
1 
 

 

[ The Institute of International Monetary Research is a research institute with charitable status. This note is being e-mailed 

to people and organizations interested in global money trends, and the relationships between money and banking on the 
one hand and macroeconomic outcomes on the other. It is not business or investment advice, and the Institute accepts no 

responsibility for decisions taken in the light of the analysis given. ]  

 

Monthly e-mail from Tim Congdon and John Petley – 26th January, 2023     
 

Global money round-up at the start of 2023     
 
 

Apart from China, money growth is falling everywhere at present. The sharpest 
move towards money growth deceleration has been in the USA. In the three 
months to November the M3 measure of broad money – which is the one tracked 
by the Institute, using data from Shadow Government Statistics – even declined 
in nominal terms. (The decline in real terms was yet more extreme.) M3 is likely 
to have risen fractionally in December, but numbers for the first two weeks in 
January again point to contraction. Elsewhere patterns are more mixed and 
erratic, but the extraordinarily high money growth numbers of spring 2020 now 
lie very much in the past. Further, in all the main developed economies – not 
just the USA – inflation is well above money growth, implying a squeeze on real 
money balances. This is a classic advance signal of recession, as the falls in  
real money balances will be associated with further asset price weakness and 
balance-sheet strain. 2023 will be a difficult year for the world economy. Output 
growth at the world level may still be recorded, but it will depend very much on 
the relative stability of demand growth in the main Asian economies.  
 
Money growth in China was higher in 2022 than in 2021, perhaps to offset the 
deflationary impact of the inept “zero Covid” policy. The zero Covid policy has 
now been abandoned, and a rebound in demand and output is expected. In 
Japan money growth has slipped back to negligible levels, but this is not due to 
a new weakness in bank credit to the private sector. The explanation is rather 
that the Bank of Japan has intervened on the foreign exchanges, to counter 
exceptional yen weakness. The European Central Bank has been slow to join 
the moves to higher interest rates, perhaps worried that an increase in interest 
rates will aggravate Italy’s debt financing strains. Nevertheless, Eurozone 
money growth – rather high for much of 2022 – fell back in the year’s closing 
months. The UK’s remarkable M4x leap in September was reversed in October 
and November, and more official pressure on banks to increase capital/asset 
ratios will constrain money growth.   
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Money trends in late 2022 in the main countries/jurisdictions  

 
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. The Institute’s 

consistent analysis from spring 2020 – that money growth acceleration would initially lead to strong 

asset prices, a boom and an upturn in inflation – proved correct. Central banks in North America and 

Europe have now tightened policy, but in Asia the picture is more mixed. Key ideas in understanding 

near-term macroeconomic developments are that,  

i. The rate of inflation is equal to the rate of increase in nominal GDP minus that of real GDP,  

ii. Over the medium term, growth rates of broad money and nominal gross domestic product 

will be similar, although only rarely identical, and 

iii. Just as a correlation holds between nominal money and nominal GDP, so one holds between 

real money and real output, and falls in real money are often associated with asset price 

weakness and recessions.   

Much will 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 money growth reductions in the 

developed countries from 2020 highs, although with no uniformity. Eurozone money growth has slowed 

in the last three months, bringing it more into alignment with the USA. China is following its own path, 

with money growth quite buoyant in 2022. In 2023 recessions in North America and Europe ought still 

to be reconciled with positive output growth at the global level, because of demand resilience in Asia.  

Name of 
country/ 
jurisdiction 

Share of 
world output 
in 2021  

 Growth rate of 
broad money 

 Comment  

 In 
purchasing-
power parity 

terms, %  

In current 
prices and 
exchange 
rates, %  

In last three 
months at 
annualised 

rate, %  

In last twelve 
months, %  

 

      

USA 15.7 24.2         -2.2 0.3 Money growth stopped in spring 
2022, implying severe squeeze on 
real money balances.  

China 18.6 18.4 11.3  11.9 Money growth high, amid property 
bust scares. Policy being eased, 
no official inflation concern.    

Eurozone 11.9 15.1 2.2        4.8 

 

Money growth slowing, as  ECB 
worries about widening sovereign 
debt spreads. 

Japan  3.7 5.1 1.6 2.6 

 

Credit and money growth down 
almost to nil, because of FX 
intervention.   

India 6.0 3.3 8.6 7.9 Money growth moderate, as RBI 
seeks more capital in banking.    

