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Dear Readers

The article “Shrinking money supply” describes the impact a 
contraction of the money supply can have on the economy and 
inflation.

Looking for advice and support on financial matters? Our invest-
ment advisors look forward to hearing from you and will be happy 
to talk to you personally.

We wish you a pleasant read.  
Your Advisory Team 
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“Shrinking  
money supply”
Economy

How much money is available to the global economy is determined by 
the central banks, given that they put legal tender into circulation. The 
M1 money supply is composed of cash and sight deposits at banks. The 
M2 money supply, which additionally includes time deposits at banks 
and money market funds, is considered by financial experts to be the 
most meaningful aggregate. Central banks can use the money supply to 
add or withdraw money from the market. As the following chart shows, 
our monetary system is built on the creation of money – as a rule, the 
money supply continuously increases.

Last year and this year have seen a rare occurrence: The US M2 money 
supply has shrunk by 1.4% and 3.7%, respectively. It is very unusual for 
the money supply to contract by this extent. The last time a comparable 
reduction of liquidity was observed was in the 1930s. In the past, a sig-
nificant slowdown in the growth of the money supply has often led to a 
recession. During the covid pandemic, however, liquidity was expanded 
dramatically, leading to a significant increase in M2 (see chart above). 
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The current reduction in the money supply can accordingly be described 
as a return to normal and should not cause any major damage, given 
that – despite the decline – there is still sufficient liquidity available 
to the economy. For this reason, the historically sharp reduction in the 
money supply does not necessarily have to lead to a recession.

Bonds

The extreme liquidity glut during the pandemic certainly contributed 
to the subsequent sharp rise in inflation. However, not only the money 
supply, but also the velocity of circulation has an inflationary effect. 
The more frequently money issued by the central bank changes hands, 
the more the economy accelerates, fuelling inflation. As the following 
chart shows, the velocity of circulation has been increasing since the 
pandemic.

Nevertheless, it is still below its long-term average of 1.79. A shrinking 
money supply and a historically low velocity of circulation should 
continue to have a disinflationary effect for now, assuming that the 
velocity of circulation does not increase sharply in future. This decline 
in inflation is already clearly reflected in the inflation figures.

Falling commodity prices and recovering supply chains also indicate 
that the worst of the price pressure is over. The nightmare scenario of a 
price-wage spiral has not materialised so far. Investors cannot yet relax 
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completely, however, given that inflation is still above the target of 2% 
and the biggest current price drivers – rents and housing as well as 
services – have so far eased only marginally. If the disinflationary trend 
continues, bonds with a good credit rating could become very interest-
ing for investors, given that no further sharp interest rate hikes should 
then be expected.

Equities

2022 was the year for cheaply valued stocks – referred to as value 
stocks – especially in the energy and commodities sectors. In the first 
half of 2023, however, the tide turned again in favour of growth stocks – 
especially in the technology sector. In the US market, the four companies 
with the largest capitalisation are among the strongest winners. 
Apple’s share price has risen 45% since the beginning of the year, 
Microsoft’s by 40%, Amazon’s by 54% – and all are eclipsed by NVIDIA, 
with a share price increase of 185% (as of 27 June 2023). The rally was 
fuelled by falling bond yields, because lower interest rates benefit those 
companies most that are expected to make profits over the long term. 
Last year also appears to have been an exception. Over the past 13 
years, growth stocks have always outperformed value stocks, with the 
exception of 2016. Whether this trend will continue in the second half 
of the year is in doubt, given that the possibility of a recession is still 
not off the table. Moreover, both value and growth stocks would incur 
losses in a downturn. Here, we are counting on the right signal from our 
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bullish

strongly bullish
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Neue Bank traffic light, which should then recommend us to hedge our 
equity exposure. The traffic light is still showing amber/yellow, which 
means neutral equity exposure.

Currencies

In mid-June, the Nikkei 225 rose to its highest level since 1990. At 
the same time, the Japanese yen fell to an all-time low against the 
Swiss franc. This interaction – strong equity market, weak currency – 
happens very often with Japanese equities. Using our currency indi-
cator, we try to identify those times and then hedge our JPY positions. 
Since December 2019, the signal has indicated a hedge versus the 
Swiss franc. At that time, the JPY/CHF was at 0.90, while it is now at 
0.62. As an investor in Swiss francs, this means a considerable loss of 
30%. In the same period, the Nikkei gained 40%. After deducting the 
currency loss, this leaves a gain of only 10%. In our CHF mandates, we 
have consistently hedged the JPY positions since receiving the signal, 
which has enabled us to avoid the strong currency loss.

Alternative investments

Despite the announcement by Saudi Arabia at the beginning of June 
that it would cut oil production by 1 million barrels per day, the oil price 
is trending weaker and has lost about 15% since the beginning of the 
year (Brent and WTI). The reasons for this negative trend might include 
high inventories and the risk of a possible recession. The clear trend 
towards greater climate protection might also contribute to weaker oil 
demand in the longer term, given that OECD countries are increasingly 
aiming to replace fossil energy sources with cleaner alternatives.
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1 Past performance is not an indicator of future performance and offers no guarantee of success 
in the future. The presentation of performance is gross without taking into account your indivi-
dual tax liability. The net performance is lower due to fees. You can also find Our Opinion on our 
website: www.neuebankag.li S.E.& O.

30.06.2023 2022 2021 2020 2019 2018

PRIMUS-ETHICS Equities World 19.25% -28.69% 31.27% 23.34% 31.89% -4.76%
Peergroup 12.19% -23.66% 17.85% 22.56% 26.63% -9.71%

PRIMUS–ETHICS 
With the PRIMUS-ETHICS asset management mandate, we give investors 
the opportunity to incorporate environmental and social considerations 
into their investment decisions alongside financial aspects. We invest 
your assets in ethically and morally sound companies and apply profes-
sional approaches to their implementation. Scientific studies prove the 
positive effects of sustainability on economic success. Neue Bank AG’s 
client advisors will be happy to show you the special features of this 
asset management solution in a personal meeting.

Key Performance Indicator in USD1
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Market data
Market data

Stock market (indexed)            EUR/CHF and USD/CHF

10-year government bond yield Precious metals (indexed)

Inflation rate Raw materials (indexed)

The price developments are shown over 5 years.
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Disclaimer
This publication is intended exclusively for your information and is not an offer for the purchase or sale of securities. It describes value based goals that we attempt to 
reach for like-minded clients. Whether we can support you in your personal financial goals depends on your individual risk appetite, your financial objectiv es as well as 
the legal constraints of the country of your domicile, in particular with respect to the financial instruments to be invested in. Therefore we recommend that you discuss 
the solution mentioned with your financial consultant and have possible tax consequences checked out by your tax accountant. The figures shown are based on actual 
performance results of the portfolio management mandate in the currency displayed. Past performance is not a reliable indicator of future performance and results. 
Future price and exchange rate fluctuations can impact on your return in your domestic currency. Performance data used in the tables is gross of fees (specification 
available from your client adviser) and do not reflect the impact of your personal taxes. The benchmark is composed of strategically weighted indices of the particular 
five asset categories liquidity, bonds, shares regional (Switzerland, Europe, USA), shares global and alternative investments. This information is given without a gua-
rantee. This brochure may not be reproduced, duplicated or passed on without the prior consent of Neue Bank AG. In case of its dissemination relevant national legisla-
tion must be adhered to.

You can 
reach us at
Neue Bank AG 
T +423 236 08 08  
F +423 236 07 35  
info@neuebankag.li


