.

GDP analysed by expenditure categories

Growth In household final consumption has been revised up
to 1.6 per cent in 1999 quarter one and down to 11 per cent
In the latest quarter (from 1.3 per cent in quarter one and 1.4
per cent In quarter two). The main revisions have been seen
In expenditure particularly for vehicles and financial services.
Later data has also been included from the Family
Expenditure Survey and the Retail Sales Inquiry. Seasonal

adjustment of vehicles has been particularly difficult since
the change in timing of the new registrations.

Latest data has Increased the trade deficit in both quarters.
Later data from Customs and updated ONS price indices
resuhed In changes to trade in goods data. Trade In services

has been revised since August, due to new Inquiry data from

ONS and other sources replacing earlier estimates _ .
projections.

Sees categories at current

Cornpensation of employees have been revised upwards In

8%' aic(1|j . ONS labol market
ata and revisions to employers contributions.
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THE SECTOR ACCOUNTS
0 NervieMv

Gross domestic product in the United Kingdom rose 0.6 per cent
In the second quarter of 1999.

The household saving ratio rose to 6.7 per cent from 4.9 per cent
In the previous quarter.

Real household disposable income rose by 2.9 per cent In the
second quarter of 1999.

Private non-financial corporations recorded net borrowing of

£11.5 billion In the second quarter of 1999 compared to a surplus
of £1.7 billion n the first quarter of 1999,

Chart SA1l
~FTSE100 and EC/Gallup consumer confidence
Not seasonally adjusted

Percentage change quarter on quarter

Households Sector

Income and Capital Account

Total household income (both primary and secondary incomes)
of the combined households and NPISH sector was £216.9
billion In the second quarter of 1999, a rise of 2.8 per cent over

the first quarter.

Total primary income rose by 2.9 per cent in the second quarter,
the highest rate of iIncrease since the first quarter of 1998.
However this followed a quarter where there was a much smaller
Increase. These erratic quarterly movements were mainly caused

by movements in property income, particularly dividend income.

Total compensation of employees increased by 1.1 per cent In the
second quarter (see chart SA2), the lowest quarterly increase
since the third quarter of 1996. As a result the annual rate of

Increase fell from 7.1 per cent In the first quarter to 6.3 per cent

and salaries rose by 1.2 per cent, whilst employers’ locia

contributions fe 1 bv 05 ner rnt 4 N _
wnapc 1 . A A determinant of

wages and salaries growth was a rise of 0.8 per cent Iin average

earnings a base-weighted index, while numbers employed roL
by 0.1 percent.

Chart SA2
Compensation of employees

Percentage change quarter on quarter
Seasonally adjusted

Gross operating surplus iIs estimated at £11.6 billion In the
second quarter, unchanged on the first quarter. Mixed Income
(the Income of sole traders) was estimated at £11.3 billion, an
Increase of 0.9 per cent on the previous quarter.

Receipts from property income rose by 12.8 per cent between the
first and second quarters. This reflects considerably higher
dividend payments by non-financial corporations - a record - In
the second quarter, following the abolition of advance
corporation tax. As a result dividend payments rebounded
sharply in the second quarter compared with the first quarter,
when dividends payments were exceptionally low.

The strength of dividend payments was due to payments which
had been deferred from the fourth quarter of 1998 and the first
quarter of 1999 ahead of the abolition of advance corporation tax

payments on 6** April 1999.

Household sector dividend receipts were £5.0 billion iIn the
second quarter, compared with £1.2 billion In the first quarter of
1999, and £3.5 billion in the second quarter of 1998. On the
other hand interest received on bank deposits fell to £3.0 billion
In the first quarter, down from £3.3 billion in the first quarter,
and the lowest since the second quarter of 1997. Interest
received on building society deposits was £1.3 billion in the
second quarter, recovering much of the fall that occurred between

the fourth quarter of 1998 and the first quarter of 1999.



y | trt fall in the second quarter, to their
Interest rates continued f 1994 There were two

lowest level since the first quarter of |
reductions during the quarter from 5-5 per cent P

m April, and a further cut to 5 per cent In June.

There was also an increase In the attributed property income of
Insurance holders, which rose by 5 per cent, from £13.8 billion
the nrst quarter to £14.5 billion In the second quarter.

Total property income paid was £12.0 billion in the second

quarter, a fall of 0.4 per cent on the first quarter when fe
sharply on the 1998 level. Interest paid on loans on dwellings tell

to £7 8 billion, down by 11 per cent on the second quarter of
1998 despite the high level of new mortgages taken out during

the quarter. This primarily reflected the lower interest rates that
were available as a result of intensified competition among

lenders.

Within the secondary distribution of Income account, social
benefits other than social transfers in kind rose by 2.0 per cent to
£43.5 billion (this covers both state pensions and other benefits
received from central government and private pensions). Other

current transfers received (net of transfers paid out) fell by 0.6
per cent between the first and second quarters.

Total deductions from income (uses) increased by 1.9 per cent In
the second quarter of 1999, to £68.5 billion. The main Increases
were a 6 per cent rise In council tax and a 15 per cent Increase In
net non-life insurance premiums. Social contributions rose by 2.6

per cent to £35.5 billion In this period.

Chart SA3

Real household disposable income
Percentage change quarter on quarter
Seasonally adjusted

Household disposable income rose by 3.1 per cent to £1484

billion _.in trae second, quarter. With the households’ fina
expenditure deflator risina hw m uuscnolas nna

disposable income increased by 2.9 per‘cenr"' "'
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With the increase in available resources outpacing the 1.3 per
cent increase In final consumption expenditure, the households’
saving ratio rose to 6.7 per cent compared to 4.9 per cent in the
previous quarter (see chart SA4).

Chart SA4
Saving ratio
Percentage
Seasonally adjusted

Total changes In liabilities and net worth - saving plus capita!
transfers less capital transfers payable - was £10.9 billion in the
second quarter, up on the exceptionally low first quarter level.
Gross fixed capital formation fell from £9.6 billion in the first
quarter to £9.3 billion In the second quarter. The net lending of
the household sector was £ 1.6 billion In the first quarter.

Financial Account

Currency and deposits

The household and NPISH sector increased its holdings of
currency by £0.2 billion in the second quarter of 1999 following
a decline In the first quarter.

As base rates fell between the first and second quarters of 1999
from 6.2 per cent to 5.0 per cent, growth In the various deposit
accounts was nonetheless generally up In the second quarter.
Sterling bank deposits In the second quarter went up £5.9 billion,
compared with a rise of £21 billion In the previous quarter.
Despite the reclassification of Birmingham Midshires building
soclety as a result of the takeover by Halifax Group, investment
In building society deposits grew from £1.9 billion In the first
quarter to £3.5 billion In the second quarter. There was
disinvestment in national savings of £0.4 billion In the second
quarter of 1999, the first time there has been two consecutive
quarters of disinvestment since the first quarter of 1990. This Is
mainly due to the maturing of Pensioner Guaranteed Income
Bonds. Overall investments held in deposits was £8.7 billion,
£ 1.2 billion up on the previous quarter.




Bonds

Following a small disposal of £39 million of banks certificates of
deposits (CDs) in the first quarter, the household sector rebuilt its
holdings by its largest acquisition of banks CDs since the first
quarter of 1997. By contrast, In the second quarter there was a
disposal of British government securities of £0.5 billion, which
followed three successive quarters of acquisitions.