UK  2.3 3.2 3.8 4.1 

 

 

Money growth erratic, September 
upward blip now reversed.  
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The recent fall in the quantity of money in the USA contrasts totally with the wild over-expansion of 

money in the early months of the Covid pandemic. The instability in money growth will be associated 

with instability in demand, output and employment. Money growth has slowed in the Eurozone and the 

UK relative to the excesses of 2020 and 2021, but upward blips in recent months differentiate them 

from American developments. During 2023, and particularly in 2024, inflation will come down towards 

levels closer to the norms of the 2010s. The recent falls in energy prices make continued consumer 

inflation above 10%  unlikely in 2022 in both the USA and the Eurozone. The Ukraine tragedy has 

added awkward twists to the inflationary spiral, but its effects are best interpreted as one-off and 

reversible shocks to the price level. It is certainly not the fundamental cause of the inflation of the early 

2020s. This inflation episode – like all the others – is to be attributed to excessive growth of the quantity 

of money (in the USA, the Eurozone, the UK, Canada and Australia), which was most marked in spring 

and summer 2020, but rolled on into 2021.  

In 2022 the combination of falling growth in nominal money (and recent outright falls in the quantity 

of money in the USA) and still high inflation implied declines in real money balances. A standard 

cyclical pattern is that such declines are accompanied by weakness in both asset prices and aggregate 

demand, and all too often by recessions (i.e., falls in output lasting longer than six months). As noted 

here in recent months, crucial to money growth in 2023 will be the behaviour of bank lending to the 

private sector. In the two years to the first quarter of 2022 high or very high money growth in the main 

Western economies was almost entirely due to central bank asset purchases and monetary financing of 

budget deficits. The Institute’s analysis has suggested that, as central bank asset purchases stop and 

budget deficits decline, money growth will decelerate unless bank lending to the private sector revives 

strongly. The decelerations in money growth are evidently occurring, but the patterns of bank asset 

acquisition have still to be monitored and assessed. 

 

In the USA bank credit to the private sector has been growing briskly. Until summer this year interest 

rates were very low, while banks had ample capital to support balance sheet expansion and their low-

return cash holdings were much too high. But the increases in Fed funds rates – combined with the 

surge in bond yields with effects on mortgage rates – are starting to check the boom. “Loans and leases 
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in bank credit” (mostly bank lending to the private sector, and constituting over half of US commercial 

bank assets) were flat during the period of Covid-19 uncertainty in late 2020 and early 2021, but 

increased from June 2021. The accompanying chart – for which 11th January 2023 is the last value – 

shows the three-month annualised rate of increase in “loans and leases” since then; it suggests that there 

was a turning-point in June and July this year. Until then the pace of the credit boom was accelerating; 

subsequently it has been decelerating. If the deceleration continues and intensifies, that may remove an 

important positive influence on money growth. Admittedly, the annualised rate of growth in the three 

months to 11th January was still quite high, at over 8%, but the number has halved compared with the 

summer peak of over 16%.  

Further, the Fed’s sales of securities (i.e., “quantitative tightening”) – now supposedly of as much as 

$95b. a month – could reduce the M3 quantity of money by perhaps $50b (about 0.2%) a month. 

Curiously, US banks’ cash assets – which would register the impact of QT – have been stable in the last 

few months. Their level on 11th January was $3,197b., slightly higher than the value for the month of 

October ($3,141.8b.). As already emphasized, the combination of money stagnation and persisting 

rather high inflation implies a squeeze on real money balances. A US recession in 2023 is now widely 

forecast, and understandably so.   

Over the medium term the growth rates of real money and real output are similar, a feature of all 

economies that reflects the underlying stability of agents’ money-holding behaviour. In the USA the 

velocity of circulation of money fell remarkably in 2020. But velocity is a mean-reverting series. Now, 

on schedule and in line with analyses from the Institute of International Monetary Research, it is rising 

at an exceptional pace. These developments are a clear vindication of ideas that have long been basic 

to the quantity theory of money, although recent speeches from top Federal Reserve officials hardly 

suggest they are interested in these ideas.  

