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UK LOCKDOWNS - LESSONS FROM MONEY AND CREDIT DATA
Berenberg Macro View

Note: This report includes corrections from the initial version published on 1 February 2020 in
which household M4 had been reported as non-financial businesses M4 and vice versa.

Policy continues to support businesses and households

Bank of England data on money supply and credit provide important insights into how business-
es and households are reacting to the ongoing wave of the COVID-19 pandemic and national
lockdowns since November. From the December money supply data we make some tentative
comparisons between the ongoing lockdown and the initial one from March to June 2020:

¢ While deposits held by UK households are rising sharply again, non-financial business
deposits are rising much more slowly this time around - Chart 1. Businesses operating in
the parts of the economy that are temporally shut have borrowed heavily since March
2020 to make up for the shortfall in revenues by raising their liquid balances. To buffer
against the severe cash-flow crunch, and incentivised by policymakers’ generous loan
guarantees and cheap credit, businesses have drawn from their available credit facilities
and now have the liquidity buffers necessary to manage short-term cash flow problems.

e Households are increasing their liquid balances sharply once again. This reflects a rise in
involuntary saving while major parts of the UK economy are under lockdown - thereby
limiting the opportunity to spend. Crucially, however, households have partly adjusted to
restrictions by now — they now spend more online when the shops are shut. After slump-
ing by around c23% during the spring lockdown, retail sales ex-auto fuel were 4.9% higher
in December 2020 than their pre-pandemic peak. Jobs and incomes remain well supported
by the furlough scheme. As a result, households report a strong financial situation even
though overall confidence remains weak - this reduces the urge to save for precautionary
reasons.

e The trends in money supply and credit during 2020 differ sharply from those of the finan-
cial crisis. Whereas growth in M4 for households and businesses has accelerated strongly
since March 2020, growth in household deposits slowed dramatically in 2008/09 while
businesses deposits contracted sharply — see Chart 2. The big difference between the
COVID-19 pandemic and the financial crisis is simple — policymakers mostly got it right
this time around. With a suitably aggressive policy response to make sure credit is availa-
ble to those who need it, policymakers have prevented a major economic shock from de-
veloping into a serious financial crisis.

Highlights from the December data
e Liquid balances held by households and businesses rose further in December. Although
the £12.9bn monthly rise was below the £30.8bn average for October and November and
well below the £69.1bn peak in March, the monthly drop-off was due to a decline in money
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held by financial businesses. The aggregate balance for households and non-financial
businesses increased_at a similar rate to recent months.

While households added £20.9bn to their liquid balances - the second highest monthly
gain during the pandemic (May 2020 was the highest at £26.5bn), non-financial business-
es added just £2.2bn - in line with the November increase but well below the pandemic
average of £11.1bn. Much-less-affected financial businesses reduced their liquid balances
by £10.2bn - that remains within the range of normal monthly volatility, however.

While businesses continued to borrow in December, households continued to pay down
debt at a modest rate using some of their excess cash balances — Chart 3. This is in line
with trends for 2020 overall — households paid down £16.6bn of consumer credit. Busi-
nesses borrowed £3.6bn in December via a combination of bonds (£2.0bn) and equity is-
suance (£1.6bn).

As current restrictions do not impair housing market activity as severely as earlier lock-
downs, the market remained firm during the first half of winter. The robust performance
follows the V-shaped recovery in housing demand and supply during H2 2020 after the
initial pandemic shock. The number of loans for house purchase remained broadly un-
changed on a monthly basis at 103.4k December — well above the 67.9k pre-pandemic six
month average — Chart 4. Re-mortgaging activity remained subdued at 33.8k loans in De-
cember — roughly 32% below the pre-pandemic monthly average.

Positive outlook

The money and credit data support our positive medium-term outlook for the UK. Driven by a
rapid rebound in broad consumer spending and upturn in business investment and hiring, we
expect the UK to reach its pre-pandemic level of GDP by Q3 2022 - see here for more detail. The
note includes a detailed analysis of excess savings, the housing market rebound and the conse-
quences of higher private debt.
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Chart 1: Broad money by sector (monthly change, £ bn)
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liabilities to private sector excluding intermediate other financial corporations. Source:
Bank of England

Chart 2: Annual change in broad money by sector (%)
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household and private non-financial sectors. Monthly data. Source: Bank of England
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Chart 3: Monthly net lending (£ bn)
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Chart 4: Mortgage approvals (thous)
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and comple-
teness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of private
investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.

© 2021 Joh. Berenberg, Gossler & Co. KG
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