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MRS_THATCHER

I attach an interesting note in the lLatest Fhj

Drew Marke iew For April which defines and uffg%tics
PS 3 s 1T My VieV, O s of mopm Lb 4
liquidity than the 0 . he problem about any reasonably
narrovly defined definIflon is that hoiders of cash and near-
cash constantly adjust their holdings as interest rates change.
For exanple, they may switch from bank deposits which are
included in 43 to buiW which are excluded,
or vice versa, 1f this happéns the money supply statistics
would record an increase {or reduction) in M3 which solely
reflects the process of gwitching and involves in reality ne
change in the amount of 1iquidify available.
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The interasting table included in this small article
reveals two interesting points:

(i) The growth of money supply on the vider definition

perhaps vas T in the period up to than
the crude M3 figures sugjested. We knew this anyway,
gince the arbitrage opportunities i i L]

g_mu.i.t raised the rate of grovth IOr a perio

ecause of "round-tripping®. None-the-less, it is

interesting to see that the gap between the two meagures
rose to as much as WWI‘ a short
period in 1973 and Tasted well on Intc , -
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{ii) On the wider measure it rather looks as if monetary

policy has been sl%me the lagt quarter of

involving a rate o eagse of liquidity q§ Xg11
%_]Wﬁ;- This is not entirely surprising
aince Va3 ot that time that Govermment borrowing and
spending began to get seriously out of hand.ﬁ
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