In the Eurozone the stock of credit to the private sector was 5.0% higher in November  2022 than a year 

earlier.  The stock of loans for house purchase was up by 4.6% in the year to November, whereas loans 

to non-financial corporations (i.e., industry and commerce) advanced a buoyant 7.3% in the same 

period. However, the annual figures are misleading, in that they throw no light on a marked contrast 

between the increase in bank credit to the private sector in September of €86b. and increases of much 

less, in October and November, of €6b. and €33b. respectively. The reasons for the sudden slump are 

far from clear, but the pattern looks similar to that in the UK, when companies borrowed sterling heavily 

in September in the expectation that it would lose value on the foreign exchanges. The currency bets 

were then closed out in October and November, by repayment of the loans.    

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 medical normality. Lending to the private sector 

was weak in 2021 and early 2022. But it has strengthened subsequently, with the quarterly annualised 

rate of growth typically above 5% since spring of last year. This would be a logical response to the slide 

in the yen, if that slide were expected to continue. (It is of course profitable to incur liabilities in a 

depreciating asset.) The recent fall in money growth is attributable to a remarkable drop  in banks’ 

holdings of cash and “investment securities”, where “investment securities” are dominated by Japanese 

government bonds. This drop in the six months to November was almost 60 trillion yen. The Bank of 

Japan has changed the rules of yield curve control, no longer buying sufficient 10-year government 

bonds to keep the yield to zero. There has also been heavy foreign exchange intervention to check the 

yen’s fall.   
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A fair comment is that financial markets have been unsettled by the Bank of Japan’s shift to a tighter 

monetary policy. Its benchmark interest rate has stayed at minus 0.1%, but in recent months its open 

market operations have had a deeply negative effect on the quantity of money. The chart below shows 

the effect of the foreign exchange intervention and the change in the Bank of Japan’s attitude towards 

its policy of “yield curve control”. (Note that a trillion yen is – at the present exchange rate – a bit less 

than $8b. So a fall of 50 trillion yen is one of roughly $400b. Japan’s GDP is expected to be about 

$4,400b. in 2023, although this does of course depend on the exchange rate.)  

  

In the UK September 2022 was an extraordinary month. As widely discussed in the media, the Kwarteng 

mini-Budget on 23rd September broke established principles of fiscal rectitude, with unfunded tax cuts 

implying large increases in budget deficits and future debt interest bills. The mayhem was accompanied 

by falls in sterling against the pound and the euro. These falls were widely expected to gather 

momentum, provoking heavy borrowing by some financial institutions. (As just noted, it is profitable 

to incur liabilities in a depreciating asset.) M4 lending was almost as much in the one month of 

September as in the preceding eight months of 2022. In the event, the mini-Budget discredited the Truss 

government, and a new Prime Minister, Chancellor of the Exchequer and government quickly reversed 

course. In our comment here in November, we said, “Repayments of the rather speculative bank 

borrowings seem likely in the next few months, so that September’s 2.7% jump in M4x will be replaced 

by offsetting declines.” That is exactly what has happened. In September financial institutions 

(excluding the awkward quasi-banks known as “intermediate other financial corporations”) borrowed 

£19.0b. from the banks. In October and November they repaid £32.9b. and £20.2b. respectively. The 

M4x money aggregate fell by 0.7% in October and 0.9% in November.  

As has been emphasized here for some time, lending to UK mainstream corporates is weak. With 

inordinate amounts of capital required in commercial banking, banking groups have drawn up plans to 

allocate capital to other activities. Large banks are not hiding their reluctance to commit new capital to 

standard UK commercial banking. The problem is being made worse by decisions taken by the Financial 

Policy Committee and the Prudential Regulation Authority, at the Bank of England. Banks must have 

a 2%-of-assets counter-cyclical capital buffer, with effect from July 2023.  
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The 2% rate is supposed to pre-empt future shocks to the economy. To quote from the Bank of 

England’s Financial Stability Report, “the global and UK economic outlook has deteriorated 

significantly” since the end of 2021, when it announced the rate was to go from zero to 1% by the end 

of 2022. The imposition of the extra capital requirement is, in fact, deflationary. There is no doubt that 

the extra capital requirements associated with Basel III have resulted in a large fall in the ratio of banks’ 

lending to companies to gross domestic product. The post-2008 regulatory environment has been 

particularly hard on lending to small- and medium-sized enterprises. (See the Institute’s research paper 

no. 9  https://mv-pt.org/research-papers/    for more detail.)  

To repeat the point I made throughout 2022, the vigour – or lack of vigour – of bank credit to the private 

sector is a material influence on interest rate prospects. Interest rate rises have occurred in most 

developed  countries, but we may be nearing their peak for this cycle in the USA and the UK.  As the 

ECB has been much slower to move, the peak in Eurozone interest rates is – almost certainly – further 

away in time. Central banks are now ending asset purchase programmes and in some instance – notably 

in the USA – are actively reducing their asset piles.   

