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Global money round-up in early 2022
The increase in the US consumer price index in the year to December was
7.0%, the highest for almost 40 years. Mainstream forecasts are that US
inflation will moderate during 2022, and that through 2023 and 2024 it will be
close to a figure of 2%. Since the outbreak of the Covid pandemic almost two
years ago, the argument in these notes has been that an inflationary boom had
to be expected if rapid money growth occurred. Our analysis may have been
controversial, but – depressingly – our forecasts have been right. Logically,
central banks should now be paying more attention to money growth trends
and taking steps to restrain the expansion of bank balance sheets. But in late
2021 money growth accelerated in the USA and the Eurozone. In the six
months to November M3 rose by over 4.3% in the USA (i.e., at an annualised
rate of 8.9%) and by 3.7% in the Eurozone (i.e., at an annualised rate of 7.5%).
Both these numbers were far above the typical money growth experience in
the 2010s before Covid. (In the decade to end-2019 the average annual growth
rate of M3 was 3.2% in the USA and 3.4% in the Eurozone. Our M3 number for
the USA comes from Shadow Government Statistics, to whom we are grateful.)
For the time being, continued robust money growth in these two key elements
in the global economy is positive for demand and output in early 2022. The
further conclusion must be that high inflation – in the vicinity of 5% - 10% at an
annual rate – will persist for several quarters yet. In view of Friedman’s “long
and variable lags” between money and inflation, there is no guarantee that
even by 2024 inflation will be back to 2% in all the leading Western economies.
In qualification, China and Japan experienced only minor upticks in money
growth in spring 2020, and have since seen money growth fall back to preCovid norms. Indeed, the People’s Bank of China is easing monetary policy,
just as the Fed starts to tighten. The stability of money growth and aggregate
demand in East Asia is notable, and cautions against too much pessimism for
the world economy over the medium term.

Money trends in late 2021 in the main countries/jurisdictions
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The Institute of International Monetary Research focuses on the relationship between trends in the
growth of the quantity of money, broadly-defined, and macroeconomic outcomes. Most of the last two
years have been dominated by the Covid-19 medical emergency, but late 2022 should approximate
medical normality. The Institute’s consistent analysis since spring 2020 – that money growth
acceleration implied an inflationary boom and an upturn in inflation – has proved correct. The new
area of debate is the duration of above-normal inflation, with normality seen as an annual increase in
consumer prices of 2% a year. The key principles here are that,
i.
ii.

The rate of inflation is roughly equal to the rate of increase in nominal GDP minus that of
real GDP, and
Over the medium term, growth rates of broad money and nominal gross domestic product
will be similar, although not identical.

Much will therefore depend on rates of broad money growth in coming months and quarters, with the
table below summarizing recent patterns in the leading nations. The table shows that money growth
reductions from the remarkable 2020 peaks are now evident almost everywhere. However, in the
USA, the Eurozone and the UK – although not Japan – the three-monthly annualised numbers are still
well above the typical figures before the pandemic and remain far too high to be reconciled with 2%
inflation. Worries about inflation will persist and indeed intensify in 2022.
Name of
country/
jurisdiction

Share of
world output
in 2020

Growth rate of
broad money

Comment

In
purchasingpower parity
terms, %

In current
prices and
exchange
rates, %

In last three
months at
annualised
rate, %

In last twelve
months, %

USA

15.4

24.7

10.6

9.8

Money growth has slowed cf.
spring 2020, but remains much too
high for 2% Fed inflation target.

China

18.3

15.4

9.3

8.7

Money growth moderate amid
property bust scares. Policy being
eased slightly.

Eurozone

12.1

17.4

7.8

7.3

Money growth boosted by ECB
asset purchases, still well above
pre-Covid norms.

Japan

3.7

6.0

2.8

3.5

India

6.8

3.1

9.4

9.3

UK

2.2

3.3

6.9

6.9

Credit and money growth slowing
sharply, implying continuing
negligible inflation in medium term.
Recent money growth close to
double digits, with resurgent bank
credit to private sector.
Money growth still too high, but
end of central bank asset
purchases signals deceleration.
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As noted here last month, crucial to money growth in 2022 will be the behaviour of bank lending to
the private sector. In the last 21 months high or very high money growth in the main Western
economies has been almost entirely attributable to central bank asset purchases and monetary
financing of budget deficits. As central bank asset purchases stop, money growth will decelerate
unless bank lending to the private sector revives strongly.
In the USA some observers believe that bank lending to the private sector will soon rebound. On 8th
November the Fed published the latest Senior Loan Officer Opinion Survey on Bank Lending
Practices. The survey’s editors were particularly interested to see if credit growth would return to the
pace of late 2019 before Covid-19 became a problem. According to the survey, “…on balance, banks
reported that they expect stronger demand for both ‘commercial and industrial’ and credit card loans
over the next six months.”

