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Understanding the different categories of money within the economy is fundamental for
grasping how monetary policy, banking, and economic health are assessed. One such
important classification is M2, a measure that provides insight into the money supply
beyond the most liquid forms. In this article, we will explore what types of money are
included in the M2 category, examining the various components and clarifying what
qualifies as part of this broad measure. Whether you're a student, investor, or just curious
about economic indicators, understanding M2 is essential for interpreting economic trends
and the overall health of the financial system.

What Is M2 Money Supply?
Before diving into the specific components, it's important to understand what M2
represents. M2 is a measure of the money supply that includes cash, checking deposits,
savings accounts, and other near-money assets. It is often used by economists,
policymakers, and financial analysts to gauge the amount of money circulating in the
economy that can readily be converted into cash or used for transactions.

M2 is considered a broader measure than M1, which primarily includes the most liquid
forms of money such as cash and checking accounts. By including additional types of
accounts, M2 offers a more comprehensive picture of the money available in the economy
for spending and investment.

Components of the M2 Money Supply
The M2 money supply encompasses several types of financial assets and accounts. Each
component plays a specific role in the economy, and understanding what they are is key to
grasping the full scope of M2.

1. Currency in Circulation
Currency in circulation refers to the physical cash—coins and paper money—that is held
by the public and outside the banking system. This is the most liquid form of money and
includes:

Banknotes issued by the central bank (e.g., Federal Reserve notes in the US)



Coins used for everyday transactions

While currency in circulation is part of M1, it is also included in the broader M2 measure
as the foundation of the money supply.

2. Demand Deposits (Checking Accounts)
Demand deposits are funds held in checking accounts that can be accessed immediately
via checks, debit cards, or electronic transfers. They are highly liquid and form a core
component of both M1 and M2. These include:

Regular checking accounts1.

Negotiable order of withdrawal (NOW) accounts2.

Demand deposits are crucial for everyday transactions and are easily accessible, making
them a key part of the money supply.

3. Savings Accounts
Savings accounts are deposit accounts that typically earn interest but have more
restrictions on withdrawal and transfer compared to checking accounts. They are included
in M2 because they are relatively liquid and can be converted into cash or checking
deposits with minimal delay.

Traditional savings accounts

Money market deposit accounts (MMDAs)

Savings accounts serve as a repository for funds that are not immediately needed but can
be accessed when necessary, contributing to the overall money supply.

4. Money Market Securities (Money Market Funds)
Money market funds are mutual funds that invest in short-term debt securities, such as
Treasury bills and commercial paper. These are included in M2 because they are highly
liquid and can be easily redeemed for cash or checking deposits.

Retail money market funds



Institutional money market funds

While not traditional bank deposits, these funds are considered part of the broader M2
because of their liquidity and accessibility.

5. Certificates of Deposit (Small Denomination)
Small-denomination certificates of deposit (CDs), typically under $100,000, are included in
M2 because they are relatively liquid, especially if they have short maturities.

Short-term CDs (less than 3 months)

Other negotiable time deposits

Larger CDs (over $100,000) are generally excluded from M2 because they are less liquid
and often considered part of larger institutional investments.

What Is Not Included in M2?
To fully understand M2, it’s also helpful to know what assets are excluded from this
measure. These typically include:

Large time deposits (over $100,000)

Institutional money market funds (not retail)

Stocks, bonds, and other securities

Real estate investments

Retirement accounts like IRAs and 401(k)s

These assets are either less liquid or represent different types of investments, and thus
are outside the scope of M2.

Summary: Check All That Apply
Based on the detailed components above, the types of money included in the M2 category
are:



Currency in circulation1.

Checking accounts (Demand deposits)2.

Savings accounts3.

Money market deposit accounts and retail money market funds4.

Small-denomination certificates of deposit (CDs)5.

Currencies, savings accounts, and checking accounts are explicitly part of M2, while other
assets like large CDs or institutional funds are excluded.

Why Is M2 Important?
The M2 money supply serves as an essential indicator for policymakers and investors for
several reasons:

Monitoring inflation: Rapid growth in M2 can signal inflationary pressures.

Assessing economic activity: Increases in M2 often correlate with economic
expansion, while decreases may signal contraction.

Guiding monetary policy: Central banks adjust interest rates and other tools based
on M2 trends.

Understanding what qualifies as part of M2 helps in interpreting these signals accurately.

Conclusion
In summary, the M2 money supply includes a broad range of liquid assets that facilitate
economic activity. Specifically, it encompasses currency in circulation, demand deposits
(checking accounts), savings accounts, retail money market funds, and small-denomination
certificates of deposit. Recognizing these components allows individuals and institutions to
better understand economic indicators and monetary policy dynamics.

Check All That Apply:
- [x] Currencysavings Accountschecking
- [ ] Large denomination CDs
- [ ] Stocks and bonds
- [ ] Real estate investments
- [ ] Institutional money market funds

By staying informed about what constitutes the M2 money supply, you gain a clearer



picture of the money available in the economy for spending, saving, and investment.

Frequently Asked Questions

What types of money are included in the M2 category?
M2 includes savings accounts, checking accounts, and other near-money assets like money
market funds.

Does currency held outside banks fall under M2?
No, currency outside banks is classified separately and not included in M2.

Are savings accounts part of the M2 money supply?
Yes, savings accounts are included in the M2 category.

Is checking account money included in M2?
Yes, checking accounts are one of the primary components of M2.

Are cash holdings in wallets part of M2?
No, cash held personally outside of banks is not included in M2.

Do money market funds count as part of M2?
Yes, money market funds are included in the M2 measure.

Which of the following are included in M2: currency,
savings accounts, or checking accounts?
Savings accounts and checking accounts are included in M2; currency outside banks is
not.

