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Global money round-up at the start of 2017   
 

 
The emerging consensus on 2017 sees the widening of the US budget deficit 
expected in the Trump presidency to be positive for economic activity in the USA 
and the world as a whole. But this consensus may prove to be as wrong as the 
consensus that had formed in late January 2016 about the outlook for 2016. 
(Remember the World Economic Forum at Davos was agreed that too much debt 
implied a rotten 2016, perhaps with a big global recession. How wrong can you 
be…and still charge each attendee $71,000.) Over the medium term the growth 
rates of nominal GDP and broad money are correlated, while in the short run (i.e., 
the next 12 to 18 months) large changes in real money growth are important to 
asset prices and economic activity. It is these numbers that really matter.  
 
As the following pages show, money trends in the main economies are a mixed 
bag at present. Trump may be able to secure a major dilution of US banks’ Basel 
III/IV capital requirements and to cancel much of the Dodd-Frank legislation. If so, 
an upturn in the growth of bank credit and broad money is to be expected, and 
that will be good for the USA on a cyclical basis, and also helpful for the efficiency 
of the financial system and the economy. But for the time being US money growth 
is slowing, as the Fed allows its large stock of assets to run off. Money growth in 
India has also taken a tumble, as a by-product of prime minister Modi’s attack on 
the cash-based “black economy”. China seems to be a bright spot in the world 
economy at present, but money growth there is at best moderate. Overall a fair 
verdict is that 2017 will see roughly trend growth of world output, somewhere 
between 3% and 3¾%, with the familiar pattern of the developing countries 
achieving faster expansion than the developed. (The end of output declines in 
Russia and Brazil will also boost output growth in 2017 relative to 2016.)    
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Money trends at the start of 2017 in the main countries/jurisdictions  

 
What are the latest money growth trends in the main countries? And what is the message for global 

economic activity over the next year or so, and for inflation/deflation over the medium term 

thereafter? The table below summarizes the key numbers. For detail, it is recommended that the 

reader looks at the individual country comments below. Beneath the table I make an overall 

assessment.   

 
 

Name of 
country/ 
Jurisdiction 

Share of world 
output, in 
purchasing-power-
parity terms, %  

Growth rate of 
broad money, in last 
three months at 
annualised rate, % 

Growth rate of 
broad money, in last 
twelve months, % 

Comment: 

     

USA 16.1 2.2 4.0 Money growth weak, as 

Fed lets its stock of assets 

run off 

China 16.9 11.2 

 

11.1 Money growth at moderate 

rate in stable context..   

Eurozone 11.9 5.1 4.8 Money growth back up to 

ideal 5% annual rate, after 

downward blip in autumn.   

India  7.1 -3.7 6.4 Attack on cash ‘black 

economy’ badly 

mishandled, adverse short-

term effect on growth.  

Japan 4.3 3.7 3.4 Broad money growth 

moderate.     

UK  2.3 4.2  6.7 Money jump due to 

misjudged post-Brexit QE 

may be fading.    

     
 

 

The dispersion of money growth rates in the main countries/jurisdictions is quite marked in early 

2017, in contrast with the almost perfect pattern in spring/summer 2016. In spring/summer 2016 

money growth in all four developed countries/jurisdictions ran at an ideal 3% - 5% annualised, while 

in the two big developing countries it was in the low double-digits % annualised. Now the USA has a 

three-month annualised figure is 2.2% and India has suffered a drop in the quantity of money. (Note 

that most central banks do not pay much attention to broad money in setting policy.)  

 

While the American setback may be temporary, it is a (fairly minor) negative for economic activity in 

early 2017. Future developments under the Trump presidency may have a very different message. The 

new administration may repeal much or all of the Dodd-Frank legislation and also discuss with the 

Fed a slowing in the implementation of the new Basel III/IV capital requirements. If so, the growth of 

bank credit and broad money will accelerate. The timing is unclear, but presumably not much will 

happen before late 2017 or 2018. If the growth of bank credit to the private sector revives further 

some quarters from now, a normalisation of interest rates is to be envisaged. It is not to be ruled out 

that Fed funds rate is back to 3% or more by late 2018 or 2019.  
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Meanwhile in India the BJP government’s attempt to crack down on the cash-based “black economy” 

has been mishandled. As the table shows, it has caused broad money growth to go negative. Some 

adverse cyclical impact on demand and output is to be expected, quite apart from the damage done by 

the huge inconvenience arising from the withdrawal of notes from circulation. As India had high 

economic growth (of about 7½% a year) in 2015 and 2016, a lower growth number in 2017 will lead 

to unfavourable commentary. The Indian authorities may not persist with their attempt to reduce the 

importance of cash transactions in an economy where banking is still quite new to many people.  

