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Causes of the Rising Broad Money/GDP Ratio Across the World

Tian Qiusheng Hu Mengfei
(School of Economics and Commerce, South China University of Technology,
Guangzhou 510006, P. R. China)

Abstract: The broad money/GDP ratio has been rising worldwide since 1970s. There are two reasons
for the global expansion of money supply. Researchers found that during the same period, money
creation is utilized more frequently under the credit money system due to economies’ increasing de-
pendence on borrowing and governments’ gradual relaxation of bank regulations. Besides, the col-
lapse of the Bretton Woods System removed the external restrictions on the monetary policy of each
country, which encouraged central banks to loosen their monetary policies under the credit money
system. The fall of the Bretton Woods System also profoundly changed the global economy and fi-
nancial system. It exacerbated balance of payments imbalance, altered the way of international cap-
ital flows and money issuance, and became an important mechanism for the expansion of money sup-
ply. These findings provide theoretical and empirical evidence for the better understanding of why
the broad money/GDP ratio keeps climbing over the past forty years.

Keywords: Broad money/GDP ratio; Credit money system; Money creation and control; Balance of

payments imbalance
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