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Global money round-up in summer 2017
“Quantitative tightening” is soon to become official policy in the USA. The Fed’s
chairperson, Janet Yellen, has put forward its plans to run down the holdings of
securities built up during the “quantitative easing” operations from late 2008 to
October 2014. Securities will run off as they are redeemed by their issuers, while the
Fed will not make offsetting purchases to fill the gap in its balance sheet, which will
therefore contract. Initially the scale of QT will be small, only $10b. a month from this
September, but it is envisaged that the monthly number will reach $50b. If the
number does indeed reach $50b. a month, this will be a significant contractive force
on the quantity of money and could lead to very slow money growth or even money
stagnation. Much depends on whether the revival in the growth of bank credit to the
private sector, which seemed well-established in summer 2015, comes back in 2018
and 2019. (As discussed in these notes, QT has in fact been under way intermittently
for some time, as redemptions of Fed-owned securities have caused reductions in
banks’ cash reserves and deposit liabilities. Also discussed in these notes, the
growth of US bank credit to the private sector has slowed in the last year, as harsher
capital regulation has been applied to the large banks under the Basle rules.)
Money growth has been positive in all the major jurisdictions so far in 2017, and is
mostly healthy or even quite strong by the subdued standards of recent years. The
Eurozone numbers (5.0% annual growth, 5.5% annualised in the last three months)
are almost perfect for a set of economies where just two years ago the fears were of
unremitting deflation. But the European Central Bank, like the Fed, envisages less
positive monetary policy in late 2017 and early 2018. In Japan – where money
growth seemed to be heading towards a 4% annual rate number, which would be
high by its standards – money growth may be coming off the boil. Overall, the
prospect for 2018 remains that global growth will run at a moderate rate, not far from
trend, with only feeble inflationary pressure.

Money trends in spring 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. It is much the same as the late May assessment, but perhaps a touch more positive in the
advanced countries and certainly more positive in India. (The notes below on the Eurozone and the
UK have not been updated for the latest figures, but the figures in the table have been updated for the
May figures reported in very late June.)

Name of
country/
Jurisdiction

Share of world
output, in
purchasing-powerparity 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

6.5

3.6

China

16.9

9.7

10.5

Eurozone

11.9

5.5

5.0

India

7.1

14.2

7.9

Japan

4.3

3.0

3.3

UK

2.3

5.6

6.7

Money growth has been
weak, perhaps reviving
Money growth at moderate
rate in stable context.
Money growth has been at
idea 5% rate for recovery,
but now to be slowed
November 2016 attack on
cash ‘black economy’
fading from money data
Broad money growth
slipping from rates high by
Japanese standards
Money growth a bit too
high for comfort, need for
higher interest rates

Money trends vary between the main “countries”/jurisdictions, but are generally satisfactory. Money
growth in the USA has perked up in the last three months, but the annual change (3.6%) is still
beneath that in the Eurozone (5.0%). Both the ECB and the Fed are either withdrawing QE stimulus
or moderating the size of the QE-related addition to broad money. That is a move towards tighter
policy, but the change in the pace of monetary expansion is unlikely to be dramatic. Japanese money
growth is slipping back, after promising to reach an annual rate of 4%, which – by its standards over
the last 25 years – would have been remarkably high. In India banks seem to be boosting their balance
sheets aggressively, so that the negative impact of last November’s note de-monetisation on the
quantity of money is fading from the data. In China money growth may be under the target number of
11%, but only by a small margin, and the overall verdict must be one of stability. Sure enough, some
members of the Chinese elite agonize publicly about excessive debt, but scare stories about too much
debt in China have been circulating for many years and so far have been unjustified. It is simply
unclear why 2018 or 2019 should be so different in China from the recent succession of quite steady
years.

