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Key points
• Money and credit have played a role in previous UK economic downturns stretching back over the three centuries over which we have comprehensive data.
• The development of deposit money has created more convenient ways of using
bank deposits as a medium of exchange through debit cards and contactless payments for small purchases.
• Measuring money has been complicated by the continued development of the
financial sector expanding the range of instruments serving as money and the
institutions providing banking services.
• Viewing historical UK monetary data through the lens of the quantity theory of
money suggests there is not a simple relationship between money and nominal
spending.

Introduction
The recent financial crisis has reignited interest in the role of money and
credit in driving economic activity. The recession induced by the crisis
was the largest since the 1930s, and the financial sector acted as both the
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Figure 1: Broad money and credit growth since 1870
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source and propagator of the economic downturn. The period was characterised by the weakest growth in broad money and credit for 60 years
(Figure 1). Money and credit have played a role in previous UK economic
downturns stretching back over the three centuries for which we have sufficiently comprehensive data. This suggests that placing the recent recession within a historical context may provide greater understanding of the
recent financial crisis and lessons for the future. This article makes a step
in that direction by taking a broad overview of the historical data available
for assessing the link between money growth and activity. The quantity
theory of money is used as an organising framework as it represents the
simplest formulation for linking the money supply to economic activity.
The article shows that, when trying to apply this theory to historical data,
a complicated interaction between money and nominal spending emerges;
and a deeper understanding of the forces driving money demand and supply is required to interpret the information contained in money about the
level of activity and inflation.

The links between money and economic activity
Changes in the money supply are often argued to contain valuable information about activity and inflationary pressure in the economy. Since
money is essential for buying goods and services, it should at least contain some corroborative information about the current level of nominal
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