'Loans and leases' in US bank credit, in 2020 - 22
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The latest data suggest that bank credit to the private sector is indeed starting to grow more briskly.
The chart above relates to “loans and leases in bank credit” (mostly bank lending to the private sector)
and is of weekly data; it shows the 13-week (or quarterly) annualised % rate of change. (That is, it
shows the annual rate that would be recorded if the experience of one quarter continued for a year.) In
the decade to end-December 2019 “loans and leases in bank credit” increased at a compound annual
rate of 4.5%. Roughly speaking, a 4% annual growth rate of “loans and leases” – US banks’ largest
single asset category – ought to be compatible with 3% - 5% annual growth of broad money.
Meanwhile 3% - 5% annual growth of broad money is in line with the average of the 2010s, when
inflation was a touch beneath the 2% inflation “target”. (The Fed may not have a formal “inflation
target”, but its officials talk about this sort of inflation number as acceptable.)
The chart shows that – just before the Covid-affected period – bank credit to the private sector was
growing at about 5% a year. A leap then occurred, because in March, April and early May 2020
companies drew down credit lines on a huge scale ahead of (what they expected to be) a few quarters
3

of great uncertainty when cash flows might be strained. However, Covid lockdowns were gradually
eased in the following months. The deposits created by the credit drawdowns were surplus to
requirements and in late 2020 they were used to repay the unnecessary borrowings. In early 2021
nothing much happened, with companies no longer in a rush to repay the emergency credit facilities,
but also in no hurry to assume new financial commitments.
Finally, from July 2021 “loans and leases” have started to grow again. In the 17 weeks to 5th January
(which is the last value available) “loans and leases” increased by 3.0% or at an annualized rate of
9.3%. The 9.3% figure is higher than in very early 2020, before Covid. Moreover, the pace of growth
accelerated in November and December. Anecdotal reports of US banks’ keenness to lend – and of
US companies’ eagerness to borrow both the rebuild inventory and to anticipate price rises – seem to
be correct.
Four months of data does not establish a trend, but a few more months of this sort will start to justify
comment on the buoyancy of bank credit to the private sector. The steady upward drift of the line in
the chart from summer 2021 could therefore be important to policy-making. If credit growth reaches
a 10%-a-year rate and stays there, the message will be that money growth has its own momentum
from the private sector’s behaviour and does not depend on continued Fed asset purchases. That will
affect the size of the interest rate rise needed to bring annual money growth back down to the 3% to
5% band compatible with 2% inflation. The faster is credit growth, the larger will be the required
move in Fed funds rate. The dynamism – or lack of it – private sector bank credit must be carefully
watched.
In the Eurozone the stock of credit to the private sector was 3.8% higher in November 2021 than a
year earlier. Mortgage lending was the only type of credit expanding during the worst of the
pandemic, but that may now be changing. The stock of loans for house purchase was up by 5.5% in
the year to November, whereas loans to non-financial corporations (i.e., industry and commerce)
advanced only 2.9% in the same period. But in the three months to November loans to non-financial
corporations increased by 1.3% (or at an annualized rate of 5.3%). Indeed, lending to the purely
financial sector has been even more buoyant in recent months, reflecting high levels of corporate
finance activity. European governments are still trying to persuade the Basel-based Bank for
International Settlements, and the European Commission, that further large increases in banks’ capital
requirements are unnecessary and would damage the ability of their financial systems to sustain the
recovery.
Reference was made here last month to the extension of the European Union’s official green agenda
to banking. Crucially, capital weightings are to be much higher for loans to environmentally “dirty”
industries (such as oil and gas development) than to the clean, renewable energy sectors.