A reduction in money growth is a condition of the return of moderate inflation. That is now happening 

in the main Western economies and, in a sense, is to be welcomed. However, anxieties must be 

expressed that outright falls in the quantity of money may prove too harsh on output and jobs. If bank 

lending to the private sector were increasing at an annual rate of 5% or less, it would be easy for central 

banks to keep money growth under control. Pointers to future lending growth therefore deserve to be 

monitored carefully. Despite still  low nominal interest rates, and indeed negative real interest rates, a 

sustained boom in private sector bank credit is not imminent in Japan or the UK. (But the currency 

depreciation scares did prompt a recent hurried drawdown of credit lines in Japan in mid-2022 and 

something of the same sort seems to have happened in the UK in September.) A strong recovery in such 

credit in the USA has occurred, but Fed interest rate rises and the wider change of mood are now 

bringing this recovery to an end. In the Eurozone banks have been adding at a moderate pace to their 

risk assets, while the ECB is reluctant to sell off assets from its bloated assets pile.  

 

 

26th January, 2023 
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USA 
 

 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1961 – 2020 7.7 6.3 
Ten years to 2020 6.2 3.4 
Year to December 2022 0.3 n.a 
Three mos. to December 

2022, 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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US broad money contraction appears to have eased slightly in December 
 

Summary: US broad money declined at an estimated annualised rate of 2.2% in 
the final quarter of 2022. In all three months from September to November the 
M3 quantity of money fell. This is the sharpest decline in broad money since the 
2008-09 Great Recession. The Fed funds rate was then being cut whereas now 
the M3 falls coincide with significant rises in interest rates. (Our M3 data come 
from Shadow Government Statistics, apart from December 2022’s figure, which 
is an estimate by this Institute.)  
 

The latest data from the Fed point to a modest increase in M3 in December. Deposits at US commercial 

banks, which declined by over $250b. between August and November, rose by over $30b. in the final 

month of the year. On the first two dates in January (4th and 11th) the Fed’s H8 release reported deposits 

of $17,775.9b. and $17,699.7b. respectively, both down on the figure for the month of December 

($17,786.1b.). So the message remains that US broad money is at best going sideways and can 

reasonably be interpreted as falling slightly. (The twelve-month number for December was just positive 

at 0.3%, but this reflected very slow growth from February to August, and falls since August.)   

 

The Federal Reserve does not organize policy with a view to influencing the quantity of money. All the 

same, its actions do affect the quantity of money. The rise in Fed funds rate from zero in the first quarter 

of 2022 to its current value of 4¼% - 4½% has dampened the growth of bank credit to the private sector. 

(Usually banks grow their balance sheets by adding identical amounts to loans and deposits.) In the six 

months to end-June 2022 “loans and leases in bank credit” grew by 6.1%, equivalent – at an annualised 

rate – to a very buoyant 12.6%. By contrast, in the three months to 11th January the annualised rate of 

growth was 8.1%, still high, but clearly moderating. Moreover, since September the Fed has been 

running off some of the assets purchased in 2020 and 2021 at a rate of $95b. per month. Even if 

businesses and households continue to borrow at the current rate, thus creating new money, this may not 

be sufficient to counteract the contractionary effect of the Fed’s asset run-offs. 

 

Fed officials have continued to insist that the US economy is strong enough to endure tightening 

measures without falling into recession. They cite, for instance, the very low levels of unemployment (a 

mere 3.5% in December) and the healthy state of the retail sector, where activity rose by 6% in the year 

to December. House prices are now falling, but in October they were still nearly 10% up on a year 

earlier. On a positive note, the latest inflation figures suggest that the worst is over. But the 

contractionary measures of 2022 have yet fully to impact the economy. When money growth falls to the 

level of the last few months, a recession is inevitable. Real money balances are being squeezed, which 

will lead to balance-sheet weakness and falling asset prices, and reduced demand for goods and services.  
 

