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HIGHLIGHTS
EMBARGOED UNTIL RELEASE AT 9:00 A.M. EST, OCTOBER 17, 2012

CENTER FOR FINANCIAL STABILITY NEW MONEY SUPPLY DATA:

MONEY, ELECTIONS, AND THE FED
DATA FOR SEPTEMBER 2012

Center for Financial Stability (CFS) money supply data for September 2012, released today, provides a
barometer to evaluate money, the Fed, and the US financial system.

Many ponder the role of the Federal Reserve during election cycles, despite the fact that the Fed is
importantly independent. Nonetheless, monetary swings unequivocally influence the business cycle and
may have unintended consequences on elections.

“The run-up to the present presidential election marks the second largest stimulative monetary effort by
the Fed since the late 1960s,” according to CFS President Lawrence Goodman. The expansion of total
reserves at the Fed is now 45% over the two year period ending in September 2012. The only more
activist monetary stance over the last 45 years was before the 2008 presidential election — when total
reserves increased by 139%. In contrast, the often referenced period before the 1972 election marked
only the sixth largest surge in total reserves over the same span of nearly five decades.

Figure 1. Monetary Policy Prior to Presidential Elections (two years through September)

Federal Reserve Change in Change in Efficiency Ratio
Election Chairman Total Reserves CFS DM4 (DM4 / Total Reserves)
2012 Ben Bernanke 45% 5% 0.10
2008 Ben Bernanke 139% 17% 0.12
2004 Alan Greenspan 20% 1% 0.58
2000 Alan Greenspan -12% 15% -1.27
1996 Alan Greenspan -14% 9% -0.64
1992 Alan Greenspan 25% 10% 0.38
1988 Alan Greenspan / Paul A. Volcker 13% 1% 0.80
1984 Paul A. Volcker 15% 1% 0.76
1980 Paul A. Volcker 6% 7% 1.06
1976 G. William Miller / Arthur F. Burns 4% 20% 5.48
1972 Arthur F. Burns 11% 22% 2.08
1968 William McChesney Martin, Jr. 10% 16% 1.58

Note: The efficiency ratio is DM4 divided by total reserves, so a large number indicates high efficiency.
Source: Center for Financial Stability and Federal Reserve Board (total reserves of depository institutions).

CFS money supply (DM4) tells the story of a limited response to the latest round of Fed easing, in
contrast to a more effective monetary impulse prior to the 2008 election. For instance, DM4 is up a
scant 5% in the two year period ending with this month’s CFS monetary data relative to a more
impressive 17% in the period prior to the 2008 election. In other words, “benefits from an expansion in
the Fed’s balance sheet are dubious, due to a clogged monetary transmission mechanism” according to
CFS’s Goodman. To put this in perspective, the present expansion of money in the entire economy is
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now even lower than it was during the period before the 1980 elections, when Chairman Volcker
purposefully and aggressively tightened the monetary reigns.

Not surprisingly, the largest pre-election monetary expansions - based on the broad CFS aggregates -
were before the 1972 and 1976 elections, when inflation pushed into double digits. The good news for
today is inflationary pressures remain subdued, for now.

Observations this Month

Center for Financial Stability (CFS) money supply data for September 2012 suggests that the economy
has likely bottomed. However, growth remains well below potential nearly four years into the recovery.

CFS Divisia M4 (DM4) for September advanced by 4.3% on a year-over-year basis. As the performance
of the broadest money supply measure was clouded by large issuance of Treasury bills to fund the
budget deficit, the broad money supply excluding Treasury bills (DM4-) provides a clearer picture of the
private sector. DM4- gained a low, but improving, 3.7% on a year-over year basis relative to 3.3% one
year earlier.

Figure 2. Major CFS Monetary Aggregates and Reserve Balances, % year-over-year

2007 2008 2009 2010 2011 May-12 Jun-12 Jul-12 Aug-12 Sep-12

CFS DM4 7.3% 84% -49% -0.7% 0.9% 0.6% 22% 2.8% 33% 4.3%
CFS DM4- 7.3% 26% -51% -06% 2.7% 0.5% 2.0% 2.5% 2.5% 3.7%
CFS DM3 8.1% 3.1% -2.3% 0.1% 3.6% 1.8% 3.5% 3.6% 33% 4.3%

Total Reserves 0.1% 1801% 38.8% -5.4% 48.2% 20% 6.6% -6.7% -51% -7.7%

Source: Center for Financial Stability and Federal Reserve Board (total reserves of depository institutions).
About CFS Money Supply

CFS Divisia monetary measures were developed under the direction of Professor William A. Barnett -
one of the world’s leading experts on monetary and financial aggregation theory. CFS money supply
data are essential, especially since the Federal Reserve ceased production of M3 in 2006. Similarly,
Divisia measures are superior, as they accurately weight various classifications of money from cash to
leverage in the shadow banking system.

For more information about CFS Divisia please contact:
William A. Barnett (Methodology) (212) 626-2660 / wbarnett@the-cfs.org
Lawrence Goodman (Policy and Market Application) (212) 626-2660 / Igoodman@the-cfs.org

Next release — November 21, 2012, at 9:00 A.M. EDT

Additional information: www.CenterforFinancialStability.org



http://www.centerforfinancialstability.org/amfm/Highlights_Sep12.pdf
http://www.centerforfinancialstability.org/amfm/Divisia_Sep12.pdf
http://www.centerforfinancialstability.org/

% W ) EREpT
B AT AR e WL
CENTER FOR FINANCIAL STABILITY

Dialoge Insighte Solutions

The Center for Financial Stability (CFS) is a private, nonprofit institution focusing on global finance and
markets. Its research is nonpartisan. This publication reflects the judgments and recommendations of the
author(s). They do not necessarily represent the views of Members of the Advisory Board or Trustees,
whose involvement in no way should be interpreted as an endorsement of the report by either
themselves or the organizations with which they are affiliated.