Spokespersons for the banking industry have said that it is not ready for this drastic upheaval in asset
acquisition strategies, in which the state would be determining the allocation of credit between
different activities. An obvious issue is whether the capital loadings are to apply retrospectively or
only on newly-negotiated loan facilities. Further, in the absence of exchange controls, European
companies will be able to obtain finance was banks outside Europe not subject to the same
restrictions. A contrast with the direction of travel in Europe comes from the USA. On 13th January, in
evidence to the US Senate banking Committee, Lael Brainard, vice-chair of the Federal Reserve, said,
“We would not tell banks which sectors to lend to and which sectors to not lend to.” When asked
whether the Fed would stop loans to gun manufacturers, she emphasized that this was not the Fed’s
job.
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In Japan bank lending to the private sector surged in the opening months of the Covid pandemic, but
the loans have been largely repaid with the return of medial normality.
UK bank regulators seem to be closer to their European counterparts than their American. UK
officialdom, including officialdom from the Bank of England, seems to be participating in the
international effort to oblige – should one say to force? – the financial system to participate in the
drive for net zero carbon emissions. Mortgage lending is still growing, but bank lending to the nonbank private sector remains weak. Large banks are not hiding their reluctance to commit new capital
to mainstream UK commercial banking. Lloyd’s Bank wants to become a huge residential landlord,
an activity which will divert capital from banking as such. Meanwhile HSBC has made no secret that
it wants to grow the proportion of its business in Asia rather than Europe, including the UK.
To repeat the point made here last month, in 2022 and 2023 the vigour – or lack of vigour – of bank
credit to the private sector is crucial to interest rate prospects. The market consensus is that interest
rate rises will occur in most developed countries once the pandemic-related weakness in aggregate
demand lies in the past. Central banks may end asset purchase programmes first, but higher interest
rates are widely foreseen. A reduction in money growth is a condition of the return of moderate
inflation, while robust bank lending to the private sector will make it more difficult to deliver the
needed reduction in money growth. But – if bank lending to the private sector is, even at virtually zero
interest rates, increasing at an annual rate of 5% or less – it will be easy for central banks to keep
money growth under control. Pointers to future lending growth therefore deserve to be monitored
carefully in the next few months. Despite very low interest rates, and indeed extremely negative real
interest rates, a big boom in private sector bank credit does not seem to be imminent in Europe or
Japan. But a recovery in such credit in the USA has begun.
A joker in the pack needs to be mentioned. Press reports are that the Fed may organize outright sales
of its assets later this year or in 2023. To the extent that such sales are to non-banks, they reduce the
quantity of broad money directly. If the inflation numbers turn out to be very bad, sales of long-dated
asset backed securities to non-banks may be held, causing reductions in money growth.
A final point is that, as yet, no one is expecting interest rates over the next two years to approach the
kind of inflation rates now being seen in North America and Europe. Bank deposits therefore offer no
meaningful return relative to an inflation rate of over 5%, and are not likely to do so in the next few
years. In the 1970s negative real interest rates prevailed on money balances in many countries,
causing a “flight from money”. In other words, the ratio of money to national income and expenditure
fell, and the velocity of money rose. If that pattern were to return in the next year or two, it would
intensify the already evident upwards pressure on inflation.

20th January, 2022
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USA
% annual/annualised
growth rate:
M3

Nominal GDP

7.4
4.5
9.8

6.5
4.1
n.a

10.6

n.a.

1961 – 2019
Nine years to 2019
Year to November 2021
Three months to November
2021 at annualised rate

