














The Bank of England have also recently emphasised how the stock of
household debt through bank lending (M4 lending} is at an unprecedented
rate (in comparison to gross dispasable income), and have questioned
whether households have hence bacome too indebled.,

Turning to investment dsmand, National Accounts shows that business
investment has stalled quite abruptly into 2001 {chart 5}, Quarter one data
showed a shamp fall of 5,1 per cent, and while data for quarter two showed
aquarterly increase of 2.5 per cent, this was strongly influenced by the
irmport of £80C million of civil and military aircraft, excluding these, investment
would have been flat. Comparing the second quarter with the same quarter
of 2000, growth in business investment was 4.0 per cent, Echoing the
deterioration on the cutput side, the main source of this slowdown has
been shamp fafls to investment in other machinery and equipment, which
declined by 3.8 per cent and 2.9 per cent in the first and second quarters
respectively.
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Looking ahead, external indices paint to further weakness, for example
BCC manufacturing and services investment intentions weakening over
the latest quarters, and CBI manufacturing figures showed likewise,
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The weakening investment comas as profits of private non-financial
gomporations have started to decline. Chart 8, nen-continental shelf {i.e.
broadly non-oil) company profits, shows a dacline for three consecutive
quarters and currently stand below the figure for the second quarter of
1899, In the year to the sacond quarter of 2001 these profits have fallen
by 2.5percent, the sirongast annual decline since 1952, This deterioration
in profits cornbined with a rise in net property income paymeants and the
engoing, if more limited growth in investment, has retumed the sector to
net borrowing from cther sectors of the economy {£3.2 billion in the
second quarter of 2001).

More generally there has been an ingreased focus on the lavel of
indebtedness of the corporate sector, with the Bank of England drawing
attention to a potential “significant threat’. Chart 7 shows the overall
balance sheet of the comporate sector. Since 1987 companies have
shown an increasingly large net liability pesition ( although 2 modast
recent recovery as equity liabilities have decreased following falis in
stock exchange valuations). Overall however, the ratio of net liabilities at
about one and a half times annual GDP remains well below the figures
seen in the late 1980s and first half of the 1590s.
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Govemmant dermand saw quarterly growth of 0.7 per centinto the second
quarter, down from 1.0 per cent in the first quarter. Comparing with the
same quarter a year ago growth was 1.8 per cent. This output figure
remains considerably weaker than current price government expenditire,
which grew by 6.8 per cent in tha ysar to the second quarter. The figures
diverge because increased cash expenditure is unlikely to have an
immediate impact on govemmant output. Refiecting the increased cash
expenditure, public sector net borrowing figures shaws sofar in 2001-
02 the govemment had borrowed more than in the same period of 2000-
1. Netborrowing in April-August 2001 was £0.8 billion compared with a
rapayment of £3.7 billion in the same period of the pravious financial



















































































































