Shares

The UK stock exchange (FTSEIOO) rose by 5.8 per cent In the
second quarter of 1999. The household sector acquired quoted
shares worth £3.0 billion In the second quarter of 1999. This
followed a considerable period, fifteen consecutive quarters, iIn
which the sector disposed of shares. There has been a net
purchase of unquoted shares of £ 1.1 billion in the second quarter
of 1999. The sector's Investment Iin mutual funds was £1.3
billion, considerably lower than In recent quarters. Tliere was an
Initial flurry, reflecting the last minute take up of PEPs prior to
their being discontinued In favour of ISAs on 6™ April.

L.oans

Total financial liabilities of the households and NPISH sector
rose from the relatively low level of £8.7 billion In the first
quarter to £15.7 billion In the second quarter, the highest since
the third quarter of 1988.

With interest rates at their lowest level for a number of years,
demand for mortgages during the second quarter was at a high
level, as households took advantage of the deals on offer. Loans
secured on dwellings to the value of £10.4 billion were taken out
In the second quarter, the highest since the third quarter of 1988.
Bank lending on dwellings was £5.2 billion in the second quarter,
well up on both the £3.2 billion in the first quarter of 1999, and
also on an annual comparison (bank lending on dwellings In the
second quarter of 1998 was £3.9 billion). Secured loans from
building societies also rose sharply, to £3.5 billion in the second
quarter, up from £2.1 billion In the first quarter of 1999, and £2.2
billion In the second quarter of 1998. Unsecured loans at £3.2
billion were also up, from £2.5 billion in the first quarter of 1999,

although they were down on the 1998 second quarter value of
£3.7 billion.

The net equity of households In Insurance corporations and
pension fund reserves grew from £10.9 billion in the first quarter
of 1999 to £12.8 billion In the second quarter.

Statistical Discrepancy

The latest estimates from the accumulation account showed there
was net lending by households, not seasonally adjusted, of £10.3
billion In the second quarter of 1999. The financial account of
the household sector, not seasonally adjusted, showed that there
was a net accumulation of financial assets of £12.4 billion. The
difference between these two accounts’ estimates Is the statistical
discrepancy for the household sector.

Private Non-Financial Corporations

Gross Operating Surplus

The gross operating surplus of private non-financial corporations
was £40.4 billion in the second quarter of 1999, a 0.9 per cent
decrease (before the quarterly alignment adjustment) on the

8&'3‘? %rFBPl@é)ST\'/'\'/aS an increase of 0.4 per cerrl?.te for the secona

Private Non-financial Corporations Gross Trading Profits

There was a rise of 0.1 per cent In private non-financial
corporations gross trading profits, before the quarterly alignment
adjustment and before subtracting appreciation of inventories, In
the second quarter of 1999, compared with the fall of 1.5 per cent

In the first quarter. For 1998, profits rose by 0.4 per cent
following the rise of 6.7 per cent in 1997.

UK Continental Shelf Companies

Estimates of the gross trading profits of United Kingdom
continental shelf companies rose by 14.9 per cent In the second
quarter. This rise compares with falls of 2.8 per cent in the first
quarter and 9.0 per cent in the fourth quarter of 1998 which was the
lowest figure recorded since the first quarter of 1994. Oil prices

Chart SA5

Gross operating surplus of private non-
financial corporations
Ebilibn

45 Seasonally adjusted

were relatively stable between the fourth quarter of 1998 and the
first quarter of 1999, at 11-18 per cent below the average levels seen
In the first three quarters of 1998. In the second quarter of 1999, ail
prices rose by over 30 per cent, linked to the production cuts (2
million barrels a day) agreed by OPEC in March and improving
prospects for world demand. The UK is a small net exporter of oll,
and the higher value of sales of crude oil fed through to increased
profits in the second quarter. The value of exports of crude oil rose
In the second quarter, compared with the first quarter of 1999, as
values per tonne increased. In the second quarter, operating profits
In exploration and production began to benefit from the rise on oil
prices and the pick-up in the value of sales of cmde oil, despite falls
In offshore oil production (low levels of drilling activity) and
stockpiling of oil In the first Uvo quarters. Oil companies were
active In cost reduction, by reducing jobs and overheads and by
containing capital exploration expenditure, reducing costs per barrel

of oail.
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Gross saving and gross fixed capital formation

Seasonally adjusted
Ebillion

Non-UKCS Companies

The gross trading profits of other (i.e., apart from the UK
continental shelf companies) private non-flnancial corporations fell
by 0.9 per cent in the second quarter of 1999, compared with falls of
1.4 per cent In the first quarter and 3.4 per cent in the fourth quarter.
Profits rose by 2.2 per cent in 1998 over 199/, compared with
growth of 8.8 per cent in 1997. The quarterly measure of profits is
taken before the alignment adjustments which are included In the
estimates of company profits. These alignment adjustments
Improve the coherence of the quarterly national accounts, so that the

paths of the income and expenditure aggregates reflect the quarterly
path of the output measure.

Profits continue to decline, the fifth consecutive quarter of negative
growth rates. The strength of sterling over the past two years has

affected competitiveness, constraining exports to world markets and
putting downward pressure on export prices, as companies have cut
prices to retain markets. Increased import competition, particularly
In lower-value or commodity-type consumer items and crude oil

o A "™ . rofit margins’
mport prices of goods and services fell 2.8 per cenP over the year

A rth or negate margms:

the Pnoes of goods and services rose by 0 5 per cent In
due toThe of decline, this was entirely
A Pri«” were down 17 2

In Europe wherothe sS«h T t PN« <=t larly

competition from
PY* *ticers Intensified in the

East Asian and Eastern H.r/A
second quatteT

firms morfadversely thLAAN affected manufacturing

output prices f\exclugin lﬁoog Be comBanies. Manufacturin
ading food, beverages, tobacco and petroleum
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for home sales were flat or falling. Input prices for materiala ad
fuel purchased by manufacturing industry rose, In part due to the
rise In import prices of raw materials. Input price pressures were
limited, to an increase In crude oil prices which squeezed margins in
chemicals and refining. The mixture of weak demand for chemical

and Increased Imports from Asia and the Middle East also
contributed to the squeeze in refining and chemicals margins in the
second quarter. The rise in input prices of 0.7 per cent between May
and June was caused largely by a rise of 3.4 per cent in cmde ail
prices and a modest weakening In sterling against the dollar in June

The gap between output prices for manufacturing products and
Input prices has narrowed. This lack of'pass-through' from input to
output pnces could reflect the difficulty that manufacturers have in
passing on price increases to consumers. Profitability in the services
sector was also constrained by Increasingly competitive pricing
conditions In areas like food retailing, telecommunications, ad
transport, including road haulage. IT hardware and accountancy
services, leisure and business consultancy services w-ere other
Industnes in which there were new low-cost competitors, signs of
over capacity and volatile price discounting. In some aress,
Including catering, hospital services, management services a
cleaning, a number of which depend on public sector contracts,
margins are low. Profitability in both sectors was affected by
average earnings growth, 3.5 per cent higher than a year earlier In
manufactunng and 4.7 per cent higher than a year earlier in services.