Tim Congdon  

23rd  January 2023 
 

 % annual growth rate:  

 M3 Nominal GDP 

1961 – 2020 7.7 6.3 
1961 – 1970  8.0 7.1 
1971 – 1980  11.4 10.3 
1981 – 1990  7.7 7.7 
1991 -  2000 5.6 5.6 
2001 -  2010 7.1 3.9 
2011 -  2020 6.2 3.4 
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 China 
 

 % annual/annualised 

growth rate: 
 

 M2 Nominal GDP 

1991- 2020 18.4 14.5 
2011 - 2020 11.7 10.0 
Year to December 2022  11.9  n/a 
Three mos. to December 

2022 at annualised rate 11.3 n/a 
 
Sources: People’s Bank of China for M2, IMF and Institute’s own estimates  
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Broad money growth slips a bit, after being quite buoyant   
 

Summary: In the final three months of 2022 China’s seasonally adjusted M2 
grew at an annualised rate of 11.3%. The figure is the slowest rate of growth on 
this particular measure since early 2022, but remains much in line with the rather 
buoyant money growth seen in most of last year. Broad money growth had been 
on a steady upward trend from late 2020. In December, the annual rate of growth 
declined a tad, falling from a six-year high of 12.2% to 11.9%.   
 

In spite of efforts by the People’s Bank of China (the central bank) to boost demand for credit, growth 

in the stock of loans by Chinese banks has been lower in 2022 than in previous years. Loan growth at 

an annualised rate of 11% or thereabouts has been the norm for the last nine months. By contrast, for 

most of the previous decade, this statistic rarely fell below 13%.  

 

China’s GDP grew by only 3% in 2022, the lowest rate of growth since 1976, apart from 2020, which 

was of course badly affected by Covid-19.. The 3% number is well short of the authorities’ 5.5% target. 

Two factors in particular resulted in the sluggish rate of growth. The first was China’s “zero Covid” 

policy, which saw entire cities placed under lockdown even if only a few positive cases of the virus 

were reported. The retail sector took a particularly hard knock. Sales declined – on both an annual and 

a monthly basis – in all three months of the final quarter of the year. Chinese industry also suffered as 

entire factories were shut down, In December 2022 industrial production was only 1.3% higher than a 

year earlier. The second factor has been the collapse of the Chinese property market. A number of large 

developers have found themselves unable to service their debts, resulting in the abandonment of large 

construction projects and demonstrations by angry homebuyers. House prices in the largest 70 Chinese 

cities have been falling since May. The annual rate of decline in December was 1.5%.  

 

The PBoC cut the reserve ratio for Chinese banks by 0.25% on 28th November in a further attempt to 

stimulate credit growth. On 16th January it eased borrowing limits for what it described as “high quality” 

developers in an attempt to revive the housing sector. These initiatives have been overshadowed by the 

abrupt abandonment of the “zero Covid” policy in December, following anti-lockdown protests in a 

number of cities. Further, travel restrictions have been drastically eased. China’s leaders seem to have 

decided to join the rest of the world in living with Covid rather than eradicating it. A considerable uptick 

in economic activity is expected in 2023 partly because of the new pragmatism on Covid.  The strength 

of money growth last year is consistent with the thesis, implying that China will be enjoying comfortable 

cyclical growth even as most Western economies enter recession. Given the opaque nature of the 

Communist Party of China, the precise reason for the sudden change of policy towards Covid is 

unknown. One possibility is that the power of President Xi Jinping, who was largely responsible for the 

zero Covid strategy, may have been curtailed by his Politburo colleagues. In January Vice Premier Liu 

He stated in Switzerland that China will continue to support the private sector, will open up to foreign 

investors, and will pursue a more active and co-operative role on the international stage. This may mark 

a significant beneficial change of direction towards China’s trading partners. . 
 

John Petley  

19th January, 2023 

 

 M2 Nominal GDP 

1991 -  2000 24.5 18.5 
2001 -  2010 18.4 15.2 
2011 -  2020  11.7 10.0  



11 
 

  
 

Eurozone 
 

 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1996 – 2020  5.5 2.7 
Ten years to 2020 4.6 1.6 
Year to November 2022 4.8 n/a 
Three mos. to November 

 2022 at annualised rate 2.2 n/a 
 
Sources: European Central Bank, Eurostat and the Institute’s own estimates 
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Broad money growth slows sharply  
 

Summary: In the three months to November 2022 the quantity of M3 broad money 
in the Eurozone grew at an annualized rate of 2.2%. Since a recent peak (in the 
quarterly annualised growth rate) of 8.4% in September, broad money growth has 
slowed sharply. This decline has been largely caused by an apparent collapse in 
the growth of bank lending to the private sector, which has coincided  with the 
ending of the ECB’s asset purchases.  The annual rate of M3 growth declined 
from 5.1% in October to 4.8%, the lowest such reading since June 2019.     
 

