

















bounce back in April, recording the fastest growth rate for 5 months. The
fact that Easter was late this year makes it hard to work out whether this
rebound is indeed significant.

Similarly there is evidence that gross consumer credit growth may be
easing, with annual growth of 5.6 per cent in the year to the first quarter,
well down from growth of 14.1 per ¢ent in the fourth quarter of 2001. This
slowdown began in the second half of 2002 and, with the exception of
December, annual growth has been around 5 per cent since October
2002.

Nevertheless, the prolonged period af high growth in consumer credit
shows that the present level of consumer demand is supported by continued
addition to the stock of household debt. Debt to income ratios remain at
historic highs. As a result household demandis at least partly dependent
on bank and building socisties’ willingness to lend and on households
continuing to be willing to take on more debt and (o be able to meet the
interest payments on previous and new borrowing. Many emphasise
though that with interest rates low these debt servicing costs continue to
remain relatively low.

Part of this continued willingness to take on additional debt appears tobe
related to the very strong growth of house prices through 2002. The
Nationwide and Halifax figures show annual inflation in the year to April at
22,2 percentand 24.5 per cent in the year to March respectively. Tentative
signs of a cooling are based on the three month on previous three month
growth rates that are down significantly from their peaks {figure 10).
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There are quite substantial regional differences in house price inflation,
and London in particutar appears to have seen a particularly large fall in
house price inflation recently.

Business demand

[n contrast to household demand, but echoing ihe position around the
world, UK business investment demand fell sharply in 2001, then stabilised
in 2002 before & small rise at the end of the year. This improvement has
continued into 2003,

Figure 11 shows business investment rose by 0.8 per cent between the
last quarter of 2002 and the first of this year. On an annual basis there was
a rise of 1.0 per cent. The first quarter saw a rise of 0.9 per cent in
manufacturing investment, concentrated primarily in the public sector,
offset by a fall back of 12.6% in construction. Both other production
investment, and investment in services were up slightly.
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An analysis by asset shows that the investment rebound in manufacturing
was in new building work and vehicles, while other capital equipment
gontinued fo decline. This latter category accounts for much of the recent
weakness in investment, It had showed some signs of stabilising in the
fourth quarter but the recent decline means that it is still down by 7.3 per
cent when compared with a year ago. Previously the same asset had
recorded very high growth, peaking at annual growth of 26.4 per centin
the first quarter of 1998, These assets include high profile investment in
information and communications technologies.

Extemal indices have shown a quite sharp weakening in investment
intentions recently, with the BCC indicating a fall ininvestment intentions in
the first quarter of 2003, particularly in services.

The cutbacks in investment have seen a recovery in the financial situation
of the private non-financial comporation {PNFC) sector {figure 12). Betwesn
Q2 2001 and Q4 2002 a net borrowing position of £2.9 billion has given
way to netlending of £3.6 billion, as investment has fallen by £1.7 billion
and there has been a degree of recovery in profits. Over recent quarters










Consumer price inflation has picked up alittle in recent months, but the
latest data for April held out the hope that this trend may now be peaking.
The Govermnment's target measure RPIX was 3.0 per cent in March,
unchanged for the third month in a row, white the RP| was also unchanged
from 3.1 percent. The fact that RPI inflation failed to pick up further despite
hefty rises in council taxes points to the fact that there is litfle in the way of
underlying inflationary pressure in the economy. Much of the recent
increases has been due to increases to the depreciation of housing
component that are due to house price increases and to effects from il
price rises. Other sources of price rises include leisure and household
services, possibly indicating the recent strength of the service sector,
which now seems to be on the wane. In contrast many goods prices
continue tofall,
































































