The profits of privatised non-financial corporations fell by 6,7 per
cent compared to the previous quarter. This was reflected
particularly in the gas and electricity markets, where margins
declined In the face of more competitive trading arrangements and
growing competition from cheaper gas-fired stations.

Inventories showed a rise of £0.5 billion in stock values for the
second quarter, following a small rise In the first quarter. The
total for 1998 was virtually unchanged, compared with the
Increase In stock values of £0.4 billion in 1997.

Allocation of Primary Income Account

Private non-financial corporations* net payments of property
Income rose from £10.6 billion In the first quarter to £23.2 billion In

the second quarter. Payments doubled due to the iIncrease In
dividends, whilst dividend receipts rose by £4.7 billion.

Private non-financial corporations’ interest payments were 1.8 per
cent lower In the second quarter at £7.3 billion. Interest rates fell in
the second quarter from 5.5 per cent to 5.0 per cent, which led to
reduced interest payments on UK monetary financial institutions’
loans.

New estimates of dividend payments were published for the second
quarter. These new sources ofdividends were reviewed In an article
In the September iIssue of Economic Trends. Of particular note in
the second quarter estimates Is the weakness In the data on
dividends paid by the unguoted company sector.

Private non-financial corporations' dividend payments rebounded
In the second quarter. Payments were £23.8 billion, compared with

£8.3 billion iIn the first quarter and £15.1 billion In the second
quarter of 1998. The iIncrease of £8.6 billion on the corresponding
period In 1998 has been estimated as due to deferrals (£3.5 hillion),

high prices on ordinary dividends (E2 billion) and special dividends

(E3 billion). First, companies paid dividends which they had
deferred from the fourth quarter of 1998 and from the first quarter of

1999, ahead of the abolition of Advance Corporation Tax (ACT). A

number of companies who have surplus ACT deferred their
dividend payments from the fourth quarter of 1998 and the first

\



quarter of 1999 until 6' April 1999 when ACT was abolished (ACT

l-as paid by a company at the time of dividend payment). This
bounce-back could include at least £3.5 billion of dividends deferred

by UK private non-financial companies until after the abolition of

Ner, Companies enhanced these payments to compensate
shareholders for the effective loss of iInterest, as a result of the
nming of the payments. Second, the number of companies paying
dividends In the second quarter rose, by close to one-half higher
than the number In the second quarter of 1998 and there were a
number of large ordinary dividends in the quarter. Four of the top 40
companies by market capitalisation paid dividends of £3 billion, In
total. Prices of dividends were higher than in the corresponding
quarter last year. Third, there were also a number of high value
special dividends paid, including the UK part of the £4billion paid
jointly by the UK and Dutch parents of Unilever which they paid In
addition to the normal part of their final dividend for 1998. Special
dividends were paid also by Associated British Foods, Greenalls
and Ulster Television. One other factor was the continuing increase
In the second quarter of dividends paid by UK subsidiaries of
o\erseas companies who took advantage of the higher payment of
tax credit available before 6 April 1999, i.e., In the first 5 days of the
second quarter. There was a similar effect in the first quarter of
1999, as UK subsidiaries of overseas companies brought forward
payments they were planning for later in 1999.

Follomng the abolition of ACT, companies make quarterly
corporation tax payments for company accounting periods which
end on or after 1July 1999. At the same time, companies can claim
back 'surplus” ACT against taxable profits.

Share buy-backs for the PNFCs were only £0.2 billion in the second
quarter, compared with £1.6 billion In the first quarter which
Included £1 billion by Diageo. Companies may be using the cash iIn
mergers and acquisitions and In returning cash to shareholders by
paying special dividends.

Private non-financial corporations’ dividend receipts were, at £8.8
billion In the second quarter, compared with £4.1 billion In the first
quarter and £7.0 billion in the second quarter of 1998.

Dividend payments accounted for 55 per cent of the remaining
Income (i.e., total income less Interest payments and tax) of private
non-financial corporations. This high weight compares with 21 per
cent inthe previous quarter and the average for 1998 of one-third.

Distributions of income from quasi-corporations to their owners are

estimated to have risen by 8.8 per cent In the second quarter to £5.9
billion.

Private non-financial corporations’ reinvested earnings on foreign
Irect investment (income earned but not remitted by foreign
companies with United Kingdom parents) was £4.2 billion iIn the

Irst quarter of 1999, an increase of £1.0 billion from the first
quarter.

Private non-fmancial corporations’ uses of reinvested earnings on
®reign direct Investment (United Kingdom companies with foreign
parents not expatriating money) rose to £1.9 billion in the second
quarter of 1999 from -£0.3 billion In the first quarter.

private non-financial corporations’ payments of rent on land and
soil assets were £0.2 billion In the first quarter of 1999.

®>ance of Primary Income

primary Income for private non-financial
rations was £17.7 billion In the second quarter of 1999, a

“- 1t of the rebound In

the first quaneT cent in

Secondary Distribution of Income Account

werTs 9°JiMion “ non-financial colorations
Zrtef of 1999 M 1 the first

the second quarter of 1999 (on profits earned In the accounting

st quarter. Profits In the year to end-June
17’98 were, m aggregate. 6.5 per cent higher than the corresponding

pen” ending In 1997. In addition, the new system of corporation
tax brought forward payments, the first of these was made In this
quarter. There were also a number of new companies paying
corporation tax for the first time. Advance Corporation tax
payments of £1.9 billion were recorded, compared with £1.8 billion
In the first quarter and £2.5 billion In the second quarter of 1998.
Companies claimed back 'surplus’ ACT against taxable profits. In
addition, Laporte announced It would distribute special B shares to

shareholders, rather than issuing dividends. This would enable
Laporte to access £20 million of ACT.

Private non-financial corporations’ gross disposable income was
estimated at £1 1.8 billion In the second quarter of 1999, compared
with £25.8 billion in the first quarter. The total for 1998 was £80.2
billion, compared with £79.8 billion in 1997.

Capital Account

The proportion of primary income being retained by private non-
financial corporations for capital expenditure and financial
Investments In the second quarter was only 21 per cent. This
compares with 51 per cent In the first quarter.

Gross Fixed Capital Formation

Gross fixed capital formation by private non-financial corporations
rose by 0.6 per cent in the second quarter of 1999. This compares
with growth of0.9 per cent In the first quarter. In 1998, the total for
1998 was £90.6 billion, an 11.0 per cent rise on 1997. Fixed
Investment has now risen strongly in each of the past six years.
Subdued investment In 1999 to date could provide evidence of
companies being affected by current profitability and cutting back
on their capital formation to improve their substantial financial
deficit. Total business investment rose by 0.8 per cent in the second
quarter of 1999, following a rise of only 0.2 per cent In the first
quarter.  In the second quarter, revised results showed that
manufacturing companies’ business investment fell by 2.6 per cent
with most iIndustries reporting falls, probably reflecting lower
demand and weaker profitability. Investment by private sector
seiwice companies rose by 1.9 per cent. Investment in the second
quarter appears to be iInfluenced by advances m technology to
Improve productivity rather than to expand capacity, by the
development of new products and by the completion of one-off
Investment projects designed to complete Euro and millennium
S0 S | Investment intentions measured by the BCC Survey of
manufacturers suggested only weak increases Iin manufacturing
Investment In the second quarter, although profit expectations (also
measured by the BCC) In service sector industries have recovered

and Investment intentions improved.