 

Elsewhere money growth patterns are consistent roughly trend growth of demand and output. There is 

a lot to say in each case and readers are referred to the country notes below.  

 

It is worth mentioning that in 2015 national output fell by 3.8% in Brazil and 3.7% in Russia, and in 

2016 it went down by 3.3% in Brazil and 0.8% in Russia. Negative and exceptional supply-side 

shocks (the Petrobras scandal in Brazil, international sanction on Russia after the invasion of the 

Ukraine) were to blame. The impact was to take 0.4% off global growth in 2015 and 0.2% in 2016. 

Both economies are expected to return to growth in 2017, and that is one reason that most projections 

are for higher world growth this year.  
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USA 
 

 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1959 - 2015 7.5 6.6 
Four years to 2015 4.3 3.8 
Year to December 2016 4.0 n.a 
Three months to December 

2016 at annualised rate 2.2 n.a. 
 

Sources: Shadow Government Statistics research service for M3 after 2006 and US Bureau of Economic 

Analysis for GDP 
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M3 growth slowdown in late 2016 due to “quantitative tightening”   
 

Summary: In the final quarter of 2016 US M3 grew at an annualised rate of 2.2%. This 
follows on from a mere 0.9% in the three months to November, the slowest annualised 
quarterly growth rate in over five years. 2016 ends with US broad money growing at an 
annual rate of 4.0%, which is respectable, but down on 2015’s figure of 4.3%. In mid-
2016, the figure was 4.5%. The subsequent slowdown in broad money growth has 
been primarily caused by “quantitative tightening”. (Our M3 data in this note are from 
the Shadow Government Statistics company.)   
 

Starting in September 2015, these notes have mentioned how the Fed has been engaged in 

“quantitative tightening” (i.e., the reversal of quantitative easing) when it allows its stock of asset-

backed securities to run off at maturity. The Fed can use proceeds from the maturing ABSs to reduce 

its cash reserve liabilities to the banks rather than to finance new, offsetting purchases of securities.  
 

A significant amount of QT has occurred over the last year, although this development has received 

very little media coverage. The Fed’s large-scale asset purchases ended on 29
th
 October 2014, with 

US commercial banks’ cash reserves peaking shortly afterwards at $2,957.1b. on 26
th
 November. 

Cash reserves were still $2,765.6b. almost a year later on 4
th
 November 2015. But the last available 

figure for 2016 (28
th
 December) was $2,103.2b. The decline has been in two spasms, one in autumn 

2015 and other in autumn 2016. November’s figures suggested that this second spell of QT had 

paused, but the decline in banks’ cash assets resumed in December. The negative monetary effect of 

the QT over the last year is now greater than the positive effect of QE2, which involved $600b. of 

purchases of government securities. But no formal announcement has emerged from the Fed. QT 

appears not to be a deliberate policy, but is happening by default.  
 

Latest data from the Fed point to a slowing in the growth of “loans and leases in bank credit”, a 

category which roughly equates to bank lending to the private sector in the UK.  In November both 

business and real estate lending were stagnant. Provisional figures for the first four weeks of 

December paint a similar picture, with a fall in the stock of commercial loans.  
 

The prospect for money growth later in 2017 depends on the extent to which Donal Trump’s aversion 

to financial regulation is translated into government action, and indeed how far the administration can 

overrule the Fed and the regulatory agencies. It is conceivable that Dodd-Frank will be repealed and 

that many American banks (i.e., the small banks, with their lobbying power) will not have to comply 

with the Basel III/IV capital rules. Faster growth of credit and money, and higher interest rates, are 

then to be expected, but these developments may have to wait until 2018 or even 2019.  

