














rate (in comparison to gross disposable income), and have questioned
whether households have hence become too indebted,
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Tuming to investment demand, National Accounts shows that business
investment has stalled quite abruptly in 2001, Quarter one data showed a
sharp fall of 5.1 per cent, and while data for quarter two showed a quarterly
increase of 2.5 per cent, this was strengly influenced by the import of £800
million of civil and military aircraft, excluding these, investment would have
baen flat. Comparing the second quarter with the same quarter of 2000,
growth in business investment was 4.0 per cent. Dis-aggregating the
headiine figures shows that the main reason for the recent slowdownis a
slowdown ininvestment by service sector industries, with manufacturing
having been subdued for much longer {chart 7}, By commaodity, and
achaing the detercration on the output side, the main source of this
stowdown has been sharmp fails in investment in other machinery and
aquipment, which declined by 3.8 per cent and 2.9 per centin the first arxd
second quarters respectively.
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Looking ahead, extemal indices point to further weakness, for example
BCC manufacturing and services investmant intentions weakening further
into the third quarter, and CBf manufacturing figures showed likewise.

The weakening investment comes as profits of private non-financial
corporations have fallen for three consecutive guarters and cumently
stand below the figure for the second quarter of 1998. In the year to the
second quarter of 2001 these profits have fallen by 2.5 per cent, the
strongast annual decline sinca 1992. This deterioration in profits combine
with & rige in net property income payments and the ongoing if more
limited growth in investment, has retumed the sector to net bormowing
from other sectors of the economy (£3.2 billion in the second quarter of
2001). More generally there has baen an increased focus on the level of
indebtedness of the comporate sector, which has showed increasing net
financial liabiliies throughout the 1880s.

Govemment demand saw quartely growth of 0.7 per cent into the sacond
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 cutput figure
remains consicerably weaker than curment price govemment expenditurs,
which grew by 6.8 per cert in the year to the second quarter. The figures
diverge because increased cash expenditure at the moment is unlikely to
have an immedate impact on govemnment output. Reflecting the increased
cash expenditure, public sector net borrowing figures shows that so farin
200102 the govemument had borrowed more than in the same period of
2000-01. Net borrowing in April-September 2001 was £0.6 billion
compared with a repayment of £2.9 billion in the same pariod of the
previous financial year.
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Finally on domestic demand, import data has showed a substantial decline.
Overall importvolumes fell by 2.1 per cant in the second quarter, monthy
data for goods imports suggests that this pace of decline will continue info










































































































































