Introducing the Agents’ scores

By Colin Ellis of the Bank’s Inflation Report and Bulletin Division and Tim Pike of the Bank’s Agency

for the South East and East Anglia.

Each month, the Bank’s twelve Agents make quantitative assessments of economic conditions as seen
from their respective countries and regions. These scores provide numerical measures of the intelligence
that the Agents gather from month to month, and cover some areas of the economy where there are no
official statistics. The scores are also timely and some have a high correlation with subsequently
published ONS data. As such, they can be useful indicators of the current economic conjuncture. This
article examines the scores that have been used in the regular MPC process since 1997. From

January 2006, the scores will be published on the Bank’s internet site.

Introduction

The Bank of England has twelve regional offices, or
Agencies. Their main function is to provide economic
intelligence to the Monetary Policy Committee (MPC)
ahead of its interest rate decision.(1) The Agencies have
around 8,000 contacts drawn from the business
community. Each month they talk to around 700
contacts, or about 60 per Agency, with a cross-section
of companies in terms of sector, location and size, in
order to get a reasonably balanced view of the latest
economic developments. The specific details of the
individual meetings and companies are confidential;
the Agencies report inferences about the broader
economy based on their discussions. The information
has the advantage of being both timely and relevant to
the current economic conjuncture. And because the
Agents hold fairly lengthy discussions with their
contacts, they can provide some real-world insight into
recent developments. They also gather information on
future prospects.

How the Agents inform monetary policy

There are two main channels by which information from
the Agencies is passed on to the MPC. The first is
through the Agents’ regular presentations to the
Committee at the monthly pre-MPC meeting with Bank
staff. This meeting discusses the latest economic data
ahead of the MPC's interest rate meeting:

Lambert (2005) discusses the policy process in more

detail. There are often two presentations from the
Agency network: one giving a regular update on the
economy over the past month; and the other on a topic
of special interest, commissioned previously by the MPC.

The second channel is via a regular monthly economic
report (MER) for each region. The MERs include
assessments of the latest trends in output, demand,
employment and costs and prices in the economy

as seen from the respective regions. The twelve
regional reports are distilled into a national summary,
the Agents’ Summary of Business Conditions, which is
subsequently published alongside the MPC Minutes.(2)

The Agencies’ MERs also include a statistical annex.
This is made up of a series of scores, or quantitative
judgements, for various economic factors. The scores
have three main benefits. First, they are an attempt to
quantify the intelligence that the Agencies gather from
month to month in a systematic way. For example, the
scores show whether the Agents believe that
employment intentions have picked up or fallen over
recent months. Second, they cover some areas of the
economy where there are no official data. And finally,
like the accompanying Agents’ reports the scores are
very timely — the MPC receives them ahead of official
data and most business surveys.

From time to time, the number and definition of scores
has changed as the Bank has reviewed their usefulness.

(1) See Eckersley and Webber (2003).

(2) These summaries are available on the Bank’s website at www.bankofengland.co.uk/publications/agentssummary/index.htm.
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At the time of writing, the Agencies provided 25
different scores each month on the following:

®  Retail sales values

® Consumer services, professional and financial
services, and other business services turnover (one
score for each of the three categories)

®  Manufacturing output for domestic and export
markets (one score each)

° Construction output

®  Investment intentions of manufacturers and service
sector companies (one score each)

®  Materials costs

Costs of imported finished goods

Total labour costs per employee in manufacturing
and services (one score each)

Manufacturers’ domestic prices

Retail goods prices

Retail services prices

Business to business services prices

Pre-tax profitability in the manufacturing and
service sectors (one score each)
Recruitment difficulties

° Employment intentions in the manufacturing,
business services, and consumer services sectors
(one score for each category)

° Capacity constraints in the manufacturing and
service sectors (one score each)

Most of the scores are based on an annual comparison
of the most recent three months compared with the
same period a year earlier. The exceptions are
investment intentions, employment intentions, and
capacity constraints, which are forward looking.
However, all of the scores reflect the Agents’ views over a
few months, rather than a single month’s meetings with
contacts. So the scores try to track the underlying trend
in economic factors, rather than more volatile
movements from month to month. Some of the scores’
definitions have changed slightly over time: for example,
the ‘recruitment difficulties’ score was previously defined
in terms of ‘skill shortages. But by and large, where the
precise definitions have changed, there is normally some
overlap between the old and new classifications.

The score for each economic indicator ranges from -5 to
+5, with -5 typically denoting a rapidly falling level and
+5 representing rapid growth. So a score of +5 for retail
services prices would indicate rapid price inflation for
those services. And a zero score for retail sales would

indicate that the value of retail sales was thought to be
broadly unchanged over the past three months
compared with a year ago.