   

John Petley and Tim Congdon  

26
th
 January, 2016 

 

 % annual growth rate:  

 M3 Nominal GDP 

1960 – 2014 7.6 6.7 
1960 – 1970  7.7 7.7 
1971 – 1980  11.4 10.7 
1981 – 1990  7.7 7.7 
1991 -  2000 5.6 5.6 
2001 -  2010 7.1 3.9 
Four years to 2015 4.3 3.8 
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 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1995 – 2015  5.3 3.1 
Five years to 2015 3.0 1.6 
Year to November 2016 4.8 n/a 
Three months to November 

2016 at annualised rate 5.1 n/a 
 

Sources: European Central Bank and International Monetary Research Ltd. estimates  

 

 

Eurozone/Euroland  
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Money growth picks up again  
 

Summary: In the three months to November 2016, the Eurozone’s M3 quantity 
of money grew at an annualised rate of 5.1%. After a rise of only €3b. during 
October, the quantity of money broadly-defined rose by €94b. the following 
month, the highest growth rate in almost two years. German M3, which fell by 
€12b. in October, bounced back with growth of €24b. the following month. The 
annual rate of broad money growth accordingly rose from 4.4% to 4.8%. It 
appears that October’s disappointing figures were nothing more than a blip and 
that the ECB’s “quantitative easing” programme continues to boost Eurozone 
broad money growth. The wider economic effects have been favourable, with 
demand and output now growing satisfactorily.  
 

The main objective of the ECB’s QE programme was to fight off deflationary pressures and return the 

inflation level to the target of 2% or just below. 2016 ended with a sharp rise in consumer price 

inflation from 0.6% in the year to November to 1.1%, largely driven by a rise in energy prices. This is a 

major turnaround considering that prices were falling as recently as seven months ago. Apart from 

Greece and Cyprus, the battle with deflation is now largely won. Spain has moved from deflation to an 

annual inflation rate of 1.5% in the space of only four months. On this measure the ECB’s QE 

operations have been a success. 
 

The decision by ECB Governor Mario Draghi to extend the monthly bond purchases beyond March 

2017 makes sense. The Eurozone’s economy is not quite ready to stand on its own feet, as the stock of 

bank lending to the private sector is still only growing at modest levels, The QE programme will 

continue for a further nine months, but the asset purchase level will be reduced from €80b. to €60b, per 

month. In addition, the ECB can now buy government bonds yielding less that its deposit rate of -0.4%, 

such as German bunds. Draghi left open the option to extend the programme for longer and even to 

increase the asset purchases, if macro conditions deteriorated.  
 

In spite of the disappointing growth in broad money during October the ECB’s credit counterparts data 

show that both bank credit to general government and business lending increased during the month. 

The annual growth in total business lending picked up from 2.1% in October to 2.2%. Mortgage 

lending also picked up after a weak October and is currently growing at an annual rate of 2.6%. As 

2016 drew to a close, the slow and steady recovery in the Eurozone economy continued.  Both business 

and consumer confidence have been improving in most nations in the single currency bloc. Political 

uncertainties lie ahead, with general elections due in 2017 in France, Germany, the Netherlands and 

possibly Italy. The potential exists for a shock result to have a knock-on effect economically, but the 

money figures by themselves are not a cause for concern. It must also be said that, for the moment, the 

sniping against the ECB by the English-speaking media has calmed down. As elsewhere, QE has been 

a success.  
  
John Petley  

11
th
 January, 2017 

 

 % annual growth rate:  
 M3 Nominal GDP  

1995- 2015 5.3 3.1  
1995 – 2000 4.5 4.0  
2001 – 2010 6.7 3.4  
Five years to 2015 3.0 1.6 
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China 
 

 % annual/annualised 

growth rate: 
 

 M2 Nominal GDP 

1991- 2014 20.3 15.8 
2010 - 2014 15.2 12.8 
Year to November 2016  11.1 n/a 
Three months to November 

2016 at annualised rate 11.2 n/a 
 

Sources: People’s Bank of China for M2 and International Monetary Research Ltd. estimates  
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Broad money growth continues at a respectable level  
 

Summary: In the three months to November 2016 China’s M2 expanded by 
2.8% or at an annualised rate of 11.2%. This follows three months of 
annualised quarterly growth of just over 12%, the fastest growth seen this 
year.  The annual growth rate fell slightly from 11.2% to 11.1%, suggesting that 
the Chinese government’s 2016 target of 13% annual broad money growth 
looks unlikely to be met.  The People’s Bank of China seems comfortable with 
the figures, nonetheless, seemingly preferring to undershoot its target than to 
see debt levels rise too high.  
 