Sources: Shadow Government Statistics research service for M3 after 2006 and US Bureau of Economic
Analysis for GDP
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Another acceleration in US broad money growth in 2021
Summary: US broad money growth accelerated further in November 2021. M3
grew by $310b., more than 1% and the biggest monthly increase since June
2020. This raised the annualised quarterly growth rate from 10.4% to 10.6%, the
highest reading since May. The annual rate of growth also increased, from 9.2%
to 9.8%. (Our M3 data come from Shadow Government Statistics.)
On 16th December, the Federal Reserve announced that it would step up the tapering of its asset
purchases. The purchases will cease altogether at the end of March, after a progressive monthly
reduction of $30b. The Fed funds Rate remains unchanged, but minutes of December’s meeting of the
Federal Open Market Committee indicate that most members are expecting to have to raise it by at
least 0.5% during the course of 2022. Indeed, on 6th January James Bullard, president of the St Louis
Fed, stated that a rate rise in March could be on the cards. He also hinted that a run-off of assets
purchased since 2020 was a “possible next step”.
Although the Fed takes little if any notice of broad money growth, all the indicators which it monitors
when determining monetary policy suggest that the US economy is growing strongly, Consumer
spending is at a record high. Advance retail sales, monitored by the Census Bureau were over 14%
higher in December than a year earlier and, yet more strikingly, more than 20% up on December 2019
before Covid took hold. House prices continue to climb by over 1% a month, s that the house price
bubble in this cycle has now become more pronounced than that in 2005 and 2006. Unemployment fell
below 4% in December, to reach the lowest figure since February 2020, while wage growth is
accelerating.
Lags between money growth and inflation are “long and variable”, as Milton Friedman once remarked.
He often cited two years as the typical length of the lag. So very high inflation ought to be envisaged
in spring 2022, tow years after the 19% jump in M3 broad money in the four months to June 2020. But
allowance must also be made for the acceleration in money growth through 2021. It may well be that
the peak inflation number is in 2023, although much depends on money growth and other policymaking from here. Broad money growth will also be boosted if all or part of the US government’s
budget deficit is monetised. The International Monetary Fund projects the USA’s “general government
budget deficit” to be $1,700b. in 2022 and $1,500b. in 2023, after almost $2,500b. in 2021. If $550b.
of the 2022 deficit were financed from the US banking system, this would by itself add 2% to M3.
Since the December FOMC meeting, yields on US Treasuries have risen sharply, an indication that the
markets expect the Fed funds Rate to rise.
Tim Congdon and John Petley
20th January, 2022

% annual growth rate:
1961 – 2019
1961 – 1970
1971 – 1980
1981 – 1990
1991 - 2000
2001 - 2010
Nine years to 2019
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M3

Nominal GDP

7.4
8.0
11.4
7.7
5.6
7.1
4.5

6.5
7.1
10.3
7.7
5.6
3.9
4.1

China
% annual/annualised
growth rate:
M2
1991- 2019
2011 - 2019
Year to December 2021
Three month to December
2021 at annualised rate

18.7
11.9
8.7

14.8
10.4
n/a

9.3

n/a

Sources: People’s Bank of China for M2, IMF for GDP
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Broad money growth has settled at pre-pandemic levels
Summary: In the three months to December 2021 China’s M2 grew at an
annualised rate of 9.3%, slightly higher than November’s figure. The annual
growth rate recovered slightly, from 8.4% to 8.7% while remaining within a
narrow band between 8.3% and 9.5% for a tenth consecutive month. Chinese
broad money growth has been remarkably stable in recent months and seems
to have settled down at a level typical of the final years of the last decade.
In sharp contrast to the trends in some other economies studied in these notes, China made two moves
to loosen monetary policy during December. On 6th December the People’s Bank of China (the central
bank) lowered the reserve requirement ratio for most Chinese banks by 0.5%. This was the second
such reduction in 2021. Two weeks later, the one-year loan prime rate was lowered for the first time
since April 2020, albeit by a modest 0.05% from 3.85% to 3.8%. These moves may be partly a
response to an expected Omicron hit to the economy. For the last 18 months China has responded to
outbreaks of coronavirus with localised and short, but tight lockdowns. This “Zero Covid” policy has
successfully snuffed out previous outbreaks without causing any disruption t0o the economy, but
Omicron has not proved so easy to contain. Some large cities, including Zhengzhou, with nearly 13
million inhabitants, have been locked down. The government wants to avoid any disruption ahead of
the Winter Olympics, due to be held next month. China has also suffered from energy shortages and
serious problems with its real estate sector, such as the well-publicised default by property giant
Evergrande.
The government has been concerned about an overstretched property sector for some months. Its
decision to cut the cost of borrowing only for short-term loans is an indication of its desire to boost
growth, while further cooling the housing sector and clamping down on speculators. In the year to
November the average price of new homes in China’s 70 largest cities rose by only 3%, the slowest
rate of increase since January 2016. The housing sector slowdown is possibly one factor in the growth
in the stock of loans by Chinese banks falling to 11.6% in the year to December, the slowest rate of
increase in well over a decade. .With inflation falling from 2.3% in the year to November to 1.5% a
month later, there is scope for further targeted monetary easing as this figure is significantly less than
the government’s 3% target. Note, however, that producer prices are up by 10.3% in the same period,
partly reflecting international movements in commodity prices. .
Away from the housing sector, China’s economy is growing. GDP growth for Q3 was only a modest
4.9 but exports hit a record high of US$340.5b. in December, a year-on-year increase of 20.9%. While
China is one of few major economies where output is well ahead of pre-Covid levels, it appears that
the remarkable growth which began with Deng Xiaoping’s liberalisation in the early1980s may be
coming to an end. The increasingly authoritarian rule of Xi Jinping, with its highly centralised
decision making, is not conducive to rapid economic growth, nor is the decline in the working age
population, which began in 2012. This could result in the trend rate of output growth dropping to 2% 3%, in the coming years, a significant decline from the double-digit figures of a decade ago.
John Petley
12th January, 2022