Overall – if we bring the world’s five largest jurisdictions together (i.e., the USA, China, the
Eurozone, Japan and India) - the prospect for 2018 remains that global demand and output growth will
run at a moderate rate, not far from trend, with only subdued inflationary pressure. The money
numbers could change between now and spring 2018 to alter that assessment, but – for the moment –
the balance of probability is “steady as she goes” for the world economy in 2018.
The International Monetary Fund’s April World Economic Outlook envisaged 2017 being a better
year for the world economy than 2016, with global output (on a purchasing-power-parity basis)
advancing by 3.5% instead of 2016’s 3.1%. Bounce-backs in Brazil’s and Russia’s gross domestic
products, plus better conditions in the Eurozone, explain the bulk of the improvement. A salient
feature of the rise in global output since the Great Recession has been its extraordinary steadiness and
persistence. (The world economy has enjoyed output growth of 4.2%, 3.5%, 3.4%, 3.5%, 3.4% and
3.1% in 2011, 2012, 2013, 2014, 2015 and 2016 respectively. The IMF expects growth of 3.5% in
2017, and of 3.6% and 3.7% in 2018 and 2019 respectively. Incidentally, to characterise this
performance as “secular stagnation” – as has been done, for example, by Larry Summers and a few
others – is preposterous. If output could continue to grow at a 3.5% rate for a century, it would
increase by a factor of over 31 times!)

30th June, 2017
P.S. As last month, I would like to bring to your attention to my new book.

Money in the Great Recession (edited by Tim Congdon)
is being published by Edward Elgar Publishing in June
•

The blurb on the back cover of Money
in the Great Recession reads as
follows,
No issue is more fundamental in contemporary
macroeconomics than the causes of the recent Great
Recession. The standard view is that the banks
were to blame because they took too much risk,
“went bust” and had to be bailed out by
governments. But very few banks had losses in
excess of their capital. The counter-argument
presented in this volume is that the Great
Recession was caused by a collapse in the rate of
change of the quantity of money. The book’s
thesis echoes that made on the causes of the Great
Depression by Friedman and Schwartz in their
1963 classic A Monetary History of the United
States.

USA
% annual/annualised
growth rate:
M3
1960 – 2016
Six years to 2016
Year to May 2017
Three months to May 2017
at annualised rate

Nominal GDP

7.5
4.0
3.6

6.5
3.7
n.a

6.5

n.a.

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

M3 growth improves, but will it last?
Summary: The US money slowdown – which began last summer – may be over. In the
three months to May 2017, US M3 grew at an annualised rate of 6.5%, well above the
pace of increase in late 2016 and the opening months of 2017. Small US banks
continue to grow their balance sheets at a healthy pace. The Federal Reserve pays no
attention to money growth data in its policy making, as is evident, for example, in its
recent announcement on shrinking its balance sheet as it reverses “quantitative
easing”. All the same, M3 growth has been remarkably stable since 2011.
“Quantitative tightening” will become official policy later this year. The Dodd-Frank
regulatory legislation is under Congressional review, but money growth impacts are
unclear. (Our M3 data come from the Shadow Government Statistics company.)
A slowdown in US broad money growth began in the autumn of 2016 when the Fed allowed a further
round of “quantitative tightening”. Later the pressure on large banks (or “global systemically
important banks”) to raise their capital/asset ratios, under international rules applied by the Bank for
International Settlements, checked the growth of their loan assets and deposit liabilities. In these notes
we argued that the money slowdown made a much-vaunted “Trump boom” most unlikely in 2017. The
reassuring message from the last three months of data is that the money slowdown has not developed
into something worse. Money growth has recovered, implying further quarters of stability.
The steadiness of broad money growth since 2011 has been remarkable. As the chart shows, the annual
rate of M3 change has been between 2½% and 5¾% consistently from the start of 2012, with an
average of 4.2%. The increase in nominal GDP has run at a similar rate, also with little fluctuation. On
the face of it, the monetarist recommendation for low, constant money growth has been vindicated by
this experience, but the Fed ignores money in its policy thinking. On 14th June it issued a statement
that the rate of run-off of its holdings of Treasury and asset-backed securities would start in September
at $10b. a month and then rise, in $10b.-a-month steps every three months to $50b. a month in late
2018. Nowhere does the Fed seem to understand that $50b.-a-month asset sales would be a powerful
contractive influence on the quantity of money. Roughly speaking, QT on this scale might by itself
reduce M3 by over 2% a year. If bank loan growth is still being restrained by tighter bank regulation,
the message is that money growth will remain low. In practice, the Fed would almost certainly take its
foot off the QT brake as it saw the macro numbers weakening. An encouraging sign is that the asset
run-off envisaged by the 14th June announcement is to be raised only gradually. On balance, the
prospect remains of stable non-inflationary growth in the American economy in the next few quarters.
Tim Congdon
26th June, 2017