The first and second quarter private non-financial corporations’
changes In Inventory figures showed de-stocking™ De-stocking of
A0 billion for the first half of the year, compared with stocking of
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A Kaif nf 1998 This 1s consistent with

r r « pft. — -
wholesalers and manufacturing industries fell.

Net Lending or Borrowing

With a weak profits’ profile, strong dividend payments and high tax
payments combined with subdued growth In capital expenditure,

L rw as ’record net borrowing (i.e,, a financial Pnvate

billion Net borrowing compares with net lending of £1.7 billion iIn
the first quarter of 1999 and five previous quarters of net borrowing”®

Over 1998 as a whole, net boirowing was £13.6 billion, which
compared with £5,5 billion In 1997 and which was the highest

annual borrowing since 1990.

Chart SA7
Net lending/borrow ing of private non-financial

companies
Seasonally adjusted

£billion

-12
1993 1994 1995 1996 1997 1998 1999

Financial Account

Private non-financial corporations’ total financial transactions were
-£15.2 Dbillion (i.e.. the net acquisition of financial liabilities

exceeded the net acquisition of financial assets) In the second
quarter of 1999.

n the first and second quarters of 1999, expectations that interest
ate may rise ovet the next 18 months, and greater mergers and

orw rd °ful e encouraged firms to bring

ged securities also encouraged companies to issue longer-dLd

Egrﬁ'rf igh 8verA the quarter. In the first quartgrsug%celgﬁgs
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PNFCs for the second quarter of 1999 at £4.5 billion was £1.0
billion lower than the previous quarter, but £2.0 billion higher
than the corresponding quarter in 1998. Private non-fmancial
corporations’ foreign currency borrowing from UK monetary
financial institutions was a record £8.5 Dbillion and there was
heavy borrowing also from monetary financial institutions
overseas who lent an additional £3.3 billion. This was consistent
with evidence of a stronger borrowing requirement.

In the deployment of resources, holdings of bank certificates of
deposit again decreased, by £0.6 billion In the second quarter, and
the disinvestment in the first half of the year reversed the build up in
CDs bought in 1998. Holdings of money market instruments issued
by UK residents (commercial paper and medium-term notes issued
by UK companies) rose, by £0.7 billion, as a result of treasury
operations by the corporate sector. Holdings of bonds issued by UK
and rest of world residents rose by £1.3 billion, In part reversing the
fall in the first quarter.

Deposits placed with monetary financial institutions was at modest
levels, compared with the first quarter. Deposits were £2.3 billion,
compared with £16.6 billion in the first quarter.

UK companies’ acquisitions overseas increased from £3.6 billion In
quarter one to approximately £75 billion in quarter two. This was
largely accounted for by the VVodafone take-over of Airtouch (US)
for £4 1 billion (£38 billion of new shares and £3 billion of cash) and
the acquisition of Astra AB by Zeneca Pic for a reported £21 billion.
The Zeneca deal was an all-share deal, with Astra shareholders
Issued with new Zeneca shares. The third largest transaction was
British American Tobacco acquiring Rothmans International BV In
an all-share deal. These three deals were reflected In liabilities of
PNFCs (quoted shares’ liabilities) and in assets (rest of the world
shares). There were 34 disposals and de-mergers In the second
quarter of 1999, valued, In total, at £4.7 billion. EXxpenditure on
acquisitions in the UK by overseas companies decreased from £38.1
billion In the first quarter of 1999 to £5.8 billion, close to sixty per
cent of which was due to the acquisition of Guardian Royal
Exchange Pic by Axa Group. Expenditure on acquisitions of UK
companies by other UK companies fell from £8.7 billion in the first
quarter to £6.9 billion In the second gquarter.

Events occurring during the second quarter included;

"he Bank of England’s repo rate was reduced mice
during the quarter, by a total of 50 basis points to end the

quarter at 5.0 per cent;

Sterling depreciated by 2.3 per cent against the US dollar
during the second quarter, but appreciated by 2.2 per cent
against the Euro. Sterling fell below SI1.60 at the end of

the second quarter,
The National Minimum Wage came into effect in April;

The OFT referred the grocery iIndustry to the
Competition Commission;

Job cuts were announced over a range of industries, by
SR Gent (textiles), Mitsubishi. Sainsbury, Body Shop,
Rover, Invensys, Pilkington, Kenwood Appliances and
British Aerospace which announced it was shedding
2,000 jobs and closing a factory, as part of a drive to
Increase productivity. The Korean LG semi-conductor
project In South Wales might not go ahead, due to the
recent collapse of the world semi-conductor markets.
But, James Beattie (Midlands Department store) Is to
create 600 jobs, Cellnet to create 1,500 jobs over the next
year to cope with demand and Cable and Wireless to

)
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create 1,200 jobs In Wales, including a customer service
centre for digital programming;

The total number of cars produced in the second quarter
was 13,000 lower (not seasonally adjusted) than in the

first quarter of 1999 when the ‘T’ registration was
Introduced,;

BMW to invest £2.3 billion to produce new Rover
models at Longbridge. spending £550 million a year on
Rover until 2005. Ford announced a £468 million
Investment at its Dagenham plant complex, to build a
second model, alongside the Fiesta, which will create
2.000 new jobs. Ford also agreed a £1.1 billion takeover
bid for Kwik Fit and announced plans to offer its 28,000
UK employees the chance to buy shares in the company;

British Steel reported iImproved selling prices and
volumes since the end of the first quarter. The merger
with  Hoogovens was announced In which UK
shareholders will take a 62 per cent stake In the merged

group;

British Land (UK’s second largest propertx' company) Is
to launch the largest (£1.54 billion) propertx' securitisation
bond, based on rental incomes of the 12 properties In
Broadgale Circle. Tussauds Group launched a £230
million bond securitised on ticket and merchandise sales
In the first asset-backed offering by a European leisure
group. Energis (Telecommunications) Is to raise £250
million in the bond market. Virgin Group was reported to
be preparing plans for a £ 1.2 billion flotation, after failing
to sell 1ts 40 per cent share to Continental Airlines;

Kvaemer is to sell its shipbuilding activities. ICI sold
several businesses to Huntsman (US) for £1.7 billion.
Cable & Wireless to sell its cable-laying business to
Global Crossing (US) for £550 million. PowerGen is to
sell two coal-fired power stations for £1.25 billion to
Edison Mission Energy. GEC Is to acquire Fore Systems
(US) for £2.6 billion, after paying $2.1 billion for Reltec
In March and disposing its defence business to British
Aerospace In January. Toyoda Gosel (Japanese car parts)
announced a £3.2 investment in Rotherham and will
receive £1.7 million In government grants and £0.8
million from local training and enterprise councils;

RJB Mining signed a four year agreement with National
Power worth up to £800 million and Sainsbur>' was
reported to be planning to supply its UK stores from a
depot in France, following the increase in diesel and
excise duties in the March Budget;

Assoclated British Foods proposes to return £448 million
to shareholders through a special dividend of 50 pence
per share. British Energy Is to return £432 million In a
specialised dividend. Safeway Is to buy-back 10 per cent
of 1ts own shares, as part of a three-year target of
returning £600 million to Investors; The Energy
Watchdog recommended reforms in wholesale gas
trading market which iIncluded a new screen-based
trading market and changes to the way capacity Is
brought on the national gas pipeline operated by Transco.
UK electricity prices are forecast to decline In face of
growing competition from cheaper gas-fired stations and
from Introduction of more competitive electricity trading
arrangements;

The first stage of London Underground’s £3 billion
Jubilee line extension was opened.

