Money and inflation in the mid- and late
2020s: What do recent trends imply?
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Broad money growth in leading developed
nations in the last decade

Table shows compound % annual growth rate of broad money in the

three periods of three years.

USA Furozone— Japan UK
Threeyearsto Q3208 39 4.5 2. 0.
Threeyearsto Q32021 126 18 4.3 1.
Threeyearsto Q3204 17 2.8 16 2
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Broad money growth in leading developed
nations in the last decade

The table in the previous slide showed that,

1. Money growth was lower in the three years to Q3 2024
thanin the preceding three years, when the monetary policy
response to Covid was unduly expansionary.

2. Money growth in the three years to Q3 2024 was slower
even than in the three years before Covid (i.e., to0 Q3 2018 in
this comparison, although the Covid pandemic be%an properly
In Q1 2020). Those three years were accompanied by low
Inflation close to the 2% target rate.



Implications for inflation

* Remember that

- A lag between the rate of money growth and the rate of inflation, in
goods and services, is to be expected. A lag of two years has been
widely cited (and was proposed by Friedman), and is a reasonable first

approximation. (The lag between money and asset price inflation is
generally a bit shorter.)

- Allowance needs to be made for the trend growth rate of output,
since the higher is this trend rate of output growth, the lower is the
Inflation to be associated with any particular rate of nominal money
growth. (The trend growth rate of national output might be put at 22%
in the USA, and 1% in the Eurozone, Japan and the UK.)
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Trends in US money growth since 2009
% M3 growth rates, with M3 estimated by Shadow Government Statistics

- AnNual rate

Annualised rate in last three months
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More recent trends in US money growth
growth rates, with M3 estimated by Shadow Government Statistics

Annualised rate in last three months
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More recent trends in US money growth

growth rates, with M3 estimated by Shadow Government Statistics

Annualised rate in last three months

- Annual rate

Growth of the banking
system has been slower than
that of M3 in last two years,
partly because rise in Fed
funds rates and associated
fall in bond prices has
inflicted losses on banks’
available-for-sale securities.
By contrast, the growth of
money market mutual funds
— holding mostly claims on
US Treasury with less than

a year to redemption -

has been rapid, because

of the enormous US

Federal deficit. Fears are of a
still larger budget deficit with
Trump as President again.



_Losses on US
panks’ securities
noldings have
oeen larger -
much larger -in
recent years due
to the post-Covid
surge in interest
rates than they
were in the Great
Recession, when a
great hullabaloo
was raised about
“toxic securities”.
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Unrealized Gains (Losses) on Investment Securities

m Held-to-Maturity Securities Available-for-Sale Securities

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Source: FRIC.

Mote: Insured Call Report filers only. Unrealized lossesan securities solaly reflect the difference between the
marketvalue and book value of non-equity securities as of quarter end.
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Trends in Eurozone money growth since 2005
% M3 growth rates, data from the European Central Bank
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- ANnNualised rate in last three months
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Recent trends in Eurozone money growth
% M3 growth rates, data from European Central Bank
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-_—  ANnnualised rate in last three months
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Recent trends in Eurozone money growth
% M3 growth rates, data from European Central Bank

- Annual rate

— Annualised rate in last three months

Note that the three-month
annualised rate of increase

has been rising since summer
2023, despite the higher level
of interest rates now prevailing
compared with the Covid
period and earlier. Official

data suggest that Eurozone
banks are profitable; they seem
not to have suffered the kind of
losses seen on securities in the
USA. But recent money growth
has been partly because of
external inflows. The stock of
bank credit to the private sector
was up by only 1.2% in the year
to October.



Trends in Japanese money growth since 2005
% M3 growth rates, data from Bank of Japan

- ANnNual rate
- ANnNualised rate in last three months
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Recent trends in Japan's money growth

% M3 growth rates, data from Bank of Japan
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- ANNualised rate in last three months
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% M3 growth rates, data from Bank of Japan

Recent trends in Japan's money growth

—Annual rate

\

—Annualised rate in last three months

Japan’s upward blip in broad money
growth in the Covid period was less
than elsewhere. The peak rate of
annual M3 growth was just under
9% in early 2021. Since then money
growth has decelerated. The
weakness of the yen against other
currencies has made the Bank of
Japan concerned about inflationary
consequences. In 2024 it used its
foreign exchange reserves several
times, to boost the exchange rate.
FX reserves dropped from
$1,294.6b. to $1,230.7b. in the year
to December 2024. FX intervention
IS one reason for negligible money
growth for most of 2024.



40

35

30

25

20

15

10

-10

-15

UK money growth since 2010

% M4dx growth rates, data from the Bank of England
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- ANnNualised rate in last three months
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Recent trends in UK money growth
% MA4dx growth rates, data from Bank of England

— Annualised rate in last three months
- Annual rate
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Recent trends in UK money growth
% Md4x growth rates, data from Bank of England

— Annualised rate in last three months

— Annual rate

2021

Jan

Apr

Jul

Oct

2022 2023 2024

Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct

In the year to March 2021

the UK public sector
borrowed £290.4b. from

the UK banking system, partly
because of “quantitative
easing” and partly because of
the need to finance the
enormous Covid-related
budget deficit. By contrast, in
the year to September 2024 it
repaid £31.5b. This huge
swing was the main reason for
fall in money growth (over
15% at an annual rate in Q1
2020) to 3% in Q3 2024.
Continued slow growth is

to be expected in 2025.
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Trends in China's money growth since 2003
% growth rates in M2, data from the People's Bank of China

- ANNual rate

- ANnNualised rate in last three months

* NO EARLY THREAT
OF RESURGENT

INFLATION HERE!
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Recent trends in Indian money growth
% M3 growth rates, data from the Reserve Bank of India
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INDIA -THE WORLD’S 5™ LARGEST
ECONOMY - STILL HAS DOUBLE-DIGIT %
ANNUAL MONEY GROWTH, BUTITIS
MORE INTERNALLY-FOCUSSED THAN
OTHER LARGE ECONOMIES.
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Broad money growth patterns relevant to the
global inflation outlook in the mid- and late 2020s

Table shows compound % annual (or annualised) growth rate of
broad money in the three periods of three years.

USA  Eurozone Japan UK
Three years to Q3 2021 126 18 43 19
Three years to Q32024 1.7 28 16 20

Latest three-month annualised rate of increase . 2.8 0.4 1.0 35
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