China looks set to record the lowest GDP growth in over 25 years. Growth for each of the first three 

quarters has been 6.7%. Last year China’s GDP grew by just under 7%.  The lack of any monetary 

stimulus, such as a cut in interest rates, confirms the lack of concern in Beijing about the money 

figures. There would be some sort of response if there was any hint of a serious slowdown. Consumer 

price inflation is running at a modest level, with the annual rate falling from 2.3% in the year to 

November to 2.1% t the end of the year. Producer prices, however, are rising sharply. After over four 

years in negative territory, September 2016 saw the first year-on-year increase – a modest 0.1% - but 

three months later, this figure had risen to 5.5%, a mere 11 months after factory gate prices were 

falling at an annual rate of 5.3%. This suggests that inflation is likely to track upwards into 2017. 
 

The housing boom continues unabated. Property prices in the 70 largest Chinese cities rose by an 

average of 12.6% in the year to November, a further rise on October’s figure of 12.3%, with Beijing 

and Shanghai recording annual price growth of 26.4% and 39% respectively. These are the largest 

rises on record. The government has imposed curbs on mortgage lending in 20 cities due to concerns 

about the market overheating. Many commentators say its concerns are justified, but the revaluation 

of the housing stock signals much underlying domestic confidence in China despite much foreign 

disquiet about corruption and authoritarianism. A year ago, house prices were only just beginning to 

recover after falling for much of 2015. Another sign of consumer confidence was a record number of 

new car registrations – over 2.5 million – in November, The annual growth of the stock of bank 

lending to the private sector rose to 13.5% in November after five steady months at around 13%. After 

a year with no change to bank lending rates, the next move in interest rates is likely to be upward, 

given not only the strength of the housing market but also the weakness of the renminbi, which has 

fallen in value by about 6½% against the US dollar in the last nine months. Nevertheless, high levels 

of debt and concerns about non-performing loans suggest that any sudden or sharp monetary 

tightening is highly unlikely.  
 

Concern about the Chinese economy have been doing the rounds for a long time, with the prospect of 

a trade war with the USA under Donald Trump being added to the list of worries during the US 

presidential campaign. This fear was always overblown and although there is no denying the scale of 

the challenges facing the Government in rebalancing the economy from production to consumption, 

the money numbers point to the current steady growth continuing into 2017.    
 

John Petley  

13
th
 January, 2017 

 

 % annual growth rate:  

 M2 Nominal GDP 

1991 -  2000 20.3 15.8 
2001 -  2010 15.2 12.8 
Four years to 2014 14.1 11.6  
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Japan 
 

 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1971- 2015 6.3 4.3 
Five years to 2015 2.7 0.4 
Year to December 2016 3.4 n/a 
Three months to December 

2016 at annualised rate 3.7 n/a 
 
Sources: Bank of Japan for M3 and IMF for GDP  
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Broad money growth improved during 2016, if not by much      
 

Summary: In the final three months of 2016, Japanese M3 grew at an 
annualised rate of 3.7%. The annual growth rate, 3.4% is the highest for three 
years and has only once been equalled and never bettered in the last decade. 
By recent Japanese standards, both of these figures are therefore fairly 
positive As the chart above indicates, the programme of so-called “qualitative 
and quantitative easing” has done a little, but not much, to boost the rate of 
broad money growth since it was launched over three years ago. For most of 
the period since 2010 broad money has increased steadily at an annual rate 
between 2% and 3½%.   
 

During 2016, the central bank monthly asset purchases of  80 trillion yen (about $650b.) continued, 

supplemented by additional measures seeking to stimulate the economy (and inflation) further. These 

included “negative interest rates” at the start of the year and “yield curve control” (whereby the BOJ 

will buy as many 10-year government bonds as necessary to keep yields at their current level of 0%) 

in September. The latter move was an attempt by the BOJ to stimulate bank lending, although to many 

observers the approach is baffling. 
 