How the scores are created

Each month, the Agents and Deputy Agents in each
region review the information they have gathered on
economic conditions, and take a view on whether
conditions have changed to an extent that warrants
changing one of their scores. The individual
judgements on what value to score are

ultimately subjective ones, rather than being based

on scientific models or methods. Instead, the scores
are a simple way of translating the information from
Agents’ contacts into a quantitative assessment of the
economy over time, as seen through the eyes of the
Agents. Unlike data produced by the Office for
National Statistics (ONS), the whole sample of
companies on which the scores are based changes
each month. In addition, the scores are not based on a
mechanical method for taking into account the business
size of the Agents’ contacts, although the Agents do try
to make the sample representative, and place more
weight on larger firms.

It is important to note that the scores are not designed
to be self-standing. Rather, they should be interpreted
alongside the more detailed qualitative analysis of
economic events, published each month in the Agents’
Summary of Business Conditions.

Aggregating the individual scores

In total, the Agencies send 300 scores to the Bank’s head
office each month. The individual scores from each
Agency are then weighted together to produce a set of
aggregate scores for the UK economy. The weights are
based on the nominal share of Gross Value Added (GVA)
in each country and region: these data are published
annually by the ONS, so the weights can change from
year to year.(1) Chart 1 shows the weights for 2002, the
latest available at the time this article was finalised. So
developments in Greater London (19% of GVA) have a
much larger impact on the aggregate scores than those
in Northern Ireland (2%). The analysis in this article

is based on these aggregate scores for the economy as

a whole.

The Agents’ scores were introduced in the mid-1990s.
But the data were first introduced into the regular MPC

(1) The Agents’ regions do not match the broad ONS regional definitions, so county-level GVA data are required to construct
the weights. These data are available on the internet at www.statistics.gov.uk/StatBase/Product.asp?vink=10904.
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Chart 1
GDP weights in 2002 by Agency region

process in September 1997, soon after the MPC was
given responsibility for monetary policy. Some of the
scores, including those for capacity constraints, were
introduced during 1998 and a few others, including

the retail prices of goods and services, began in 2000.
And in January 2005, a further set of changes were
made, with the introduction of several new scores. So
the back-run of data is shorter than for most surveys,
particularly for some series. This limits the usefulness
of any statistical analysis, as at most there are around
eight years of data. From January 2006, each month the
Bank will publish the aggregated Agents’ scores,
together with the back data for the series, on its website
alongside the regular Agents’ Summary of Business
Conditions.(1)

Correlations with ONS data

How can we judge the accuracy of the Agents’ scores?
One way is to compare them to official data published by
the ONS. However, this will not be a perfect test; for
example, some ONS series may currently be
mismeasured, and could be subsequently revised over
time.?) Furthermore, the match between some scores
and ONS data is not perfect: they do not measure
exactly the same thing. But comparing scores with ONS
data can offer guidance on whether the scores are
picking up the same broad trends in the economy.

Most of the scores are based on the Agencies’
assessment of economic conditions over the past three
months compared with those prevailing a year ago. So
when comparing the scores to ONS data, it is sensible to
look at both on a comparable basis.3) In some
instances, the Agents’ scores appear to lead official data,
for example in the case of investment intentions.

Table A shows the correlations for some of the Agents’
scores with comparable ONS data.#) The correlation
coefficients show how closely together the scores and
the ONS data move over time. A correlation of +1
indicates the series move in perfect lockstep together;

a correlation of O indicates that movements in the series
appear to be unrelated. The table also shows whether
the Agents’ scores ‘lead’” ONS data, based on the timing
between the two series that yielded the highest
correlation. For example, the highest correlation
between ONS data on consumer services output and the
Agents’ score for consumer services turnover occurs
between ONS data in the latest quarter and the Agents’
score in the previous period: so on this basis the
Agents’ score ‘leads’ the official data by one quarter.

A number of the scores in Table A are highly correlated
with official data, particularly those for material costs
and retail sales values.(>) Yet while correlations
summarise the relationship between the two series, it is
also important simply to look at the data. Charts 2 and
3 show the Agents’ scores for retail sales and materials
costs, alongside the corresponding ONS series in

Table A. Chart 2 shows that, while there is a
relationship between the scores and the official data, the

(1) More detail on the definitions of the scores will also be available on the Bank’s internet site.

(2) For example, see Castle and Ellis (2002). Note that the Agents’ scores are not typically revised.

(3) By construction, the ONS series will be serially correlated, as discussed in Barnes and Ellis (2005). This must be borne in
mind when interpreting the results presented in this article and the Agents’ scores themselves.

(4) At the time this article was finalised, quarterly ONS data were generally only available to 2005 Q3, while some monthly

data were published for October 2005.

