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Monetary policy is working. With its more aggressive stance, the European Central Bank is finally bringing the Eurozone 

back to at least trend growth. The strong acceleration in M1 money supply and the upturn of the credit cycle point to signif-

icant gains in real GDP to come. 

 

For more than a decade, real M1 money supply has been our favourite leading indicator for the Eurozone cycle. As chart 1 

shows, real M1 tends to predict major changes in cyclical dynamics about three quarters in advance. Nominal M1 growth 

accelerated to 10.0% yoy in March after 9.1% in February and 8.9% in January. With inflation slightly negative, this is the 

strongest gain in real M1 in five years. The logic behind the M1 dynamic is simple: M1 measures cash and overnight deposits 

of households and companies. When the central bank makes it easy for them to accumulate such highly liquid balances, they 

tend to start spending some of it after a while, raising aggregate demand in the economy.  

 

As a lingering legacy of the post-Lehman mega-recession, households and companies as well as banks now want to hold 

more liquidity than before. As a result, real GDP will not reach the pace which the chart may suggest. But the monetary data 

suggest that the risk to our forecasts of 1.4% GDP gains for the Eurozone in 2015 and 1.9% next year are at least balanced. 

By late 2015, the annualised gains in GDP should reach a pace close to 2% in the absence of any serious external shock. 

Chart 1: Real M1 projects stronger Eurozone GDP growth ahead 

 
Real M1 growth on left scale, advanced by 3 quarters; real GDP on right scale. 

Yoy changes in %. Source: ECB, Berenberg calculations 

 

It is not just money. Encouragingly, the credit cycle is turning nicely as well. Loans to the private sector finally ex-

panded again with a 0.1% yoy gain in March after three years of decline. Adjusted for sales and securitisations to get a better 

idea of the underlying dynamic, the pace of loan growth quickened from 0.6% in February to 0.8% in March. Unlike real 

M1, credit is a coincident rather than a leading indicator of economic activity, with loans to households usually slightly ahead 

and loans to companies slightly behind the overall business cycle.  

 

Even more relevant than the yoy change in the volume of loans to the real economy is the net flow of new loans to non-

financial corporations and households. Chart 2 shows the clear uptrend over the last six months, reflecting the turn of the 

European Central Bank to a more aggressive stance that started in June 2014 and culminated in the January 2015 decision to 



M A C R O  N E W S  

2/2    

buy €60bn of bonds per month until September 2016. The data on loans add to other evidence such as the ECB surveys of 

credit conditions and the significant decline in the interest rates which banks in Italy and Spain charge small and medium-

sized companies for corporate loans. Money and credit point to a firming business cycle in the Eurozone. 

 

Chart 2: Net flow of new bank loans to companies and households 

 
Monthly net flows in € billions, 3-month moving averages. Source: ECB 
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