As far as inflation is concerned, consumer prices rose by 0.5% in the year to November, the most 

recent months for which statistics are available. This rise was driven by rising food prices and if food 

is excluded, consumer prices continued to fall, in spite of the recent rise in oil prices which 

particularly affects a major importer of fuel like Japan. The picture for bank lending was slightly 

better, with the stock of bank loans increasing by 2.6% in the course of 2016. This is an improvement 

on the 2.4% growth recorded in the year to November, but a year ago, the growth rate was 3%.     
 

The QQE programme is keeping Japan’s economy on a path of moderate growth, but so far, it has not 

resulted in any significant turnaround. In November’s BOJ monetary policy meeting, Governor 

Kuroda moved back the target date for hitting the 2% inflation target in 2018 – not the first time it has 

been deferred. With the yield curve control still in its early days, it is unlikely that any further 

measures will be announced in the near future. It is possible that yield curve control will lead to heavy 

purchases of government bonds from non-banks in early 2017, which would be very helpful for asset 

markets and economic activity.  
 

Retail sales were up by 1.7% on the previous year, the first increase in nine months. However, this 

was largely the result of an increase of 2.5% in the month of October – a growth rate which did not 

continue into the following month. Wage growth has been static for much of the year and the 

unemployment rate nudged up from 3% to 3.1% while household spending continued to fall. As the 

money figures show, 2017 may bring a further modest improvement to Japan’s economy, but on 

balance, an escape from this prolonged period of lacklustre growth still looks some way off.  
 

John Petley  

13
th
 January, 2017 

 

 % annual growth rate:  

 M3 Nominal GDP 

1981 – 1990  9.2 6.2 
1991 -  2000 2.4 1.3 
2001 -  2010 1.1 -0.5 
Five years to 2015 2.7 0.4 
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India 
 

 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1991- 2014 16.5 13.8 
2010 - 2014 14.2 14.4 
Year to December 2016 6.4 n/a 
Three months to December 

2016 at annualised rate -3.7 n/a 
 
Sources: Reserve Bank of India for M3 and IMF for GDP 
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Demonetisation chaos causes money growth to plummet   
 

Summary: After a settled period of broad money growth at an annual rate of 
10% – 11%, M3 fell sharply in December, dragging the seasonally adjusted 
annual growth rate down to 6.4% and turning the annualised quarterly growth 
rate negative after standing at 10.3% in the three months to November. The 
unadjusted money figures saw a drop of Rs. 64b. in November followed by no 
less than Rs. 3,318b. in December. This sudden fall in the money supply was 
caused by the mass withdrawal of 500 and 1,000 rupee notes from circulation, 
purportedly to limit corruption. Some estimates suggest that India’s “black 
economy”, the target of this drastic measure, amounts to 20% of total GDP.  
 

Throughout November and December, the citizens of India faced lengthy queues at banks as they 

sought to beat the 30
th
 December deadline for exchanging or depositing old notes. The scale of the fall 

in the quantity of money is somewhat larger than expected given that, even in India, coins and 

banknotes in circulation comprise well under 15% of the total M3 measure.       
 

Some estimates suggest it will take a further four to twelve months before sufficient replacement 

notes will be in circulation. While this should eventually result in a recovery in the money supply, 

there is no doubt that Prime Minister Modi’s sudden decision to withdraw the old notes has not been 

handled at all well by the Indian authorities. Before this, the Indian economy had been performing 

well with GDP growth running at 7.3% in the third quarter of 2016. On 4
th
 October, Urjit Patel, the 

new governor of the Reserve Bank of India, reduced bank lending rates by 0.25% to 6.25%. This 

move came on the back of a significant fall in food price inflation following a good monsoon. This 

has brought the annual consumer price inflation rate down from 6.1% in July to 3.4% in December, 

the lowest number in over two years. Patel is keen to follow in the footsteps of his predecessor 

Raghuram Rajan and “tidy up” the portfolios of Indian banks, which have historically adopted a laid-

back attitude towards non-performing loans, assuming that they will eventually be repaid. This is not 

realistic, as latest research by the RBI claims that barely 10% are recovered. Furthermore, the number 

of NPLs has doubled in the last year. One bank, Axis Bank Ltd, saw its profits fall by 83% in the 

second quarter of 2016 due to NPLs estimated to total Rs. 72.9b. However, good liquidity conditions 

need to be maintained if India is to continue to enjoy a high economic growth and in spite of the rate 

cut, the growth in the stock of bank lending has been steadily falling from 10.4% in June to 5.1% in 

December. This is a major slowdown on the 13% average for the 2012-15 period.  
 

