
 The M2 definition of money has 
experienced a dramatic deceleration in its 
overall growth rate during the last six 
months.  Several factors have contributed 
to the marked slowdown, including a 
reduced level of risk aversion among 
investors as well as a gradual shrinkage in 
the size of bank balance sheets. Whether 
the trend will have any bearing on the 
economy’s performance over the quarters 
ahead is certainly open to debate, but the 
pattern could ultimately represent an 
unexpected headwind for the recovery 
process. 
 The moderation in M2 expansion has 
been dramatic by past standards. In mid-
February, for instance, the three month 
growth rate for this broader measure was 
pegged at 17.2%. As of August 10, 2009, 
the latest week for which data are available, 
the quarterly increase had plunged to only 
2.5%, one of the slowest gains for M2 in 
years for a given three month period.  The 
semi-annual pattern has also revealed a 
pronounced slowing.  Indeed, over the six 
months that ended in mid-August, the M2 
series was registering a 4.8% annual rate of 
gain, well down from the 13.4% pace 
observed last February.  The year-over-year 
change is moderating as well with the 
current increase placed at 8.5%, off from 
the nearly ten percent readings that were 
evident as 2009 got underway. 
 The major influence behind the 
significant deceleration in M2 growth over 
the last half year has been the outright 
contractions in two key components of 
this series, which had previously been 
logging huge increases.  Specifically, the 
small time deposit category has dropped by 
over $150.0 billion thus far this year, 

basically reversing the sizeable inflows to 
banks and thrifts that transpired 
throughout 2008. In addition, the retail 
money fund component has lost ground 
over recent months, falling by roughly 
$170.0 billion from last year’s peak.  The 
erosion in these categories is no doubt 
partly attributable to the fact that 
individual investors have more confidence 
in the stability of the financial system.  In 
many respects, the tremendous movement 
of cash into time deposits and to a lesser 
degree money funds represented a 
preference for safety as households 
became increasingly concerned about the 
economic outlook. Encouraging the 
inflows was the expansion in deposit 
insurance that bolstered the sense that 
these assets were completely safe and free 
of principal volatility.  To the extent that 
investors are now pulling funds away from 
small time accounts and money funds, the 
adjustment would seem to suggest that 
there is a greater willingness to take on 
risk, perhaps for higher earnings potential.  
Clearly, some of the withdrawals that have 
weakened the growth rate of M2 have 
represented a transfer of funds to equities, 
corporate bonds and commodities, asset 
classes that are not part of any definition of 
money. 
 The deceleration in M2 growth, 
however, may be related to developments 
that are less positive for the economy’s 
general performance.  In particular, the 
shrinkage in time deposits is definitely a 
by-product of sluggish loan demand.  Since 
February, total loans on bank balance 
sheets have tumbled by over $270.0 billion 
or at a 7.4% annual rate.  Nearly half of the 
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decline in lending over this period has been 
in the commercial and industrial loan 
category.  Consumer loans, Fed funds sales 
and commercial mortgages have moved 
lower as well since the opening quarter of 
2009.  The net result of these loan roll-offs 
is that the volume of bank assets is 
diminishing as the year progresses. As bank 
credit declines, the need to raise funds 
through managed liabilities such as time 
accounts lessens, accordingly. Effectively, 
banks are maintaining uncompetitive yields 
on their time accounts as these institutions 
simply don’t need the cash as lending 
activity compresses. The low rates on these 
time deposits thus acts as another incentive 
for investors to pull their funds out of 
banks and seek higher yielding 
investments, a response that of course 
places downward pressure on the growth 
rate of the M2 definition. 
 Discerning the prospective economic 
and financial impact of the erosion in M2 
expansion is far from being clear. The 17% 
plus annual growth rate that was evident in 
mid-February did precede the healing 
process in the capital markets as well as the 
apparent bottom in the equity arena that 
occurred just one month later.  From that 
vantage point, the deceleration in broader 
money of late could be a portrayal of a 
reduction in liquidity that weighs against a 
further rally in stocks and an increased 
difficulty in building on the improvements 
that have transpired in the capital markets 
over recent quarters.  Most worrisome, in 
our judgment, is the fact that the 
slowdown is a direct function of reduced 
short-term borrowing, especially by the 
business sector. The lack of demand for 
short-term credit implies that corporations 
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are unwilling to boost working capital to 
support higher inventories or staffing 
additions, as most managements are 
apparently reluctant to make such 
commitments in a tenuous economic 
environment. In that regard, the 
moderation in M2 is a reflection of 
business caution that may place some 
limits on the economy’s ability to generate 
a self-sustaining recovery any time soon. ■ 
 

William V. Sullivan, Jr. 
Chief Economist 

JVB Financial Group 
August 25, 2009 

 

Page 2 of 2 W E E K L Y  E C O N O M I C  C O M M E N T A R Y  B Y  B I L L  S U L L I V A N — A U G U S T  2 5 ,  2 0 0 9  

JVB Financial Group, LLC, member FINRA, SIPC 
2700 N. Military Trail, Suite 200 / Boca Raton, FL 33431 

(561) 416-5876 ● www.jvbfinancial.com  
 

For Broker Dealer, Institutional, and Advisor Use Only 
Not to be distributed to individual investors 

This document has been furnished to you solely for your information and may not be reproduced in any manner or provided to any other person. The 
information contained herein is based on sources that we believe to be reliable, but we do not represent that it is accurate or complete. Nothing contained 
herein should be considered as an offer to sell or a solicitation of an offer to buy any financial instruments discussed herein. All references to prices and 
yields are subject to change without notice. Any opinions expressed herein are solely those of the author. As such, they may differ in material respects from 
those of, or expressed or published by or on behalf of JVB Financial Group, LLC or its officers, directors, employees or affiliates. 

Broker Dealer / Institutional / Advisor Use Only 


	M2 Growth Decelerates: Any Significance?

	August 25, 2009

	About 
Bill Sullivan

	Page # of 2

	Weekly ECONOMIC Commentary by Bill Sullivan—AUGUST 25, 2009



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /DAN <>

    /DEU <>

    /ESP <>

    /FRA <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /PTB <>

    /SUO <>

    /SVE <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