% annual growth rate:
1991 - 2000
2001 - 2010
Nine years to 2019
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M2

Nominal GDP

24.5
18.5
11.9

18.4
15.2
10.4

Eurozone
% annual/annualised
growth rate:
M3

Nominal GDP

5.2
3.8
7.3

3.1
2.5
n/a

7.8

n/a

1996 – 2019
Nine years to 2019
Year to November 2021
Three months to November
2021 at annualised rate

Sources: European Central Bank or M3 and Eurostat for GDP
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Annualised rate in last three months

Broad money growth accelerated for most of 2021, but slowed in November
Summary: In the three months to November 2021 the quantity of M3 broad
money in the Eurozone grew at an annualized rate of 7.8%. This month’s figures
bring to an end a run of seven consecutive months of rising broad money
growth on this particular metric. The annual growth rate fell from 7.7% to 7.3%,
the lowest reading since February 2020. Recent money growth has been much
lower than in spring 2020, when the annualized quarterly rate of increase
exceeded 15%, but it remains well above that typical in the 2010s. (The average
annual rate of increase in M3 in the decade to December 2019 was 3.2%.)
The latest figures underline the decline of Germany as the principal engine of broad money growth
across the 19-nation bloc. German M3 declined by €0.9b. during November, while its annualised
quarterly growth rate is only 2.3%. Indeed, if Germany is excluded, annualised quarterly M3 growth
remained almost unchanged, dropping from 9.7% in October to 9.6%. On 16th December the European
Central Bank decided to scale back the asset purchases under the Pandemic Emergency Purchase
Programme and to terminate it on schedule in March. That could result in a moderation of money
growth in 2022.
The ECB will nevertheless continue with a separate asset purchase programme introduced in 2019; it
has even said that it intends to increase the monthly amount from €20b. to €40b. for six months,
starting in April. It has also ruled out increasing interest rates during 2022 and will reinvest cash from
maturing assets purchased under the PEPP until at least the end of 2024. The ECB’s approach revolves
around a belief that surging inflation is a temporary phenomenon, caused by a combination of supply
chain disruptions and a one-off surge in demand as economies reopen after the pandemic. Although it
has revised its inflation projection for 2022 upwards, to 3.2%, the ECB still remains concerned that
inflation will drop back below its 2% target in 2023 and renew the dangers of deflation.
Any analysis based on the growth of the quantity of money, broadly defined, will draw a different
conclusion. Lags between money growth and inflation can be as long as three or even four years, but
sooner or later the marked upturn in money growth since February 2020 will have effects on inflation.
Lockdowns were imposed in a number of Eurozone member states during December, in response to the
Omicron variant. That should have dampened demand in some sectors, but the consumer inflation rate
ticked up from 4.9% in November to 5.0% a month later. Producer prices are soaring, up by a
remarkable 23.7% in the year to November. As with consumer prices, sharply increasing energy costs
have been a contributory factor here. Companies cannot be expected to absorb all these costs, so
inflation is likely to remain well above the ECB’s 2% target for some months. The creation of bank
deposits as a result of new credit by Eurozone banks bas played only a small part in the strong broad
money growth of the past two years. The planned implementation of the remaining Basel III
regulations could cause bank lending to remain weak. However, a modest revival in lending to business
is under way; the stock of mortgage lending continues to increase steadily by over 5% a year.
John Petley
10th January, 2022
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Nominal GDP

5.2
4.6
6.8
3.8

3.1
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2.5

Japan
% annual/annualised
growth rate:
M3

Nominal GDP

3.9
2.7
3.5

1.9
0.9
n/a

2.8

n/a

1981- 2019
Nine years to 2019
Year to December 2021
Three months to December
2021 at annualised rate
Sources: Bank of Japan for M3 and IMF for GDP