% annual growth rate:
1960 – 2016
1960 – 1970
1971 – 1980
1981 – 1990
1991 - 2000
2001 - 2010
Six years to 2016

M3

Nominal GDP

7.5
7.7
11.4
7.7
5.6
7.1
4.0

6.5
6.8
10.3
7.7
5.6
3.9
3.7

China
% annual/annualised
growth rate:
M2
1991- 2016
2010 - 2016
Year to April 2017
Three months to April 2017
at annualised rate

Nominal GDP

19.7
14.4
10.5

15.4
11.6
n/a

9.7

n/a

Sources: People’s Bank of China for M2 and International Monetary Research Ltd. estimates

Broad money growth slows further, but remains at a respectable level
Summary: In the three months to April 2017 China’s M2 expanded by 2.4% or
at an annualised rate of 9.7%. This is down on the figure of slightly under
10.0% recorded in the first quarter of the year and the lowest figure since
September 2014. The seasonally-adjusted annualised quarterly growth rate
has dropped below 10% for two consecutive months. The annual growth rate,
seasonally adjusted, fell to 10.5%, again the slowest in over a decade. As the
graph above illustrates, Chinese broad money growth has recently enjoyed a
period of remarkable stability compared with the fluctuations of recent years.
The Chinese authorities have set a target of 12% annual broad money growth for 2017, hinting that
11% would not cause any worries. The government’s preference for lower growth is borne partly out
of a desire to contain risks said to be associated with high debt. Data from three large state-owned
banks suggest that non-performing loans are increasing. Official figures, which are disputed by some
analysts, still claim they are running at very modest levels of around 1.5% to 2% of banks’ assets.
Shaky loans in total are estimated by some analysts to amount to 7% of GDP, or 15% of all bank
lending. The recent appointment of the hardline Guo Shuqing as banking regulator suggests that banks
will be forced to tidy up their portfolios. Potentially, this is negative for money growth and the
economy. Banks will be reluctant to lend on high-risk projects, while taking losses on past activities
cuts into the capital that might otherwise support future expansion.
The government set a 6.5% GDP growth target for 2017 and managed to surpass this in the first
quarter, hitting 6.9%. The money figures nevertheless point to a further deceleration in growth
compared with 2016. But a serious recession looks unlikely. For one thing, the bank lending rate,
which has remained unchanged at 4.35% for 18 months, could be cut without fuelling inflation.
Consumer price inflation remains very low, with prices only 1.2% higher at the end of April than a
year earlier, well below the government’s 3% target. Even an uptick in the producer prices index in
early 2017 was due mostly to energy price increases and has now gone into reverse. The boom in the
housing market is also coming off the boil. A national house price index was up by 10.7% in the year
to April, the smallest advance since August 2016. Restrictions on buying property have recently been
extended as the government attempts further to cool the market. They have already proved successful
in the most sought-after cities, with annual house price growth in Shanghai falling from 31.1% last
September to 13.2% seven months later. The number of new car registrations has also fallen by 35%
from the peak of 2,672,300 in December, although still running at healthy levels.
The stock of bank lending rose by 12.9% in the year to April. This increase was well above that seen
in the year to March, which may be interesting as a sign that officialdom does not want a big credit
squeeze. April’s figure is more in line with the average for the last 12 months. Uncertainties remain,
but the most likely scenario is that the Chinese government’s determination to preserve stability
should ensure that the current course of lower but steady money growth will be maintained.
John Petley
9th June, 2017

% annual growth rate:
1991 - 2000
2001 - 2010
Six years to 2016

M2

Nominal GDP

24.6
18.4
13.5

18.5
15.2
10.6

Eurozone/Euroland
% annual/annualised
growth rate:
M3
1996 – 2016
Six years to 2016
Year to April 2017
Three months to April
2017 at annualised rate

