
 

 

 Fiscal stimulus in the US and 

elsewhere has increased the savings 

rate to all-time highs. 

 Deposits in the banking system are 

at unprecedented levels as stimulus 

checks are mailed and people remain 

cautious about spending. 

 High unemployment and uncertainty 

about the future as well as lockdowns 

are holding back consumers. 

 However, this could change quickly 

once the fear of the virus subsides and 

life returns to normal. 

 FAB AAC remains overweight high-

quality investment grade bonds. 

 

The economic news continues to be bad 

and there is a growing consensus that 

activity will not return to the levels at which  

they were in December for at least another 

two years. However, there is also 

increased awareness among economists 

that the massive fiscal and monetary 

stimulus effort will eventually give the 

world economy a massive boost.  

The one number that seems to indicate 

how strong that jolt could be is the most 

basic measure of money supply, the M1, 

which in simple terms is the amount sitting 

in deposit accounts. At the end of June, 

the M1 in the US was at a record US$5.33 

trillion, a 33% increase from February. 

Most of that was created as a result of the  

nearly US$2 trillion fiscal stimulus 

package. That pushed the savings rate in 

the country to 32.2% in April, as people in 

lockdown avoided spending, its highest 

since the US government started to track 

the measure. It has retreated to 23.2% in 

May but it remains very high.  

The key now is whether that money will 

get back into the system and how. It is so 

much cash, that some economists have 

been saying that it could spur a comeback 

of inflation. While there is support for that 

in the monetary theories of Milton 

Friedman and his followers, over the past 

two decades there has been little 

correlation between the supply of money 

and rising consumer prices. More money 

in deposit accounts does, however, often 

result in faster economic expansion.  

This could help explain why the stock 

market has been so giddy. The same 

spike in M1 has been seen in Europe, 

China, Japan and other major economies. 

The rise happened in the second quarter, 

when most economies were closed, so the 

impact will not be felt in the second quarter 

GDP numbers. However, once things 

normalize, there could be a significant 

acceleration of growth, assuming that 

people in these countries go back to their 

old spending habits.  

That assumption is the biggest hurdle in 

the way of a growth spurt for the world. A 

2 July YouGov survey found that 71% of 

Americans would not feel comfortable 

going back to retail stores. This suggests 

that, while the money is there, people may 

be reluctant to spend. However, once 

again, as soon as consumer confidence 

returns, that money could be spent.  

This would favour a strong run for cyclical 

sectors, which benefit when the economy 

is strong, such as financials, industrials 

and materials. Those sectors have also 

lagged the wider market, which means 

their valuations are more attractive. Still, 

with unemployment still at record highs, 

that extraordinary growth could take longer 

than expected, despite all the cash. 

What happens when the wall of money moves again? 

13 July, 2020 

The money stock in the US 

increased by more than 
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Disclaimer: This report has been prepared and issued by Products & Services - Elite & Private Banking (“P&S-EPB”) of First Abu Dhabi Bank PJSC 
(“FAB”) outlining particular services provided by P&S-EPB. This report is for general informational purposes and does not constitute or form part of any offer 
or invitation to sell, or any solicitation of any offer to purchase or subscribe for, any shares in FAB or otherwise or a recommendation for a particular person 
to enter into any transaction or to adopt any strategy nor shall it or any part of it form the basis of or be relied on in connection with any contract therefore. 
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which was otherwise reviewed by us. FAB PJSC makes no representation or warranty, expressed or implied, as to the accuracy, t imeliness or complete-
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quential loss or damage which may be sustained because of the use of the information contained and/or referred to in this report or otherwise arising in 
connection with the information contained and/or referred to in this report, provided that this exclusion of liability shall not exclude or limit any liability under 
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market or other factors. The information contained in this report does not purport to contain all matters relevant to any particular investment or financial 
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into account the objectives, financial situation or needs of particular person. Even when this presentation contains a kind of appraisal, it should be consid-
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product (as referred to in this document or otherwise), for potential purchasers. In receiving this report, the client is fully aware that there are risks associat-
ed with investment activities. Potential purchasers should determine for themselves the relevance of the information contained in this document and the 
decision to purchase any investment contained herein should be based on such investigation and analysis as they themselves deem necessary. Before 
entering into any transaction potential purchasers should obtain the investment offering materials, which include a description of the riks, fees and expenses 
and ensure that they fully understand the potential risks and rewards of that transaction (including, without limitation, all financial, legal, regulatory, tax and 
accounting consequences of entering into the transaction and an understanding as to how the transaction will perform under changing conditions) and that 
they independently determine that the transaction is appropriate for them given their objectives, experience, financial and operational resources and other 
relevant circumstances. Potential purchasers should consider consulting with such advisers and experts as they deem necessary to assist them in making 
these determinations.  
FAB is acting solely in the capacity of a potential arm’s-length contractual counterparty and not as a financial adviser or fiduciary in any transaction unless 
we have otherwise expressly agreed so to act in writing. FAB does not provide any accounting, tax, regulatory or legal advice. FAB is licensed by the Cen-
tral Bank of the UAE.  
London: FAB London Branch is Authorized by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Author ity and 
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from 
FAB London branch on request. Registered in England & Wales: Company No: FC009142: VAT No: GB245 3301 91.  
Paris: FAB Paris Branch is licensed by the French Prudential Control Authority as a credit institution. FAB Paris is registered in F rance under 
the company number: RCS Paris B 314 939 547.  
Switzerland: This publication is for informational purposes only and is not intended as an offer, or a solicitation of an offer, to buy or  sell any 
investment or other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted ba-
sis and/or may not be eligible for sale to all investors. This report is for distribution only under such circumstances as may be permitted by applicable law. 
All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or war-
ranty, express or implied, is made as to its accuracy or completeness. All information and opinions as well as any prices indicated are currently as of the 
date of this report, and are subject to change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions 
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of an investment. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA expressly prohibit the distribution and transfer of this document to third 
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Singapore: First Abu Dhabi Bank P.J.S.C., Singapore Branch is regulated by the Monetary Authority of Singapore and holds a Wholesale Ban k 
license. 
For more details relating the investment products, please refer to the Prospectus and/or offering document on https://www.bankfab.ae/en/invest  
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