Recent trends in Japanese money growth
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Broad money growth is back to pre-pandemic levels
Summary: The three months to December 2021 saw Japanese M3 increase at
an annualised rate of 2.8%, the third consecutive month at this level, which is
fairly typical of the growth rate during much of the previous decade and much
lower than the exceptionally high figures in spring 2020. The annual growth
rate of broad money continues its gentle decline, falling from 3.6% in
November to 3.5% a month later.
In November Japan recorded its third consecutive month of positive inflation. An increase in
consumer prices of 0.6% in the year to November is a modest gain and remains below the Bank of
Japan’s 2% target. But it is the strongest reading since January 2020. Producer prices rose by 9.0% in
the year to November, the highest number for 40 years. Besides being affected by the worldwide
increase in commodity prices, Japan has also seen the yen decline approximately 10% against the US
dollar during 2021. The upward adjustment of import prices in yen terms is significant, notably for
energy imports given Japan’s dependence on these. Thus far, most of the extra costs have been
absorbed in the supply chain and have not yet reached the consumer.
However, an inflation spike is inevitable in the next few months and the Bank of Japan may finally
attain its 2% target. As annualised quarterly broad money growth hit 16.1% in June 2020, this would
again be testimony of the connection between money growth and inflation. The peak rate of money
growth in 2020 was nevertheless far below the highest figures for the USA, the Eurozone and the UK.
The pace of price increases is unlikely to match that in these jurisdictions.
Inflation may fall back below target once the effects of 2020’s surge in broad money growth have
subsided. Much depends on the financing of Prime Minister Fumio Kishida’s $320b. so-called “Fiscal
stimulus package”. Japan’s fiscal and monetary response to the pandemic was much more modest in
scope than those of other advanced nations. BoJ Governor Kuroda stated that a decision on ending the
remaining monetary stimulus measures in March as planned will be taken at January’s MPC meeting.
Japan is currently experiencing a sharp increase in reported cases of the Omicron variant. While few
restrictions have been imposed to slow the spread of the virus apart from tighter border controls,
economic activity, particularly the retail sector, may slow for a while until the surge in new cases
subsides. Growth in the stock of loans by Japanese banks fell to 0.6% in the year to November and
remained at this level in December. This is the most sluggish increase in bank credit to the private
sector in at least eight years.
John Petley
13th January, 2022
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M3

Nominal GDP

9.2
2.4
1.0
2.7

4.6
1.1
0.8
0.9

India

1981- 2019
Nine years to 2019
Year to December 2021
Three months to December
2021 at annualised rate

% annual/annualised
growth rate:
M3

Nominal GDP

15.8
11.2
9.3

13.4
11.9
n/a

9.4

n/a

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

Recent trends in Indian money growth
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Growth of broad money at double-digit annual rate, roughly
Summary: In the three months to December 2021 India’s seasonally adjusted
M3 grew at an annualised rate of 9.4%, lower than November’s reading of
10.6%, The annual growth rate also declined, from 10.5% to 9.3%, the lowest
value since November 2017, but the data are erratic.
The dominant feature of the Indian monetary scene in the 18 months to mid-2021 was a squeeze on
domestic credit coinciding with the Covid-19 medical emergency. “Bank credit” (almost entirely to
the private sector) is a category in the Reserve Bank of India’s twice-monthly release on scheduled
banks’ Statement of Condition. On 5th June 2021 it stood at 105,857b. rupees (roughly $1,500b.), little
higher than at the end of 2019. With money growth above that of domestic credit, India’s foreign
exchange reserves and the external assets of its banks increased strongly.
But growth in the stock of loans by India’s banks was 9.1% in the year to 31st December. As credit
stagnated in early 2021, the implication has to be that the pace of credit extension in the second half
of 2021 was rapid, even perhaps in the teens at an annualised rate. (The RBI continues to challenge
commercial banks’ reluctance to write off bad debts. It appears keen to make the banking sector raise
its capital levels in line with the international standards set by the Basel-based Bank for International
Settlements. This requirement would inevitably act as a dampener on bank lending and arguably
inhibit economic growth.)
Interpretation of the current conjuncture is difficult. Consumer prices rose by 4.9% in the year to
November, an increase on October’s reading of 4.5%. Poor weather conditions pushed up food prices,
while transportation costs also rose thanks to higher fuel prices. The recent vigour of bank credit to
the private sector may be a bounce-back from the credit restraint during the lockdown period and
hence of no particular significance. Alternatively, it may foreshadow continued fast credit growth in
2022, which would drive up money growth and motivate a cyclical recovery. This would be consistent
with the ebullience of the Indian stock market and, for example, hopes that Indian tech companies
may flourish like those in Silicon Valley. The widespread excitement about India’s long-term growth
prospects is, however, not easy to reconcile with some features of the current Indian scene. The
International Monetary Fund expects GDP growth in 2021 to have been 9.5%, which sounds
impressive, except that it followed a Covid-related fall of 7.3% in 2020 and an only moderate 4.0%
increase in 2019, a year of course unaffected by Covid. So in the three years together GDP will be up
by 5.6%, signalling a trend output growth rate of under 2%. The 15th January issue of The Economist
magazine ran an editorial condemning the government under Narendra Modi for ignoring incitement
to religious violence against the minority Muslims and Christians. It said that “a stable, democratic
India would be a counterweight to authoritarian China”, but was plainly sceptical that India would
remain a secular democracy under the rule of law. Some commentators might also note that Muslimdominated Bangladesh has had growth in the last three years of 8.2%, 3.5% and 4.6%, or altogether at
over three times India’s rate.
Tim Congdon and John Petley
20th January, 2022
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M3