Financial Balance Sheets

liahil!it.r'f ‘corporations’ balance sheet showed
abilities of quoted and unquoted shares of £1.656.7 billion at the

end of the second quaner, an increase of 8.5 per cent on the end-
hrst quato figure. Liabilities of UK quoted shares rose by £102

billion. The change In the FT All Share Price Index was 1.8 per
cent.

The effect of a one per cent change In interest rates on private
non-financial corporations’ finances Is estimated to be around
£0.7 billion, based on holdings at the end of the year.

Statistical Adjustment items

The net borrowing or lending from the capital account should
theoretically be equal to the total financial transactions recorded
In the financial account. The difference between the two Is the
statistical adjustment item. It can be seen as a guide to the quality
of the accounts. The statistical discrepancy for private non-

financial corporations was £4.1 billion In the second quarter of
1999. The annual total for 1998 was £9.6 billion.

Financial Corporations

Income and Capital Account (Seasonally Adjusted)

As shown In chart SAS8, the financial corporations’ gross
operating surplus increased to £3.6 billion in the second quarter
of 1999 compared with a figure of £3.0 billion in the first quarter.

Financial corporations’ gross saving recovered to £4.1 billion In
the second quarter of 1999 compared to -£2.8 billion In the first
quarter (the lowest savings figure recorded for financial
corporations).

Chart SAS

Rnancial corporations - gross operating
surplus

Seasonally adjusted
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received ON reinvested earnings on direct

E In— . overseas renrained unchanged in the second
foreign £0.9 billion. Property income

J™ o n rTinvested earnings on direct foreign investment within

M h”in the first quarter. Property income due to Insurance

policy holders (the iInterest earned on the ”serves held by
Insurance companies to meet future da.nts) was higher in he
second quarter at £14.8 billion compared to £14.1 billion In the

first quarter.

Net tax payments remained high at £2.3 billion for tlie second
quarter compared to £2.1 billion In the first quarter. These high
figures reflect the changes In the treatment of tax refunds to

pension funds, mentioned in the 1997 budget.

Gross capital formation (capex) increased to £1.7 billion in the
second quarter compared to £1.3 billion in the first quarter.

Financial corporations’ net lending/borrowing, the balance from
the income and capital accounts, showed a surplus of £2.3 billion
In the second quarter compared to a deficit of £4.1 billion iIn the

first quarter.

Financial Account

In the second quarter of 1999 financial corporations made a net
Investment In financial assets of £4.8 billion compared to a net
disinvestment In the first quarter of the year of £3.5 billion.

The second quarter showed lower disinvestment in sterling
deposits with UK banks at £5.3 billion compared to the first

Chart SA9
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quarter at £9.3 Dbillion. This contrasts with (greater net
disinvestment In the second quarter in foreign currency deposits
with UK banks at £37.7 billion compared to net disinvestment at
£30.9 billion In the first quarter. Other financial intermediaries
have returned to net disinvestment In foreign currency deposits
with UK banks in the second quarter at £1.7 billion compared to
net Investment In the first quarter of £7.2 billion. Building
socleties In the second quarter are recording the lowest
Investment of sterling deposits held by them since the third
quarter of 1997 at £4.7 billion compared to investment in the first
quarter of only £2.4 billion.

UK banks net investment in deposits with overseas banks was
broadly unchanged In the second quarter increasing to £16.9
billion. Other financial intermediaries have net investment iIn
deposits with overseas banks In the second quarter of £27.2
billion compared to £35.5 billion In the first quarter.

UK banks have shown net investment in treasury bills issued by
general government In the second quarter of £1.5 hillion
compared to net investment In the first quarter of £0.9 billion.
Insurance corporations for the second consecutive quarter
showed net disinvestment iIn treasury bills issued by general
government at £0.2 billion in quarter two compared to £0.04
billion In the first quarter.

UK banks are showing net investment In money market
Instruments (these include commercial paper and certificates of
deposits) issued by UK banks in the second quarter of £4.0
billion compared to net disinvestment in the first quarter of £8.2
billion. Other financial intermediaries had net Investment In
money market instruments issued by banks in the second quarter
of £1.5 billion compared to net investment of only £0.4 billion In
the first quarter. Insurance corporations and pension funds had
net disinvestments in money market instruments issued by banks
of £1.5 billion In the second quarter compared to net investment
In the first quarter of £0.2 billion.

UK banks are showing increased net Investment In the second
quarter of £4.1 billion In overseas money market Instruments
compared to £3.7 billion In the first quarter. Other financial
Intermediaries are showing net investment in the second quarter
of £1.0 billion In overseas money market instruments compared
to disinvestment In the first quarter of £0.5 billion. Insurance
corporations are showing net disinvestment In overseas money
market iInstruments In the second quarter of £1.5 hbillion
compared to net investment in the first quarter of £0.6 billion.

Bonds and Gilts etc.

UK banks iIn the second quarter have reduced their net
disinvestment in gilts to £0.9 billion compared to £6.1 billion In
the first quarter. Similarly, other financial intermediaries had net
disinvestment at £0.5 billion In the second quarter compared to
net disinvestment in the first quarter of £1.8 billion. Insurance
corporations and pension funds had net investment in gilts of
£5.1 Dbillion In the second quarter compared with net
disinvestment of £0.7 billion in the first quarter.
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UK banks had net disinvestment in medium term bonds Issued by
monetary financial Institutions In the second quarter of £2.7
billion compared to the small investment of the first quarter of

£0.3 billion. Insurance corporations and pension funds had net
disinvestment In medium term bonds iIssued by monetary
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Q)nrﬁP]C'alA In the second quarter of £2.4 billion

to net disinvestment in the first quarter of £3.2 billion.

the first N

net disinvesrenMn '‘m A Intermediaries had
£20 3 billinn f M bonds In the second quarter of

erseas bonds m the second quarter of £3.8 billion compared to
net investment In the first quarter of £3.2 billion.

L. oans etc.

UK banks building societies and other financial intermediaries
all showed iIncreased net Investment iIn loans secured on
dwellings in the second quarter. With UK banks showing net
Investment In the second quarter of £5.2 billion compared to net
Investment tn the first quarter of £3.5 billion. Building societies
had net investments m quarter two of £3.5 billion compared to
net investments of £2.1 billion In the first quarter. Other financial
Intermediaries had net investments In the second quarter of £1.7

billion compared to net investment In the first quarter of £0 7/
billion.
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Equities

Two transactions In equities in the second quarter may be noted.

Firstly the creation of the Halifax Group, a bank holding
company. The new parent company of the Halifax Bank, it is no

techLally a bank but classified as an other
Intermediary. Secondly, at the same time the new holding

company purchased the Birmingham Midshires Bud”g Society

e s houselLlds, to a bank. The Halifax group paid for this wi h

| r other financial Institutions feeds Into the transactions

of unquoted shares.

21



Chart SA13
Shares and other equity

Financial corporations

Not seasonally adjusted

Elsewhere, a major investment company sold quoted UK shares
to enable It to purchase back £0.7 billion shares in itself reducing
the liabilities of mutual fund shares.

