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Monetaly Policy and Economic Growth 

Short-run Growth of Money and Output 
(Correlation, year-over-year percent change) 

M2 lagged M2 lagged 
one year two years 

Canada -0.1 7 -0.1 1 

France 0.1 7 0.06 

Germany 0.74 -0.13 

Italy 0.62 0.42 

Japan 0.72 0.51 

U.K. 0.1 8 -0.19 

U.S. 0.35 0.16 
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a. Average annual percent change. 
NOTE: The sample includes 45 countries. All have at least 15 years of available data, and most have 35 years. See GeogeT. McCandless, Jr. and Warren E. 
Weber, "Some Monetary Facts," Federal Reserve Bank of Minneapolis, Quarterly Review, Summer 1995, pp. 2-11. 
SOURCE: International Monetary Fund, International Financfal Statistics. 

Although most economists n.ill con- 
cede that nlonetary policy can affect 
real economic gro\vth over the 
short run. many caution against 
attempting to manage i>i~siness 
cycles through policy minipulation. 
Indeecl, in most large industrial 
countries, faster money growth 
seems to prececle Lister economic 
gro\vth by one year. 

E. A causal connection I>et\veen 
2 money ;me1 growth, ho.r\.e\-er, re- - - 

q ~ ~ i r e s  that information :il)out policy- - 
- inclucecl price changes bc imperkct. 
- - - - 

This m:tp happen if so~lne sectors of 
the economy have embeclclecl out- 
datecl price expectations in Elinding 
co~ltmcts, if certain groups have bet- 
ter access to cu~-rent price informa- 
tion t h ~ m  others, or if people gener- 
ally have good infor~llation al~out the 
wages they earn ancl the prices they 
charge, hilt not about other prices. 

In the long rim, when information 
is complete and contracts can adjust, 
faster money growth increases neither 
outpilt nor employment. As cross- 
country correlations reveal, faster 

money gro~vth contributes only to 
inflation. Sollle economists warn 
that higher inflation may slo\v 
groxvth. If the p~ll>lic cluestions the 
stability of a currency's purchasing 
power, they will expend more time 
and energy protecting their financial 
\vealth from inflation. Society will 
clevote Illore resources to fiillatlcial 
services allel to the prompt acljust- 
ment of prices. \vhile fewer re- 
sources will go  towarcl capital 
accumi~lation anci investments that 
enhance protluctivity. 
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