Nominal GDP

17.1
17.4
17.3
11.2

14.7
14.1
12.9
11.9

UK

1964 – 2019
Nine years to 2019
Year to November 2021
Three months to November
2021 at annualised rate

% annual/annualised
growth rate:
M4x/M4 before 1997

Nominal GDP

9.6
4.0
6.9

8.0
3.7
n/a

6.9

n/a

Sources: Bank of England and Office for National Statistics
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Broad money growth still too high to meet 2% inflation target
Summary: Buoyed by quite strong broad money growth in September and
October, the annualised quarterly M4x growth rate has risen from 5.6% in
September to 6.9% in November. This figure is still above that typically
recorded in the 2010s, but well below the exceptional readings of March – July
2020. (The average annual growth rate of M4x in the decade to 2019 was
3.8%.) The annual growth rate fell from 7.7% in October to 6.9% a month later,
the lowest figure since February 2020.
The Bank of England’s Monetary Policy Committee announced a modest increase in Bank rate, from
0.1% to 0.25%, at its meeting on 16th December. This move came the day after the announcement that
the consumer price index had risen by 5.1% in the year to November, the highest rate in over a
decade. The increase in Bank rate was accompanied by an ending of the asset purchase programme
instituted in 2020 as the official response to the coronavirus pandemic.
The end of asset purchases should dampen broad money growth from now on. Given that the trend
rate of output growth in the UK is barely 1% per year, broad money growth is currently still far too
high to be compatible with the Bank of England’s 2% inflation target. The annual growth rate of
broad money needs to fall to 3% - 5% if that objective is to be attainable. However, the Bank – in
common with central banks in other leading economies – takes little notice of broad money growth in
its decision-making. M4x broad money grew by over 20% from February 2020 to November 2021,
and that unjustified burst of monetary expansion will be affecting the economy for several quarters
yet. The sharpest increase, as the chart above shows, took place in the second quarter of 2020 and,
after allowing for the usual lags, the inflationary consequences should not be a surprise. The Bank
expects inflationary pressures to strengthen in the first months of 2022, before declining later in the
year. Given that the annual increase in producer prices reached 9.1% in November, a 13-year high, a
more plausible view is that inflation in the 5% - 10% area will persist into 2023.
The Omicron variant has proved less dangerous than earlier strains of coronavirus, and for some
months, the UK economy (or, to be more precise, England’s) has been much freer from restrictions
than those of some other developed nations. UK GDP rose above its pre-pandemic level in November,
even though some businesses are still reluctant to invest, especially in the hospitality sector. This
hesitancy could change. Indeed, a slow recovery in borrowing by large companies may be under way,
although the SME sector is still paying back more than it is borrowing. The housing market remains
resilient, although the number of new mortgages has fallen since the end of the stamp duty “holiday”
in September. Given the likely strengthening of the recovery and the ongoing inflationary pressures, a
further rise in base rates at February’s MPC meeting is possible.
Tim Congdon and John Petley
10th January, 2022
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