UK banks In the second quarter showed a return to net
Investment In quoted UK shares of £0.4 billion compared to
disinvestment in the first quarter of £0.1 billion. Other financial
Intermediaries In the second quarter showed net disinvestment in

Chart SA14

Net equity of households in life iInsurance
reserves

not seasonally adjusted

quoted UK shares of £0.4 billion compared to high net
Investment In the first quarter of £3.2 billion. Insurance
corporations and pension funds showed net disinvestment In the
second quarter In quoted UK shares of £5.1 billion compared to
net investment in the first quarter of £3.4 billion.

UK banks showed net investment In overseas shares in the
second quarter of £2.7 billion compared to net disinvestment In
the first quarter of £4.6 billion. Other financial Intermediaries
showed lower net investment In overseas shares of £11.8 billion
compared to net investment in the first quarter of £16.1 billion.
Insurance corporations recorded unusually high net investment in

overseas shares in the second quarter of £6.7 billion compared to
net investment in the first quarter of £0.7 billion.

Net equity of Households

The net equity of households In Insurance corporations and
pension fund reserves (the technical provision against
outstanding risks) has increased in the second quarter of 1999 to
£12.8 Dbillion, the highest amount ever recorded, compared to
£10.9 billion In the first quarter.

General Government Expenditure (GGE)

In the second quarter of 1999, GGE was £81.4bn. This comprised
£78.6bn current expenditure. £2.6bn capital expenditure, and
£0.2bn on the net acquisition of long term financial assets. In the
second quarter of 1999, GGE as a percentage of GDP was 37.5
per cent. This is a decline of 1.3 per cent on the previous
quarter’s figures, and 0.9 per cent on 1998 quarter two.

Chart SA15

General Government Expenditure as
percentage of GDP at market prices
Not seasonally adjusted



Public Sector Net Cash Requirement

The public sector net cash requirement was £5.4bn In the second

quarter of 1999, unchanged on . This is the same as 1998 quarter
V0.

The central government net cash requirement on own account
was £5.1bn for quarter two, a drop of 17.7 per cent from the
previous >ears’ quarter two figures.

In the second quarter of 1999 there was another net repayment by
National Savings of £296m. Previously this series was a net

receipt, but the reversal 1s mainly due to Pensioners Guaranteed
Income Bonds, which have been maturing.

The local government net cash requirement was In deficit by
£560m, having been a surplus of £517m the previous quarter.

The public corporations net cash requirement was in surplus by
£309m for the second quarter of 1999.

Public Sector Net Borrowing and Current Balance

Figures for public sector net borrowing have been revised since
the last publication, and 1999 quarter one figures are £7.2bn.

This Is an increase of 47 per cent on 1998 quarter one figures of
£4.9bn. 1999 quarter two figures are minus £4.8bn. as opposed

to 1998 quarter two figures of minus £7bn, a difference of 32 per
cent.

Figures for the public sector current surplus/deficit have also

changed. Quarter one figures for 1999 are £10.4bn. and minus

£5bn for quarter two. This Is a decrease of 30 per cent on 1998
quarter two figures.

Central Government Taxes

Central Government total resources (gross disposable income)
dropped from £36.7bn in 1999 quarter one to £20.4bn In quarter
two, reflecting a quarterly path trend in quarter two figures.

Central Government VAT receipts at £14.8bn for quarter two

1999 decreased slightly from the previous quarter at £14.9bn. a
0.9 per cent drop.

Other taxes on products were £11.5bn In the second quarter of
1999, an increase on 1998 quarter two figures of 5.6 per cent.
Camelot payments to the National Lottery Distribution Fund for
the second quarter of 1999 were £334m, which shows a decrease
on quarter one figures of £369m, a fall of 9.5 per cent

In the second quarter of 1999, receipts of taxes on income were
£23.4bn, 10 per cent higher than the previous years’ quarter two
figures, but 40 per cent lower than 1999 quarter one figures,
again reflecting the usual quarterly trend.

Central Government Expenditure

National Insurance fund benefits rose by 3.7 per cent from the
previous quarter; £10.9bn Iin 1999 quarter one, and £11.4bn In
quarter two. There was also a rise In retirement pensions in 1999

quarter two to £9. Ibn, an increase of 4.5 per cent on the previous
quarter of £8.7bn.

Miscellaneous current transfers decreased from £4.9bn in 1999
quarter one to £4.1bn In quarter two. This Is, however, an

Increase on 1998 quarter two figures of £3.7bn, a rise of 12.1per
cent.

Chart SA16

FVjblic sector net cash requirement
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Social benefits increased by 3.5 per cent on the previous quarter,
with a total for 1999 quarter two of £25.6bn. This is £0.4bn
Increase on the previous years’ quarter two figures of £25.2bn.
Final consumption expenditure for 1999 quarter two was
£24.4bn. With revised figures for 1999 quarter one at £24.9, this
IS a decrease of 1.7 per cent. Payments of property income
continue to decrease, currently at £6.6bn. This iIs the lowest
figure since 1996 quarter three.

L ocal Government

Local government total resources were £16.1bn in quarter two

1999, a decrease on the previous quarter of £ 1.2bn, which is a

decline of 6.9 per cent. The figure of £16.1bn Is an Increase on
1998 quarter two which was £15.6bn.

Final consumption expenditure was£15.5bn for 1999 quarter
two, a 2 per cent rise on the previous quarter. This Is a 3.8 per
cent Increase on the previous years' quarter two figures of £ 15bn.
Individual consumption expenditure increased by 0.8 per cent on
the previous quarter, totalling £9.9bn. Collective consumption
also increased from £5.4bn In quarter one 1999, to £5.6bn In

quarter two 1999; a rise of 4. 2per cent.

Tax receipts by local government (Council tax and domestic rates
In Northern Ireland), remained virtually unchanged throughout
the 1998/9 financial year at £3bn. This quarter, the figure has
risen to £3.2bn, an increase of 6 per cent on the previous quarter.



The gross operating surplus of public corporations fell by 7.3 per
cent to £1.3 billion in the second quarter of 1999. The gross
trading surplus rose 5.1 per cent to £1.2 billion. Rental income
remained unchanged at £0.1 billion.

Public corporations' net payments of property income fell to £0.4
oillion In the second quarter. Net interest payments were £0.4
oillion In the second quarter of 1999. Receipts had been £0 2
nilhon since the second quarter of 1996. Payments were higher
at £0.5 billion. The balance of primary income for public

corporations was £0.9 billion in the second quarter of 1999, a rise
of £0.1 billion from the previous quarter

disposable income rose by £0.2 billion

to £1.0 billion In the second guarter of BAPY. &ross fixed capltal
colpotaions fell by 14.3 per cent in the sevonrid goarter of I®99

fn the second quarter of £0.1 billion. SUTRIus)

Financial Account

Public corporations’ total financial transactions were £0 6 billion

Inancia account movements were dominated by an increase of
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BALANCE OF PAYMENTS

A deficit of £3.7 billion was recorded for the current
account in the second quarter of 1999. This is the largest
deficit recorded since the third quarter of 19990 and
compares with a revised deficit of £3.6 billion In the
previous quarter. There was a deficit of £0.7 billion
recorded with the European Union, compared with a
deficit of £ 1.0 billion in the previous quarter.

