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Investors wonder how the stock market has managed to rise 36% from its March lows with the economy in a 
COVID-19 recession. Easy answer: the Fed. A key indicator of economic liquidity, the Fed’s M2 money supply, has 
increased by about 17% in the past three months — the largest expansion in history in such a short period. M2 is 
surging as a result of the Fed’s injection of liquidity through quantitative easing (QE). 

The jump in M2 money supply — including cash, bank deposits, money market securities and less liquid mutual 
funds — is important because of the historical relationship between the level of M2 and stock market growth. 
The chart below shows the ratio of S&P 500 Index capitalization to the M2 money supply is well below its 20-year 
average. The relationship suggests that continued expansion of M2 could provide further support for stocks, which 
benefit from average dividend yields exceeding the low rates on high-quality bonds and cash.

The Fed’s decision to double down on QE to support the economy indicates that M2 is more likely to continue 
rising — potentially providing support for stocks in the face of bearish consumer sentiment caused by economic 
losses. Following its two-day meeting last week, the Fed committed to maintaining at least the current pace of QE, 
purchasing $80 billion of Treasuries and $40 billion of mortgage-backed securities (MBS) per month in an effort to 
keep the fed funds rate near zero through 2022*. 

Sources: Glenmede Investment Management LP and Bloomberg                                                                    Data as of 6/11/2020 
                                        

*Chair Powell's Press Conference - June 10, 2020 (https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20200610.pdf)
The views expressed represent the opinions of the GIM portfolio managers as of June 15, 2020 and are not intended as a recommendation of any security, sector 
or product. Opinions here are based on information from third parties gathered in good faith and believed to be accurate, but accuracy is not guaranteed. Past 
performance is not indicative of future performance. Actual performance may vary from any opinion reported herein. For institutional advisor use only, not intended 
to be shared with retail clients.
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