For most of 2022 broad money growth in the Eurozone consistently remained within or above the 3%- 

5% band roughly compatible with 2% Eurozone inflation. The various stimulus measures introduced 

before or during the coronavirus pandemic have now been withdrawn, and a trend deceleration in money 

growth may have begun.. M3 growth remained vigorous for much of 2022 thanks to a fairly strong 

increase in bank credit to the private sector. For example, in October the stock of bank loans to the non-

financial business sector was up by 8.1% (or by €386b.) compared with a year earlier. But in November 

the annual rate of growth declined to 7.3%, as the stock of loans dropped by €14b. Mortgage lending, 

which had been increasing at an annual rate of over 5% for much of the year, is also fading.   

 

The ECB was slow to tighten policy. Its first rate increase did not take place until 21st July. Furthermore, 

until recently it has been hesitant to follow in the footsteps of the US Federal Reserve or the Bank of 

England in selling its assets, perhaps fearful of a repeat of the sovereign debt crisis of the early 2010s. In 

that crisis a widening spread in yields on the debt issued by the different member states’ governments 

threatened the very existence of the single currency. Worries about the position of Italy are a particular 

concern. The yield spread between the 10-year Italian government bond and the equivalent German bund 

is under 200 basis points at present (late January), but in October it was 250 basis points.  

 

But the ECB’s reluctance to upset the over-indebted member states is one reason that money growth has 

been too high and it has led to excessive inflation. Admittedly, the rise in consumer prices is starting to 

slow, with the annual rate of increase for December of 9.2% down on November’s figure of  10.1%. But 

this is still way above the ECB’s 2% target, while some individual member states are still seeing double-

digit rates of price increase. The December figure for Italy was 11.6%, for example.  The cost of 

borrowing – as measured by the ECB’s policy rate – has gone up by 2½% since July. Moreover, after the 

most recent meeting of the ECB’s Governing Council in December, President Christine Lagarde hinted 

that further increases may follow in 2023.The scale of the increases may, however, be smaller than those 

of 2022. Mme Lagarde also announced that in March this year the ECB will start running off some assets 

purchased under the 2019 Asset Purchase Scheme. The monthly figure will be €15b. until June when the 

rate of run-off will be reviewed. There are currently no plans to run off any assets purchased under the 

separate Pandemic Emergency Purchase Plan until at least the end of 2024. The scale of the ECB’s 

tightening is smaller than that of the US Federal Reserve, suggesting that broad money growth is not 

likely to decline as drastically.     

     

John Petley 

19th January, 2022 

 

 % annual growth rate:   
M3 Nominal GDP  

1996 – 2020 5.5 2.7  
1996 – 2000 4.6 4.1  
2001 – 2010 6.8 3.1  
2011 -  2020  4.6 1.6 
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 Japan 

 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1981- 2020 3.9 1.7 
Ten years to 2020 3.2 0.3 
Year to December 2022 2.6 n/a 
Three mos. to December 

2022 at annualised rate 1.6 n/a 
 

Sources: Bank of Japan for M3 and IMF for GDP  
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Broad money growth slowdown intensifies 
 

Summary: The final three months of 2022 saw Japanese M3 increase at an 
annualised rate of 1.6%. In December the overall quantity of broad money rose 
by only 6.2 trillion yen, the smallest monthly increase since June 2019. The 
annual rate of growth fell from 2.7% to 2.6%. These figures are the lowest in their 
respective series since before the start of the coronavirus pandemic.      
 

The Bank of Japan says that it continues to purchase large volumes of 10-year Japanese government 

bonds (JGBs) while maintaining its policy rate at minus 0.1%. It has, however, relaxed the 0.25% ceiling 

for yields on 10-year JGBs, allowing them to rise to 0.5% from now on before intervening on the bond 

market. Financial markets are full of conjectures that it may this year allow the rate to move up to 1%. 

In fact, Japanese banks’ holdings of cash and “investment securities” (i.e., JGBs, mostly) have crashed 

in recent months. As noted above, “The recent fall in money growth is attributable to a remarkable drop 

in banks’ holdings of cash and investment securities. This drop in the six months to November was 

almost 60 trillion yen. The Bank of Japan has changed the rules of yield curve control…There has also 

been heavy foreign exchange intervention to check the yen’s fall.” 

