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March 3, 2023 

 

Follow the Money 

 

The January money supply declined by 1.7% versus a year ago.   Money supply (M2) is 

a measure of money including coins, currency, check and savings deposits, travelers 

checks and money market deposit accounts. This is both the biggest yearly decline and 

the first time ever it has contracted in consecutive months. The monthly rate of change 

has been falling consistently since mid-2021 when it peaked at a 27% growth rate.  

 

 
 

An expanding money supply can stimulate consumption which is inflationary.  A 

declining money supply does the opposite.  With the money supply contracting rapidly, 

we should expect to see materially lower inflation later this year.  Below is a graph 

showing how the Consumer Product Index (CPI) follows the year-over-year change in 

the money supply with about a 16-month lag. 

 



 
 

If the current pace of money supply contraction keeps up for a few more months, overall 

money supply will be right back on its long-term average growth trend line of 6% year-

over-year.  It is somewhat surprising that the extraordinary build in money supply 

because of Covid is approaching normalization so quickly.  Normalization of the money 

supply will remove one more Covid financial distortion and may provide support for the 

emergence of a sustained bull market. 

 

The graph below shows how “extra” savings created by Covid stimulus money is 

expected to fully dissipate this year.  The enthusiastic spending of extra savings has 

contributed to high inflation.  With the money spent, we should begin to see lower 

inflation in coming months.  Again, another source of Covid financial distortion removed 

from the system. 

 



 

This week, the 10-year treasury rate is back up above 4% from a low of 3.3% a month 

ago.  Recent inflation readings have been higher than expected and Fed Rate 

expectations are rising once again.  Although the S&P 500 has a positive gain year-to-

date and has remined resilient in the face of rising rate expectations in the past several 

weeks, it is technically showing increased risk in the intermediate term.  The Delta 

Market Sentiment Indicator (MSI) turned Bearish this week after 15 Bullish weeks.  

Trading strategies tied to this indicator lowered equity exposure.  For longer-term 

investors, many of the distortions of the financial markets caused by Covid are nearly 

past and we look forward to more normalized economic and stock market relationships 

returning later this year. 

 

Let Us Help You Position Your Portfolio – Give Us a Call Today 

 

We have unique and sophisticated investment methods that seek to capture the stock 

market’s gains while minimizing drawdowns in bear markets. If you would like to learn 

more about how we manage money, we invite you to give us a call at (415) 249-6337, 

visit www.deltaim.com or email us at info@deltaim.com. 
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Delta Stock Market Dashboard 

 

 

 



 

_____________________________________________________________________ 
Pursuant to the provisions of Rule 206(4)-1 of the Investment Advisors Act of 1940, we advise all readers to recognize that they should not assume that 

recommendations made in the future will be profitable or will equal the performance of past recommendations.  This publication is not a solicitation to 

buy or offer to sell any of the securities listed or reviewed herein.  The contents of this letter have been compiled from original and published sources 

believed to be reliable but are not guaranteed as to accuracy or completeness.  Nicholas Atkeson and Andrew Houghton are also principals of Delta 

Investment Management, a registered investment advisor.  Clients of Delta Investment Management and individuals associated with Delta Wealth Adviser 

may have positions in and may from time to time make purchases or sales of securities mentioned herein. 

THIS NEWSLETTER IS PROTECTED BY THE COPYRIGHT LAW.  UNAUTHORIZED DISTRIBUTION AND/OR REPRODUCTION BY PHOTOCOPY 

OR ANY OTHER MEANS IS STRICTLY PROHIBITED AND PUNISHABLE BY A FINE OF UP TO $25,000. 