Nominal GDP

5.3
3.4
4.9

3.0
2.0
n/a

4.7

n/a

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

Money growth slower, but still satisfactory
Summary: In the three months to April 2017 Eurozone M3 money grew at an
annualised rate of 4.7%, down from the 7.6% recorded in the previous three
months. In April itself the M3 quantity of money fell by €13b. This curbed the
annual broad money growth rate from 5.3% to 4.9%. A target of around 5% was
almost certainly intended when the “quantitative easing” programme began
over two years ago, so this month’s fall still leaves broad money growing at a
rate very close to the optimum. The chart above shows the success of the
ECB’s QE programme. The annual rate of broad money growth has been lifted
from the 2% average during the 2009-2013, strengthening asset prices,
improving balance sheets and boosting demand.
The important question which Mario Draghi and the other governors must face is whether to extend QE
beyond December 2017, the current end date. April saw a reduction in the monthly asset purchases
from €80b. to €60b. Following the 8th June meeting of the ECB’s monetary policy committee, no
announcement was made about tapering or ending the asset purchases. All options are to remain open.
The QE programme was introduced to boost inflation to the ECB’s target of 2% or just below. In April,
the annual consumer price index stood at 1.9% although it fell back to 1.4% in the year to May, due to
falls in energy costs. No return to deflation anywhere in the single currency area is on the cards,
however. The prices of assets – notably real estate in Germany – have been buoyant, suggesting no
further downward pressure on goods price indices.
Money growth in Germany has been above that in the rest of the Eurozone in the last few years. But
this feature has not persisted in recent months. April’s figures in particular highlight the change.
During the month, the rest of the Eurozone saw broad money rise by €1b, but in Germany, it fell by
€15b. One other country also saw a fall in broad money, namely Greece. Indeed, the quantity of
money in Greece has now been falling for four consecutive months.
The recent improvement of growth in bank lending has continued into April. Growth in the stock of
loans to the (non-financial) business sector is still rather weak, standing only 1.6% higher in April than
12 months earlier, but this has to be seen in the context of several years of a steady contraction in bank
lending. The contraction has now stopped. Growth in the stock of mortgage lending is more robust. It
rose from 2.8% in the year to February to 3.0% in the year to April. When broad money was growing at
an annualised rate of over 7% in the three months to March, there was a case for winding up the QE
programme before the end of the year. The slower money growth in April reduces the likelihood of
such a move. On balance, the Eurozone still looks set to enjoy a stable, even positive macroeconomic
phase in coming months. There are potential problems looming, however. The issue of Greece’s
insolvency will return to the agenda later this summer but more worrying is Italy, which has large
borrowings from the Target 2 system.
John Petley
8th June, 2017

% annual growth rate:
1996 - 2016
1996 – 2000
2001 – 2010
Six years to 2016

M3

Nominal GDP

5.3
4.6
6.8
3.4

3.0
4.1
3.1
2.0

Japan
% annual/annualised
growth rate:
M3
1981- 2016
Six years to 2016
Year to May 2017
Three months to May 2017
at annualised rate
Sources: Bank of Japan for M3 and IMF for GDP