The slight iIncrease In the deficit was largely driven
largely driven by a fall of £1.6 billion on the Iincome
surplus from £2.7 billion In the first quarter to £1.1
billion In the second quarter. This was partially offset by
a lower deficit on trade In goods of £6.8 billion In the

second quarter compared with a deficit of £7.4 Dbillion In
the first quarter.

Estimates have been revised for the first quarter of 1999
only. The current account deficit for the first quarter of

1999 has been revised by £1.1 billion and i1s now £3.6
billion compared with £2.5 billion published in July.

Current BalarKe
£ billion
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Trade in Goods (Tables B2 & B2A)

The deficit of trade In goods In the second quarter was
£6.8 billion compared with a deficit of £7.4 billion In the
first quarter, which is the highest on record. EXxports
Increased by £0.9 billion, while imports increased by £0.3
billion.  Within exports of goods, exports of finished
manufactured goods rose by £0.5 billion to £24.0 billion
and exports of oil rose by £0.5 billion to £1.8 billion.

Trade In Goods Balance

£ billion

1993 1994 1995 1996 1997 1998 1999

Trade In Services (Tables B3 & B3A)

The surplus on trade In services was £3.0 billion iIn the
second quarter of 1999, up from a revised surplus of £2 4
billion In the previous quarter. Exports of services rose
by 3.3 per cent between the first and second quarter of
1999, while imports of services fell by | per cent. The
Increase In the trade in services surplus was largely due
to an increase In the surplus on Insurance services, which
more than offset a continuing decline in the travel
balance, where there was a record deficit of £2.0 billion
In the second quarter. There were smaller improvements
to the balances on government services and trade jp
royalties and license fees. There has been a small

downward revision to the trade In services balance for
quarter one.

Trade In Services Balance

£ billion
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Income (Tables B4 & B4A)

The surplus on income In the second quarter was £1.1
billion compared with a surplus of £2.7 billion In the first
quarter. This Is the lowest surplus on record since the
second quarter of 1995. The decline In the income
surplus was mainly due to lower Income receipts on
portfolio Investment abroad. Income on portfolio
Investment aboard was £6.2 billion in the second quarter
compared with the record of £8.2 billion in the previous

quarter.

The surplus on compensation of employees’ transactions

was £0.1 billion In the second quarter of 1999, up slightly

on the balance recorded for the first quarter.

Income Balance
£ billion
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The surplus on direct Iinvestment mcome was £2.5

billion compared with the previous
In fS 9 billion In the second quarter o1 1999.

rincrease of £0,9 billion on the value recorded iIn the
orevious quarter, principally reflecting an mcrease in the
profits by UK owned private non-financial corporations”
Debits aLunted to £6.5 billion in the second quarter of
1999 an increase of £0.8 billion on the value recorded
for 1he previous quarter. The iIncrease principally
reflected Increased profits by private non-financial non-

oil corporations.

Direct Investment Income Balance

£ billion
7
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Portfolio investment recorded a deficit of £0.1 billion In
the second quarter compared with a surplus of £1.4
billion In the previous quarter. Portfolio Investment
credits were £6.2 billion In the second quarter compared
with £8.2 billion In the first quarter. The decrease In
Income recelpts was attributable to UK banks making net
losses on interest rate swaps of £0.4 billion compared
with net profits of £1.5 billion In the first quarter (see
background notes). Portfolio investment debits were £6.3
billion In the second quarter compared with £6.7 billion
In the first quarter. Debit payments on equity securities
returned to a more normal level of £2.5 billion compared
with payments of £3.0 billion In the first quarter. First
quarter payments were unusually high as dividends were
paid early before the withdrawal of double taxation

arrangements due to the abolition of Advance
Corporation Tax.

Portfolio Investmentilncome Balance

£ billion
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ME|Tmi. Increased by £0.2 billion
to £1,6 billion In the second quarter. Credits fell by £0 5

U.3 billion. The fall was predominately due to lower

mterest receipts on UK banks’ deposits abl*arai®d lo”el
payments on non-residents deposits with UK banks.

Other Investment Income Balance
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Earnings on reserve assets were £0.3 billion In the
second quarter, broadly unchanged from the previous

quarter.

Current Transfers (Tables B5 and B5A)

The deficit on transfers iIn the second quarter of 1999
was £1.1 billion, down from £1.3 billion in the previous
quarter. Credits amounted to £4.2 billion In the second
quarter, down from £5.1 billion in the first quarter, while
debits fell to £5.3 billion, from £6.4 billion In the
previous quarter. The lower credits and debits In the
second quarter were primarily the result of lower receipts
from, and payments to, EU Institutions, and compare
with the very high levels recorded In the first quarter.

Current transfaers balance
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Capital Account (Tables B6 & B6A)

There was a surplus of £0.2 billion on capital account
transactions In the second quarter of 1999, up from a
surplus of £0.1 billion In the previous quarter. The

Increase In the balance was due to higher receipts from
EU Institutions.

Financial Account (Tables B7 & B38)

UK Investment abroad recorded net acquisitions of
£138.4 Dbillion while foreign iInvestment In the UK
recorded net acquisitions of £142.0 billion. Both
transactions are the highest on record and reflect the
substantial merger and acquisition activity taking place
during the quarter. There was a net inflow (i.e. inward
Investment) of £3.6 billion In the second quarter
compared with a net outflow of £1.4 billion In the first



quarter. The corresponding figures In the first quarter

were I1nvestment abroad of £96.4 billion and investment
In the UK of £95.0 billion.

Financial account

£ billion
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— UK invest Abroad - - << |nvest, in UK

Direct investment abroad (Table B9) was £83.6 billion
In the second quarter of 1999 compared with £8.9 billion
In the previous quarter. This mainly reflects the
acquisition In the second quarter of Airtouch by
Vodafone Pic for a reported £37.5 billion and Astra AB
of Sweden by Zeneca Pic to form AstraZeneca Pic for a
reported £21.0 billion. These transactions were largely
funded by the issue of Vodafone and Zeneca shares to
Airtouch and Astra shareholders respectively; the
acquisition of these shares by foreign shareholders is
recorded under foreign portfolio Iinvestment in the UK.
Movements In other capital transactions and reinvested
earnings between the first and second quarters of 1999
were less significant than the changes In Investment In
equity capital. Reinvested earnings were £0.4 billion
higher than In the first quarter while other capital
transactions were £7.4 billion higher, mostly from
movements within the intercompany accounts.

Foreign direct investment in the UK (Table B9) was
£5.7 billion In the second quarter of 1999 compared with
£12.2 billion In the first quarter. This mainly reflects
Intercompany loans of £0.8 billion in the second quarter
of 1999 compared with £7.3 billion In the previous
quarter. There was acquisition of equity capital worth
£2.4 billion In the second quarter compared with £4.2
billion In the previous quarter. Partly offsetting this,
reinvested earnings rose to £2.5 billion In the second

quarter from £0.7 billion In the first.

Direct Investment acquisitions and disposals In the
second quarter of 1999 included:

Outward acquisitions (of foreign companies):
The largest outward acquisition was
the purchase of Airtouch by
Vodafone Pic for a reported £37.5
billion. The second largest was the
Zeneca Pic acquisition of Astra AB
for a reported £21.0 billion.