 

The Japanese government is also considering introducing a degree of flexibility into the BoJ’s 2% 

inflation target, although the details of what the government has in mind are rather vague. It is possible 

that the current commitment to reach the target “at the earliest possible time” may be ditched. Governor 

Kuroda, whose term of office ends in April, has expressed his belief that the current period of above-

target inflation will subside this year and that by 2024, consumer prices will once again be rising at an 

annual rate of less than 2%. With producer prices rising at 10.2% in the year to December, this period 

of above-target inflation is likely to persist for several more months. Companies will wish to pass on at 

least part of their increased costs to consumers.  

 

Looking further ahead, however, the low growth in M3 in the last 18 months or so suggests that 

Kuroda’s assessment could well be correct, even though the BoJ takes very little notice of money. The 

scale of its stimulus measures in 2020 was much more modest than those of most other developed 

nations. They were also shorter in duration. They were sufficient to cause inflation to rise as high as 4% 

in the year to December 2022, the highest in over 30 years, but much lower than the maxima in the 

USA or the UK, for example. One factor behind Japan’s sluggish broad money growth during 2022 has 

been the BoJ’s interventions in the currency market, selling off almost $200b. of its substantial foreign 

reserves to defend the yen. The Japanese currency depreciated by 20% against the US dollar between 

January and October 2022. It has since strengthened and the country’s foreign exchange reserves 

increased in both November and December.  
 

Tim Congdon and John Petley  

23rd January, 2023 

 

 % annual growth rate:  

 M3 Nominal GDP 

1981 – 1990  9.2 4.6 
1991 -  2000 2.4 1.1 
2001 -  2010 1.0 0.8 
2011 -  2020 3.1 0.3 
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India 
 

 % annual/annualised 

growth rate: 
 

 M3 Nominal GDP 

1981- 2020 15.8 12.9 
Ten years to 2020 11.3 9.8 
Year to December 2022 7.9 n/a 
Three months to December 

2022 at annualised rate 8.6 n/a 
 
Sources: Reserve Bank of India for M3 and IMF for GDP 
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The moderation in broad money growth continues    
 

Summary: In the three months to December 2022 India’s seasonally adjusted M3 
grew at an annualised rate of 8.6%, a slight increase on November’s reading of 
8.3%, but still relatively sluggish by recent Indian standards. The annual rate of 
growth fell from 8.0% in November to 7.9%, the lowest reading in over five years. 
 

In December, India’s annual inflation rate dropped below 6% for the first time in a year. Indeed, overall 

prices actually declined slightly in December itself. 6% is the upper limit of India’s inflation target 

range, which is set at 4% with a 2% band either way. Concerns about high inflation caused the Reserve 

Bank of India (the central bank) to raise the cost of borrowing on several occasions during 2022. The 

most recent was a 0.35% increase in December. An official from the RBI has hinted recently that 2023 

might see further modest increases, but added that, “deposit rates by and large have reached their peaks”. 

Until the very end of last year, these increases in the cost of borrowing did not dampen demand for 

credit, which was growing at a rate of 17% or more in October and November, a nine-year high. The 

second half of December saw a slowdown to 14.9%. (Bank lending is reported on a bi-monthly basis in 

India.) India has been intervening in the currency markets to shore up the rupee, which touched a record 

low of Rs. 84 to the US dollar in October. The foreign exchange intervention has been one influence on 

low levels of broad money growth in recent months. The rupee appears to have stabilized since October 

and the level of the country’s foreign exchange reserves has risen.   

 

The Indian government and the RBI have been actively engaged in reforming the banking sector for 

several years. Their efforts seem to be paying off . In 2019 banks reported a substantial loss, 234 billion 

rupees in total. (In 2019 a US dollar was worth about 70 rupees.) Three years later they turned in a 

profit. Gross non-performing assets have declined from nearly 10% of total loan assets in 2018 to 5%. 

For many years, Indian banks were indiscriminate when providing loans and very lax in chasing up 

defaulters. The authorities’ desire to improve the banking culture is understandable, but one proposed 

development may inhibit banks’ effectiveness in the future. The government is keen to force them to 

operate with higher solvency ratios. This is  to conform to the norms of the Bank of International 

Settlements (the so-called Basel III rules), which could inhibit their ability to advance new credit. 