Nominal GDP

4.0
2.9
3.3

1.9
0.6
n/a

3.0

n/a

Improvement in broad money growth falters
Summary: In the three months to May 2017, Japanese M3 broad money grew at
an annualised rate of 3.0%. This is the lowest growth rate in over a year. The
annual growth rate also fell to 3.3%, which is the weakest figure so far in 2017.
A downwards revision to April’s figure suggests that the recent upturn in
Japanese broad money growth began to fizzle out during that month. Until
then, as the graph above indicates, Japanese broad money growth had
reached its highest level in over a decade. The amelioration in the rate of
broad money growth has been a consequence of the Bank of Japan’s asset
purchase programme, so-called “qualitative and quantitative easing”. It has
lifted the annual broad money growth rate from approximately 2% to 3% or
higher. In spite of the recent slowdown, broad money growth still remains
higher than it was before the “QQE” programme started.
The most recent meeting of the Bank of Japan’s Monetary Policy Board on 16th June decided to retain
unchanged the current package of stimuli, consisting of central bank monthly asset purchases of 80
trillion yen (about $6½b.), “negative interest rates” and “yield curve control” (whereby the BOJ buys
as many 10-year government bonds as necessary to keep yields at their current level of 0%). The yield
curve control in particular, which was introduced in September 2016, has been effective. It involves
heavy purchases of government bonds from non-banks which boosts their bank deposits and the
quantity of money, and so helping asset markets and economic activity.
Even though the Bank of Japan takes little notice of broad money figures, it is hardly surprising that
the stimulus is set to continue. When the “QQE” programme was launched in 2013, its prime
objective was to boost inflation. Four years later, annual consumer price inflation stood at a mere
0.4%, well short of the Government’s 2% target. In January 2017, factory gate prices rose on an
annual basis for the first time in 21 months, a trend which has continued in subsequent months. Even
so, the ongoing softness in consumer spending is acting as a brake on inflation, at least for now.
All the same, Japan’s economy grew by 1.0% during 2016. The country has enjoyed continuous
expansion for nearly four-and-a-half years, the third longest period of uninterrupted output advance
since 1945. Growth in exports was the main driver of GDP growth in the final quarter, aided by a fall
in the value of the yen. Exports remain strong, although the Japanese currency strengthened slightly in
the New Year before falling back in April. Unemployment has fallen to a mere 2.8%, while pay
growth is anaemic. The average wage rose by only 0.5% in the year to April. The stock of bank
lending to the private sector fell in May and the housing market is weak. The money figures do not
suggest that recession is looming and May’s weakness may a blip. If, however, the M3 growth rate
continues on a lower trajectory, hopes of a significant upturn may prove premature.
John Petley
16th June, 2017

% annual growth rate:
1981 – 1990
1991 - 2000
2001 - 2010
Six years to 2016

M3

Nominal GDP

9.2
2.5
1.1
2.9

4.6
1.1
0.8
0.6

India

1991- 2016
2010 - 2016
Year to May 2017
Three months to May 2017
at annualised rate

% annual/annualised
growth rate:
M3

Nominal GDP

16.1
12.6
7.9

13.5
12.8
n/a

14.0

n/a

Sources: Reserve Bank of India for M3 and IMF for GDP

Broad money growth continues its recovery after demonetisation
Summary: In the three months to May 2017, Indian M3 grew at an annualised
rate of 14.0%, the highest figure in over three years. It appears that Indian
broad money has recovered from the worst of the contraction in November
2016, caused by the official decision to withdraw 500 and 1,000 rupee notes
from circulation. The annual growth rate of broad money has risen to 7.9%,
still down from the 10% - 11% level seen before the November shock.
The withdrawal of old 500 and 1,000 rupee notes late in 2016 removed 86% of all cash from the
system. The printing of the new banknotes seems more or less complete, as the total currency in
circulation has remained fairly constant since the end of April, even if it is over Rs. 3.5 trillion less
than in early November when the withdrawal of the old notes was announced. The demonetisation
exercise was designed to tackle India’s huge black economy, which operates via cash transactions. It
does indeed seem to have had the effect of encouraging Indians from using cash and taking advantage
of banks’ payments expertise. Deposit growth rose sharply at the end of 2016. The quantity of money,
broadly defined, surpassed its pre-demonetisation peak in March and has continued to rise.
It was not demonetisation alone which caused broad money growth to plummet in the latter part of
last year. Growth in the stock of bank lending started to fall sharply at the same time. The annual
growth rate stood at over 10% as recently as October 2016, but it fell to a mere 4.1% at the start of
March. A modest recovery began in the second half of the month and annual loan growth now stands
at 5.5%, still significantly down on six months earlier. After the surge at the end of 2016, the stock of
bank deposits did not increase at all in the first ten weeks of the year and the growth rate since March
has been disappointing. Given the clumsy demonetisation and the slowdown in loan growth, it is
unsurprising that Indian GDP growth has also slowed. In the financial year ending in March, India’s
economy grew by 7.1% as against 8.0% growth in the previous 12 months
The Reserve Bank of India has made no attempt to reduce interest rates from the current level of
6.25%, despite sluggish bank lending data. Annual consumer price inflation fell to a mere 2.2% in
May after hitting 3.8% in March. These figures are much lower than the recent average for India,
while the annual increase in factory gate prices, which touched 6% in March due to one-off
movements in energy prices, has fallen back to 2.2% in May.
Several Indian states have announced plans to write off the loans made to small farmers, following
large-scale protests. State-owned banks will have to bear the brunt of the write-offs at a time when
India’s banks as a whole are estimated to have as much as $180b. of non-performing loans on their
books. This surrender to the farmers will not have pleased the central bank’s governor Urjit Patel
who, like his predecessor Raghuram Rajan, was keen for India’s banks to take a tougher line on
unpaid debt. While the money numbers seem to present a positive picture at the moment, India’s
banks are still facing major challenges.
John Petley
16th June, 2017