Why is M2 considered a broader measure of money
supply than M1?
Because M2 includes additional assets like savings accounts and money market funds
beyond cash and checking deposits.

Additional Resources
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Understanding the different measures of the money supply is fundamental to grasping
how economies function and how monetary policy influences inflation, interest rates, and
overall economic stability. Among these measures, M2 is particularly significant because it
encompasses a broad spectrum of liquid assets that are readily accessible for spending
and investment. When asked, "What types of money are included in the M2 category?
Check all that apply," the answer involves several specific financial instruments and
accounts that serve as the backbone of everyday financial transactions.

In this article, we will explore what constitutes M2, the distinctions among various forms
of money, and how savings accounts, checking accounts, and different currencies fit into
this comprehensive measure of the money supply.

---

Understanding the Money Supply: An Overview

Before diving into the components of M2, it’s essential to understand the hierarchy of the
money supply:

- M1: The narrowest measure, including the most liquid forms of money—cash, checking
accounts, and other forms of demand deposits.
- M2: A broader measure that includes all of M1 plus less liquid assets like savings
accounts, small time deposits, and retail money market funds.
- M3: An even broader measure, now discontinued in some countries like the United
States, including large time deposits, institutional money market funds, and other larger
liquid assets.

The focus of this guide is M2, which captures a significant portion of the liquid assets that
households and businesses can quickly access and use for transactions, savings, or
investment.

---

What Is Included in M2?

M2 encompasses a variety of financial instruments and account types that are considered
near-money—assets that are not cash but can be quickly converted into cash or used for
transactions with minimal loss of value.

The Core Components of M2

- Currency (Cash)
- Demand deposits (Checking Accounts)
- Savings Accounts
- Small Time Deposits
- Retail Money Market Funds

Let's examine each component in detail.

---



Check All That Apply: The Components of M2

1. Currency (Cash)
Currency, which includes physical bills and coins held by the public, is the most
straightforward component of M1 but also part of M2. Currency is highly liquid and
readily accepted for transactions.

Inclusion in M2: Yes. Currency held by the public is included in M2 because it represents
immediate usable money.

---

2. Checking Accounts
Checking accounts (also known as demand deposits) are bank accounts that enable
account holders to write checks, use debit cards, or conduct electronic transfers. These
accounts are highly liquid and directly used in transactions.

Inclusion in M2: Yes. Checking accounts are a key component of M1 and are included in
M2 as well, because they are accessible for spending at any time.

---

3. Savings Accounts
Savings accounts are deposit accounts designed primarily for storing money rather than
frequent transactions. They usually earn interest and have some withdrawal limitations.

Inclusion in M2: Yes. Savings accounts are included in M2 because they are relatively
liquid, allowing for transfer or withdrawal with minimal delay, making them part of the
broader money supply measure.

---

4. Money Market Accounts
Retail money market deposit accounts are savings accounts that typically offer higher
interest rates and limited check-writing privileges. They are considered near-money
assets.

Inclusion in M2: Yes. These are included in M2 because they are liquid enough for quick
transfer or withdrawal.

---

5. Small Time Deposits
Small time deposits (e.g., certificates of deposit (CDs) under $100,000) are fixed-term
deposits that cannot be accessed without penalty until maturity but are still considered
part of the broader money supply.

Inclusion in M2: Yes. Small time deposits are included in M2 because they can be
converted into cash relatively easily, albeit with some delay.

---



6. Currency (Coins and Bills) Held By Banks (Vault Cash)
Vault cash held by banks is not included in M2 because it is not held by the public but
rather by financial institutions.

Inclusion in M2: No. Only currency held by the public is included.

---

Clarifying Common Misconceptions

It's important to distinguish between what is included and what is not in M2:

- Currency (cash) held by the public: Included.
- Currency held by banks (vault cash): Not included.
- Large time deposits (over $100,000): Included in M3 but not in M2.
- Investment assets like stocks or bonds: Not included in M2; these are considered
investment assets rather than liquid money.

---

Summary Table: What Is Included in M2?

| Component | Included in M2? | Notes |
|----------------------------------|-----------------|------------------------------------------------------------|
| Currency (cash) held by the public | Yes | Physical bills and coins used for transactions |
| Checking accounts (demand deposits) | Yes | Highly liquid, used directly for payments |
| Savings accounts | Yes | Liquid enough for transfer or withdrawal, interest-earning|
| Retail money market funds | Yes | Near-money assets, accessible for transactions |
| Small time deposits | Yes | Fixed-term deposits under $100,000, easily converted |

---

Why Is M2 Important?

The measure of M2 provides valuable insights into the overall liquidity in an economy. It
reflects the potential for spending and investment and helps policymakers gauge
inflationary pressures or potential economic growth.

- Monetary policy decisions: Central banks monitor M2 to decide whether to tighten or
loosen monetary policy.
- Inflation forecasting: Rapid growth in M2 can signal rising demand, possibly leading to
inflation.
- Economic health: Changes in M2 can indicate shifts in consumer and business
confidence.

---

Final Thoughts

In summary, what types of money are included in the M2 category? Check all that apply.
The correct answers are:



- Currency (cash) held by the public
- Checking accounts (demand deposits)
- Savings accounts
- Retail money market funds
- Small time deposits

Understanding these components helps individuals, investors, and policymakers better
interpret economic signals and manage financial planning. Recognizing the differences
between M1, M2, and other measures of the money supply is crucial to grasping the
broader monetary landscape and how it influences everyday life.

---

Remember: The inclusion of these assets in M2 underscores their liquidity and
accessibility, making them vital indicators of economic activity and monetary health.
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