(5) Note that several scores exhibit ‘bias) so that a zero score from the Agencies does not correspond exactly to zero growth in
official estimates. But positively correlated scores can still shed light on whether growth is rising or falling.
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Table A
Correlations between ONS data and the Agents’ scores

Agents’ scores ONS series()
Manufacturing output
Domestic Manufacturing output, 3-on-12

Export Goods export volumes, 3-on-12

Services turnover

Consumer Customer services output'(c) 4Q

Business Business services output,(d) 40Q
Retail sales values Retail sales values, 3-on-12
Investment intentions(€) Business investment, Q4
Employment intentions(f) Private sector jobs,(®) 4Q
Materials costs Manufacturing input prices, 3-on-12
Manufacturers’ output prices

Domestic Manufacturing output prices, 3-on-12

Sample Eeriod(b) Correlation Leads
July 1997 -Sep. 2005 0.66 0
July 1997 -Sep. 2005 0.52 1
1997 Q3-2005 Q3 0.51 1
1997 Q3-2005 Q3 0.66 2
July 1997-Oct. 2005 0.76 0
1997 Q3-2005 Q3 0.73 2
1997 Q3-2005 Q2 0.71 0
July 1997-Oct. 2005 0.90 0
July 1997-Oct. 2005 0.72 0

(a) ‘3-on-12’ denotes the percentage change over the past three months compared with a year ago, and ‘4Q’ denotes the four-quarter percentage change. Where the correlations are based on

quarterly data, the end-month score in each quarter has been used.
(b) The sample was adjusted for leads (quarters or months) where applicable.

(c) Defined here as the sum of distribution, hotels and catering and recreational and other personal services.

(d) Defined here as the transport and communications and business services and finance sectors.

(e) Weighted average of manufacturing and services scores, where the weights are based on business investment shares.
(f) Weighted average of sectoral scores, where the weights are based on Workforce Jobs data. Note that before 2005 this score reflected actual employment, rather than intentions.
(g) Defined here as whole-economy jobs excluding the public administration, health and education sectors.

series are more closely related in terms of turning points
rather than the precise size of any pickup in sales
growth. However, the relationship for materials costs is
closer (Chart 3) — although, again, a ‘no change’
reading on the score does not appear to correspond to
zero growth in the official data. There have been
occasions when the material costs score has picked up
more rapidly than ONS data, notably in 2002 and 2004.
In part, this could reflect the fact that — unlike the
ONS input price series — the score covers more than
just the manufacturing sector. For example, it will also
include the construction sector, where the CIPS survey
suggests that input costs have risen rapidly in recent
years.

Chart 2
Measures of retail sales values
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Chart 3
Measures of materials costs
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A few of the scores are most highly correlated when they
lead the official data by one or two periods. In the case
of business investment (Chart 4), that is unsurprising,
given that the score should reflect investment
intentions.(1) However, in other instances the lead
between the score and ONS data is more puzzling —
such as for business services output — though some
business surveys also appear to lead ONS data.(?)

Chart 5 plots a combined score for the services,
manufacturing and construction sectors against a
measure of private sector output. This aggregated score
is reasonably well correlated with the output data — the

(1) The manufacturing and services scores have been weighted together by sectoral investment shares.

(2) See Ashley et al (2005).
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correlation is 0.60 over the sample shown. Given that
the scores are available before the ONS data, this
suggests they can generally be a useful guide to activity.
In the recent past, the scores have suggested a less
marked slowing in growth than ONS data.

Chart 4
Business investment and intentions
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(a) Weighted average of manufacturing and services intentions, moved forward two

quarters. The end-month score in each quarter is plotted, apart from the last
observation, which is the score for November 2005.

Chart 5
Measures of private sector activity
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(a) Defined as the sum of the manufacturing, construction and private services sectors.
(b) Services, manufacturing and construction scores, weighted by GDP shares. The

end-month score in each quarter is plotted, apart from the last observation, which
is the score for November 2005.

So far, we have examined those scores that are
reasonably well correlated with ONS data. But it is
worth noting that other scores are less well correlated
with ONS data, as shown in Table B. In particular, the
Agents’ score on construction output is uncorrelated
with official ONS data. And the scores for retail goods
prices and retail services prices are negatively correlated
with official estimates of inflation rates. These scores
are therefore less likely to provide an accurate read on

the corresponding official data. So far, we have been
unable to explain these weak or contrary relationships.

Table B
More correlations between ONS data and the Agents’
scores

Agents’ score ONS series(2) Sample period Correlation

Construction Construction 1997 Q3-2005 Q3 -0.02
output output, 4Q

Retail goods CPI goods prices, May 2000-Oct. 2005 -0.29
prices 3-on-12

Retail services CPI services May 2000-Oct. 2005 -0.15

prices prices 3-on-12
(a) ‘3-on-12’ denotes the percentage change over the past three months compared with a
year ago, and ‘4Q’ denotes the four-quarter percentage change. For construction, where

the correlations are based on quarterly data, the end-month score in each quarter has
been used.