% annual growth rate:
1991 - 2000
2001 - 2010
Six years to 2016

M3

Nominal GDP

17.4
17.3
11.8

14.0
14.0
11.6

UK
% annual/annualised
growth rate:
M4x/M4 before 1997
1964 – 2016
Six years to 2016
Year to April 2017
Three months to April 2017
at annualised rate

Nominal GDP

10.0
4.0
7.3

8.3
3.6
n/a

5.6

n/a

Sources: Bank of England and Office for National Statistics.

M4x growth strong, with inflation rising
Summary: In the three months to April 2017, UK M4x grew at an annualised
rate of 5.6%. During April itself, the quantity of money, broadly defined, grew
by £9.0b, following on from a £12.4b, increase in March, which was the largest
monthly increase since September. After a rather meagre increase of £3.6b. in
January, UK broad money growth has been rather strong in recent months.
The annual pace of broad money expansion also picked up, reaching 7.3% in
the year to April. This, however, may well be a peak as it should be returning to
the more typical levels (3% - 5%) seen in the last four years once the rapid
growth between April and July in 2016 starts to drop out of the calculations.
UK consumer inflation has been on an upward trend in 2017. It rose from 2.3% in the year to March
to 2.7% in April. May’s figure has already been published and shows a further rise to 2.9%, the
highest in almost four years. Worldwide commodity prices remain subdued and even though the
inconclusive election result has brought sterling’s recovery to an end, it is still trading at a higher level
than at the start of the year. Furthermore, within two months, the plunge in the value of the pound
following the Brexit vote will start to fall out of the inflation figures, although given the level to
which inflation has risen, the decision by three members of the Bank of England’s Monetary Policy
Committee to vote for a rise in interest rates at its monthly meeting on June 15 th is unsurprising. An
increase in base rates later this year looks probable, especially given the growth in factory gate prices
hit 3.6% in January and has remained on or at this level ever since. The labour market remains strong,
with unemployment falling to 4.6% in March, where it has subsequently remained. Wage growth,
however, is declining, standing at 2.1% in April, the slowest growth in over a year.
The Bank of England’s latest survey of bank lending paints a mixed picture. April saw the number of
new mortgages approved falling for the fourth month in succession. The monthly total of 64,645 was
the lowest since September 2016. It is possible that banks are still restricting balance-sheet growth to
meet regulatory restrictions, with worries about the implementation of the FRS9 accounting standard
being another headache for banks’ management.
It is too early to say that the UK economy is slowing, although the downwardly-revised 0.2% GDP
growth in the first quarter of 2017 is disappointing after the 0.5-0.7% seen in the three previous
quarters. Some factors, such as the healthy growth in factory orders in the first four months of the
year, paint a positive picture. The retail sector and consumer spending held up well in the first quarter
of 2017, although preliminary data point to a slowing of the former in May after a strong April. New
car registrations were also 8.8% down in May compared with the previous 12 months. Even so, the
recent monetary data do not point to any imminent downturn, although uncertainties following the
inconclusive General Election may act as a dampener on growth for the rest of Q2. Modest growth
looks to be the order of the day into the second half of 2017.
John Petley
16th June, 2017

% annual growth rate:
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Nominal GDP

10.0
7.1
6.7
4.0

8.3
5.0
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