Outward disposals (of foreign companies):
The largest outward disinvestment

was the sale by Inchcape pic of its
South American bottling operations

for a reported £0.4 billion.

Inward acquisitions (of UK companies):

The largest inward acquisition was
the purchase of English China Clays

Pic by Imetal SA for a reported £0.8
billion.

Inward disposals (of UK companies):
The largest inward disposal was the
sale of Keyline Builders Merchants

Ltd by CRH Group for a reported
£0.2 billion.

Portfolio investment abroad (Table BIO) showed net
Investments of £4.2 billion, a decrease of £4.5 billion
compared with the previous quarter. There were net
acquisitions of £18.1 billion In equity securities
compared with £10.5 billion In the previous quarter.
These were partially offset by net disposals of £13.9
billion In debt securities In the second quarter following
on from the disposals of £1.8 billion in the first quarter.
During the fourth quarter of 1998 and the first two
quarters of 1999. there has been a noticeable switch In
securities dealers portfolio from bonds and notes to
equity securities. During that period, securities dealers
have disposed of £62.3 billion In bonds and notes and
acquired £42.0 billion of equity securities.

Portfolio Investment in the UK (Table BIO) showed
record net acquisitions of £80.4 billion In the second
quarter compared with net acquisitions of £24.9 billion In
the first quarter. Acquisitions of debt securities
decreased to £13.7 billion compared with £22.2 billion In
the first quarter. The decrease In debt securities was
more than offset by a record acquisition of £66.7 In
equity securities, and reflects the counterpart to the
record direct investment transactions outlined above.

Other Investment abroad (Table BIll) showed net
Investment of £50.4 billion In the second quarter
compared with £79.6 billion In the previous quarter. The
decrease In investment abroad was mainly due to lower
deposits abroad by securities dealers and other UK
residents; investment of £49.1 billion In the first quarter
fell by £20.5 billion to £28.6 billion In the second quarter.
UK banks’ deposits increased slightly to £16.9 billion
compared with £16.4 billion in the first quarter. Foreign
currency deposits of £22.1 billion were slightly offset by
withdrawals of £5.2 billion in Sterling. UK banks short-
term loans abroad decreased from £13.5 billion In the
first quarter to £4.5 billion In the second quarter; new
loans of £4.9 billion In foreign currency were slightly
offset by repayments of £0.4 billion In Sterling.

Other investment in the UK (Table BIll) showed
Investment of £56.0 billion, little different from the first

quarter. UK banks received deposits of £39.1 billion In
foreign currency and £5.4 billion in sterling in the second
quarter, this compares with deposits of £21.2 billion and
£6.8 billion In the first quarter. Offsetting the Increase In
pank deposits, securities dealers took-out loans of £8.3
pillion In the second quarter compared with £28.1 In the

Orevious quarter.

Reserve assets (Table B12) increased by £0.2 billion in
the second quarter compared with disposals of £0.8

billion In the first quarter.



nternational Investment Position (Tables B13 B18)

onreT L Ilterrcee?n?

M3 0 billion at the end of the second quarter, compared

with

net external liabilities of £71.3 at the end of the

previous quarter. Direct Investment abroad “‘creased
from £314.3 billion at the end of the first quarter to
£399 5 billion at the end of the second quarter, reflecting
the considerable merger and acquisition activity during
the quarter. However this was largey offset by the

Increase In portfolio investment In the

from £728.("

billion at the end of the first quarter to £802.2 billion at
the end of the second quarter.

International Investment Position
£ billion
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BACKGROUND NOTES

This quarter

Figures have been revised for the first quarter of
1999 only and are summarised in table L. Revisions
are largely due to receipt of later information from

respondent companies replacing grossed or imputed
estimates.

Future Developments

2.

20

Figures presented In this release for portfolio
Investment Income include settlement flows on
Interest rate swaps (IRS) and forward rate
agreements (FRA). This treatment is In line with the
current version of the IMF balance of payments
manual 5th edition (BPM5). However there Is
currently an international debate as to whether this
treatment should be amended, along with the
System of National Accounts (SNA) and European
System of Account (ESA95) for national accounts.
The proposed treatment iIs to reclassify IRS and
FRA m the financial account as part of a new
financial derivatives category. Apart from ensuring
consistent treatment across all derivative products
the rationale for reclassifying interest rate swaps Is
that interest income Is defined as the return on
capita but interest rate swaps do not provide any
1/m A Increasingly
held and traded for purposes other than changing
he cost of capital. The ONS plans to cany out this
eclassification at the time of the next Pink Book-
dependant on the outcome of the debate. This will

_ ~current account balances
and Its main effect will be to reduce portfolio

Investment income credits Iin most years (see table
4.5 ofthe Pink Book) .

General notes

Current and capital accounts are seasonally adjusted.
Financial account and International Investment
position data are not seasonally adjusted.

Trade In goods statistics are compiled from two
separate sources. Those for trade with countries
outside the EU are based on Customs declarations.
Since 1993 statistics for trade with other EU
members comes from an EU-wide system (Intrastat),
linked to the collection of VAT. The EU component
of the figures continues to have a greater margin of
error and to be subject to more revision than the
non-EU component. The Intrastat estimates are now
based on responses, representing 95 per cent in most
months, of the value of EU trade at the time of this
First Release.

When compiling the geographic breakdown of
Income, current transfers and trade In services the
EU countries are seasonally adjusted. The non-EU
seasonally adjusted figure I1s calculated by
subtracting the seasonally adjusted EU total from
the seasonally adjusted world total. Both EU and
non-EU data are seasonally adjusted for trade In
goods, these are aggregated to form the world total.

International Investment Position statistics are based
on recording direct investments at book values and
other assets and liabilities at estimated market
values and are likely In some respects to be
deficient in scope and coverage. Quarterly estimates
tend to be less reliable because they are largely
based on cumulated flows and not reported levels.

In theory, every credit entry should be matched by a
corresponding debit so that total current, capital and
financial account credits should be equal to, and
therefore offset by, total debits. In practice there Is a
discrepancy termed net errors and omissions. The
net errors and omissions are shown at Table A.



Quarterly alignment adjustments

To improve the coherence of the quarterly accounts adiustmpnu i

analyses of GDP for 1983 onwards. These adjustments, which sum to zero across“e”chTfTrye®a'r*TQVB m 7997 ™

the change In Inventories component of GDP analysed by expenditure and tn amcc * N5 1983 to 1998, are attributed to
analysed by income. These adjustments may be considered as allowing for timing d mg suiplus of companies component
different parts of the economy. In addition changes m inltor”™s of transactions In
difficulh  These quarterly adjustments modify the aggregates derived from expenditure orTncolL'’ cCp nLTs™ They bTulr
reflect the quarter to quarter paths of the output measure of GDP. oelier

The alignment adjustments included in GDP estimates in this publication are as follows;

ALIGNMENT ADJUSTMENTS

£ million

Change In Inventories
Gross operating surplus of

Current prices Constant 1995 prices companies at current prices
-100
041
146
-987
669 743
1013 1101
571 -612
915 970
272 285
172 -179
589 -612
489 506
1215
635
311
891
758 400
140 -176
51e 212
834 788
943
-824
736
617
188 152 8
401 388 B
+298 283 kol
ool 281 019
554
821
465
-198
910
972 694 792
841 169 364

890

809
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