The Indian government has revised downwards its estimate of GDP growth for the year ending 31
st
 

March 2017 from 7.6% to 7.1%. After the promise of a boost to the economy from a recent 

simplification of India’s goods-and-services-tax legislation, the potential good has been all but undone 

by this clumsy demonetisation. There will be a recovery eventually, but the money figures confirm the 

Government’s downwards GDP revision. 2017 will not start of a good note for India’s economy.    
 

John Petley 

13
th
 January, 2016  

 
 

 % annual growth rate:  

 M3 Nominal GDP 

1991 -  2000 16.9 14.4 
2001 -  2010 17.3 13.6 
Four years to 2014 13.4 12.9 
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UK  
 

 % annual/annualised 

growth rate: 
 

 M4x/M4 before 1997 Nominal GDP 

1964 – 2015 10.0 8.2  
Five years to 2015 3.7 3.6 
Year to November 2016 6.7 n/a 
Three months to November 

2016 at annualised rate 4.2 n/a 
 
Sources: Bank of England and Office for National Statistics.  
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M4x growth slows but remains at a high level   
 

Summary: In the three months to November 2016, UK broad money M4x grew 
at an annualised rate of 4.2%. The quantity of money, broadly defined, fell by 
almost £8.5b. in November following an increase of almost £13b. in October.  
After the spike in money growth in June and July, which pushed the 
annualised quarterly growth rate as high as 14.8% in July, the increase in 
broad money is now back to the 4-5% level which has been the norm for the 
last four years. At 6.7%, the annual rate remains higher due to the sudden 
pickup in the summer months still featuring in the calculations.   
 

In spite of the fall in the quantity of money during November, the overall picture remains reasonably 

positive. UK banks, with the exception of Royal Bank of Scotland, have come through their period of 

convalescence following the Great Recession. They have met the new capital and liquidity 

requirements, and are now keener to expand risk assets and increase lending the private sector. 

Meanwhile, business has a renewed appetite for new loans. (New loans are lead to deposit creation, 

boosting the quantity of money.)  
 

Bank lending statistics for November do not point to any imminent slowdown. The number of 

mortgage approvals nudged up slightly on October’s figures. Business lending did fall slightly, from 

£452.7b to £450.6b, but November’s figure is still higher than either August’s or September’s and 

represents an annual growth rate of 3.1%. Both the industrial and services sectors are showing a 

renewed appetite for risk and consumer confidence remains buoyant, with no let up in spending and 

consumer credit at its highest level since the Great Recession.   
 

Unemployment fell below 5% in May and has remained at the 4.8-4.9% level ever since. Export data 

for November are not available yet but October’s figure of £46.4b. was an increase of 4.2% on the 

previous month.   

 

The CPI rate in the year to November stood at 1.2% and with the subsequent strengthening of oil 

prices and a further fall in sterling against the US dollar, inflationary pressures are likely to strengthen 

during 2017, with the unnecessary boost to QE adding fuel to the fire,  

 

In summary, while it is too early to be absolutely certain that November’s fall in the quantity of 

money was just a blip, the indicators do not suggest that the UK economy is about to face a 

slowdown. The Bank of England has revised its forecast for UK GDP growth during 2017 from 0.8% 

to 1.4% but only after ending 2016 with the highest growth rate in the developed world, Over six 

months after the Brexit vote, the doom-mongers have been proved completely wrong.    

 

John Petley   

10
th
 January, 2017 

 

 % annual growth rate:  
 M4/M4x Nominal GDP  

1964- 2015 10.0 8.2  
1991 – 2000 7.5 5.9  
2001 – 2010 7.0 4.2  
Five years to 2015 3.7 3.6 
 


