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the main arguments for not
narrow aggregate such as M1 is that the Heath Government
>d with monitoring M1 in 1970, 71 and 72, and that they
expansion in M3 which occurred during that
on the basis of M1 there was no undue growth
money over this period. The implication
union

generated by outside causes, trade

rag-bag of extraneous events.
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sugh the Heath vie 3 widely accepted, it is quite untenable.
1t is true that M3 w a somewhat better indicator of the
inflation that was to ne, both Mi and the monetary base pointed
in the same direction and almost the same order of magnitude. The
annual increases in M1, £M3? and the monetary base are shown in the

attached table.

If we judge by these annual figures then there is a clear indication
of a rapid increase in the M1 figures beginning in 1970 and going
through at an increasing rate to 1972. There was virtually no
increase in M1 in 1969, but over a 9% increase in 1970, rising to a
near 14% increase in 1972. Similarly, there was a rise in the
monetary base figures, but these were slightly later than the Mi

and only really got under way in 1971.

As I have often argued, we should really examine the trend of money

supply over about a three-year period for the purposes of discussing
A p

its effect on inflation. Let us therefore do that for the periods
1967-1969 and 1970-1972. The average for M1 increased from 4% to
11%, that is to say a 7% rise. The monetary base average rose by
5 percentage points whereas the M3 average rose by 10 percentage

points.

All these data are consistent with the increase in inflation of

7-10 percentage points which we experienced in 1973/4. I believe
that the evidence points to M3 as being somewhat superior to M1 for
this period. And there were good reasons why it should be the
better measure. Competition and credit control suggested that there
would be a switch from non-interest-bearing deposits into interest-
bearing money deposits. This occurred. But the movements of M1

/were
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