Inhibitions on credit extension would cause broad money growth to decelerate. This is particularly 

important as new bank lending now seems to be playing a greater role in boosting M3. In 2020 and 

2021, monetization of government debt kept M3 growing when bank lending was weak. By contrast, in 

November 2022 Indian banks’ net claims on the government are lower than they were a year ago. 
 

In conclusion, however,  the macroeconomic prospects for India are positive. Inflation appears to be 

declining and even the current modest levels of broad money growth are not resulting in the same 

squeeze on money balances as many developed nations are currently facing. It is too early to determine 

whether the recent slowdown in bank lending is just a blip, but the balance of probability suggest that 

2023 will be a year of reasonably steady growth in India.  

 

John Petley 

20th January, 2023  
 

 % annual growth rate:  

 M3 Nominal GDP 

1981 -  1990 17.3 14.7 
1991 -  2000 17.2 14.1 
2001 -  2010 17.3 13.6 
2011 -  2020 11.6  9.9 
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UK  

 % annual/annualised 

growth rate: 
 

 M4x/M4 before 1997 Nominal GDP 

1961 – 2020 9.3 7.6 
Ten years to 2020 5.2 2.3 
Year to November 2022 4.1 n/a 
Three mos. to November 

2022 at annualised rate 3.8 n/a 
 

Sources: Bank of England and Office for National Statistics 
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Broad money growth falls back after September’s spike     
 

Summary: UK broad money increased at an annualised rate of 3.8% in the three 
months to November. This was a much lower figure than September’s 
exceptional reading of 14.4%, which was driven by extremely high M4x money 
growth of no less than 2.7% (almost £73b.) that month The spike was probably 
attributable to large drawdowns of credit lines. The motive for the drawdowns 
was “to short sterling”, in response to the disastrous confidence-sapping 
Kwarteng 23rd September mini-Budget. This was later reversed, after the fall of 
the Truss government. The result was two record monthly declines in M4x of 
£19.0b. and £26.6b. in October and November respectively.  
  

With the new Chancellor (Jeremy Hunt) adopting a more prudent approach to fiscal policy than 

Kwarteng, it is possible that some of the remaining money borrowed by the financial sector may have 

been paid back in December. This would result in M4x showing a sharply negative annualised quarterly 

growth rate in the final quarter of the year. If activity within the financial sector is excluded, the broad 

money numbers indicate a slowdown in new bank credit to businesses.  

 

The housing market is in full-scale retreat. 66,770 new mortgages were approved in September. Two 

months later, the figure had dropped to 46.075, a decline of over 30%. The surge in house prices, which 

reached 12.5% in June, is plainly over. According to the latest Halifax house price index, house prices 

peaked in August, and fell by 4.2% in the four months to December. The Bank of England’s Monetary 

Policy Committee voted for a 0.5% increase in the Bank rate in December, but several members 

expressed concerns that further rises in the bank rate will exacerbate the forthcoming recession. 

However, they are nonetheless pressing ahead with a number of other measures which are likely to 

result in very modest levels of broad money growth during 2023 and beyond.  

 

Firstly, December saw the introduction of a 1% counter-cyclical buffer for UK banks, which will be 

raised to 2% in July. This is a requirement for banks to hold additional capital as a cushion against 

losses in the event of a downturn. It will dampen banks’ enthusiasm for risk and deter bank lending. 

The lower the level of new bank lending, the slower is the rate of growth of the quantity of money. On 

7th December, the BoE also announced its intention to push ahead with the implementation of the Bank 

for International Settlements’ so-called Basel 3.1 standards, which will come into force on 1st January 

2025 and which also forces banks to increase their capital requirements. Furthermore, the Bank of 

England is also committed to reducing its balance sheet, allowing shorter-dated assets purchased in 

2020 and 2021 to “run off”, while selling longer-dated gilts. These sales were put on hold in the wake 

of the turmoil following the Kwarteng mini-Budget, but resumed in late October. While the planned 

reduction in the BoE’s balance sheet is smaller than that of the US Federal Reserve, all these actions 

are going to slow down the growth of broad money at a time when the economy is already stagnating.  
 

John Petley   

6th January, 2023 
 
 

 % annual growth rate:  
,  M4/M4x Nominal GDP  
1961 -  2020 9.3 7.6 
1991 – 2000 6.4 6.0 
2001 – 2010 6.5 3.9  
2011 – 2020 5.2 2.3 

 