Recruitment difficulties and capacity utilisation

Some of the scores relate to economic factors that are
not measured by the ONS, such as recruitment
difficulties and capacity utilisation. These two variables
are of interest to the MPC, as they are the guides to the
pressure of demand on potential supply, and hence
underlying inflationary pressure, in the economy.(!)
Charts 6 and 7 show the scores for capacity utilisation
and recruitment difficulties.

Chart 6
Agents’ scores for capacity constraints over the
next six months®
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(a) Capacity utilisation relative to normal before January 2005.

However, we must be careful when interpreting these
scores. The Agents themselves often comment that
capacity pressures can be hard to judge, especially given
that many firms are increasingly able to ‘flex’ capacity by
changing shift patterns or using temporary workers. In
recent months, the MERs have reported that many
service sector firms face little or no capacity pressure.
By and large, the exceptions are in one subsector,

(1) See the box on pages 24-25 of the February 2005 Inflation Report and the box on pages 28-29 of the

May 2005 Inflation Report.
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namely professional and financial services. The main
capacity constraint for these companies is the lack of
enough skilled workers to meet demand. And over the
course of this year, the Agents’ reports have noted that
professional and financial service companies have found
it hard to recruit suitable staff in the face of strong
demand growth. So the positive capacity score for the
service sector partly reflects developments in one
component of the service sector, rather than more
widespread capacity pressures. This illustrates that the
scores should always be interpreted in the light of
reading the Agents’ Summary of Business Conditions.

Chart7
Agents’ score for recruitment difficulties«
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(a) Skill shortages before January 2005.

Further work on the scores

The scores provide additional information about the
economy on top of official data. But in some instances,
they track similar variables to some of the key economic
surveys, such as the CBI Distributive Trades Survey. Do the
scores perform as well as these surveys against ONS
data?

Chart 8 shows official data on retail sales values,
together with the aggregate Agents’ score and the CBI
survey. All three series have been adjusted to fit on one
axis.()' The chart suggests that the Agents’ scores are as
closely related to ONS data as the CBI survey.

We could replicate this analysis for other scores. But a
better test would be to see if a combination of the

Agents’ score and survey data perform better than either
the score or the surveys by themselves (see for example
Ashley et al (2005)). That is an avenue for future work.

Chart 8
Measures of retail sales
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(a) The average value of each actual series over the sample shown has been subtracted,
and the result divided by the standard deviation of each actual series.

Conclusion

The Bank’s twelve regional Agencies play an important
role in informing monetary policy. Each month the
Agencies report on economic conditions ahead of the
MPC's interest rate decision, based on confidential visits
with companies. As part of these regular monthly
reports, the Agencies produce a set of ‘scores’. These are
numerical measures based on the intelligence the
Agencies have gathered — they are the Agents’
subjective judgements about economic conditions,
based on meetings with contacts in their region. The
scores try to track the underlying trend in factors such
as output or employment intentions, rather than more
volatile movements from month to month. Some of the
scores correlate well with official data, such as materials
costs and investment intentions, though others, such as
those for the prices of retail goods and services, are less
well correlated. Other scores cover areas of the
economy where there are no official data. But the main
advantage of the scores is that they are very timely. So
they offer the MPC an early gauge on conditions in the
economy before official data and most surveys are
available. From January 2006, the Bank will publish the
scores each month on its website, alongside the regular
publication of the Agents’ Summary of Business Conditions.

(1) This process is called ‘normalisation: the average value of each series is subtracted from the observed data, and the

resulting numbers are divided by the standard deviation of the (observed) series.

429



Bank of England Quarterly Bulletin: Winter 2005

References

Ashley, ], Driver, R, Hayes, S and Jeffery, C (2005), ‘Dealing with data uncertainty, Bank of England Quarterly Bulletin,
Spring, pages 23-29.

Barnes, S and Ellis, C (2005), ‘Indicators of short-term movements in business investment, Bank of England Quarterly
Bulletin, Spring, pages 30-38.

Castle, ] and Ellis, C (2002), ‘Building a real-time database for GDP(E), Bank of England Quarterly Bulletin, Spring,
pages 42-49.

Eckersley, P and Webber, P (2003), ‘The Bank’s regional Agencies, Bank of England Quarterly Bulletin, Spring,
pages 92-96.

Lambert, R (2005), ‘Inside the MPC, Bank of England Quarterly Bulletin, Spring, pages 56-65.

430




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Average
  /ColorImageResolution 72
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Average
  /GrayImageResolution 72
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Average
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [300 300]
  /PageSize [595.276 841.890]
>> setpagedevice


