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Deposit Turnover
A  G u i d e  t o  S i x t h  D i s t r i c t  E c o n o m i c  A c t i v i t y

Th a t  the public’s spendings during any year are many 
times greater than the amount of money—currency plus 
bank deposits—in existence is, of course, obvious. This is con

firmed by the personal experience of most individuals, be
cause few persons possess at any time an amount equivalent 
to that which they spend during a year. A consideration of 
the possible effect of the money supply on the price level 
or business activity, therefore, necessarily involves some 
measure of how actively the money supply is used. This use 
of the money supply is sometimes termed the “velocity of 
circulation” and at other times the “turnover of money.”

Monetary theorists have recognized the importance of meas
uring this rate of activity and have incorporated the velocity 
of circulation in the so-called equation of exchange. A sim-

MVplified form of the equation is as follows: P=-^r. With
out necessarily ascribing any causal relationship between 
the terms, “P” represents the general price level; “M” the 
quantity of money and bank deposits; “V” the rate at which 
the money supply is used; and “T” the total volume of 
transactions. Recognizing the importance of “V” in analyzing 
economic activity is, of course, fairly easy, but measuring it 
is relatively difficult.

The practical difficulties in measuring currently how ac
tively coin and currency is used can be easily understood. 
Under modern conditions, however, bank deposits represent 
from 65 to 85 percent of our money supply, depending upon 
the types of deposits included in the calculation. Moreover, 
banks keep accurate accounting records. Consequently, most 
efforts to measure the turnover of the money supply are 
directed to measuring the turnover of bank deposits.

Turnover of bank deposits is calculated by dividing the 
total amount of charges drawn against the banks’ deposit 
accounts, as represented by bank debits, by the average 
amount of deposits held during the same period. The turn
over rate is generally calculated on an annual basis. Thus a 
turnover rate, for example, of 14.5 merely means that debits 
on an annual basis are 14.5 times the average deposits of the 
bank during the specified period. The calculation of deposit 
turnover consequently requires current data on both bank 
debits and deposits. Bank debit and deposit data are currently 
collected through the Federal Reserve Banks and the Board 
of Governors from banks in 333 cities throughout the United 
States. Debits to both demand and time deposits, including 
the deposits of the Federal Government as well as business 
and personal accounts, are included in the reported figures. 
From these data the turnover rates that are published monthly 
in the Federal Reserve Bulletin are calculated. The table on 
page 828 in the July Bulletin, for example, shows that during 
May the annual rate of turnover for the reporting banks in 
New York City was 23 and for other reporting centers was 
12.4, compared with 19 and 11.3, respectively, for May 1947. 
Parts of the series are available as far back as 1919.

By definition a greater stability would be expected of time 
deposits than of demand deposits. The inclusion of time 
deposits in a series, therefore, probably makes the data less 
sensitive to economic changes than they would be if time 
deposits were excluded. Moreover, the inclusion of Govern

ment deposits, especially during the war years, makes the 
series less reliable as an indicator of business and personal 
spending. Both to remove some of these weaknesses and also 
to make the data available sooner than is possible in a 
monthly series, the weekly reporting banks in leading cities 
report to the Federal Reserve Banks each week the total of 
their debits to demand deposit accounts only. Besides exclud
ing interbank accounts, these reports exclude debits to Gov
ernment deposit accounts. This series is also published in the 
Bulletin. As would be expected, the rates of turnover for 
these deposits are higher than the rates for time and demand 
deposits combined. In May, for example, the Federal Reserve 
Bulletin reports that the rate for New York City was 27.9, 
whereas that for other leading cities was 18.7.

In order to follow developments within the Sixth Federal 
Reserve District, this bank in 1942 began publishing in the 
Review the turnover rates of demand deposits, except inter
bank and Government, for the leading cities of the Sixth 
District. Data are available beginning with August 1934,, At 
present the series consists of data from 28 weekly reporting 
banks whose deposits constitute approximately 40 percent of 
total deposits in the Sixth District banks. In this issue the rate 
for July is given on page 89. The turnover rates are season
ally adjusted for the purpose of making month-to-month 
comparisons. Finally, to assist in making long-range com
parisons the seasonally adjusted rates are converted into 
indexes using the average for 1935-39 as 100.

The chief significance of such a series lies in the changes 
over a period of time rather than in the rate at any one time. 
Differences in rates between banks and groups of banks may 
result merely from differences between the size of the banks 
in the groups, their location, or the nature of their deposits. 
In the Sixth District, for example, the median rate of turnover 
of the 121 member and nonmember banks reporting their 
deposits and debits in June to this bank was 10 for both 
time and demand deposits combined. The turnover rate was 
lower, of course, than the turnover of demand deposits at the 
weekly reporting banks. The rates for the 121 banks, how
ever, varied from an annual rate of 4.2 at one bank to one 
of 23 at another.

As a general rule, the larger the bank—the higher the 
rate of turnover. When the Sixth District reporting banks 
were grouped by size, it was found that the average rate in 
June increased for each size group from 9.1 for banks with 
deposits of less than 5 million dollars to 14.8 for banks 
whose deposits were over 125 million. Yet within each size 
group there were a number of exceptions. Some small banks, 
for example, had high rates of turnover. Sometimes these 
banks were located in large cities, but more often the high 
rate of turnover seems to be explained by the low proportion 
of their time to total deposits.

Although seasonal adjustments improve month-to-month 
observation, more interest is attached to the changes in the 
rate over longer periods of time. Those who have watched 
the turnover rates and the indexes published every month in 
the lower righthand corner of “Sixth District Indexes” in this 
Review noticed the gradual decline in the index during the 
war years. Starting with December 1941, at a seasonally ad-
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justed rate of 93 percent of the 1935-39 average, the index 
rose somewhat in the first quarter of the following year; but 
afterwards the general trend was downward until by October 
1945 the index was only 59. The chart on this page shows 
that during this period demand deposits at the banks were 
increasing, chiefly because of war-financing activities of the 
Federal Government. The pressure that these expanded de
posits might have exerted upon the general price level was 
consequently reduced because of the lower turnover rates.

A decline in the index during the war years when deposits 
were expanding reflects the accumulation by both business
men and individuals of larger bank balances. Individual in
comes were expanding but purchases were curtailed, not only 
because of rationing but because of the nonavailability of 
many consumer goods. Businesses also built up their cash 
assets, in some cases to finance planned postwar expansions.

For the rate of deposit turnover to decline at the same 
time that deposits were expanding was contrary to previous 
experience. Although the Sixth District index goes back no 
further than 1934, the behavior of the District turnover rate 
probably closely resembled that of the national series which 
begins with 1919. This series indicates that, in general, 
periods of deposit expansion have been paralleled by periods 
of increased deposit activity.

Probably the reason for this parallel behavior is that the 
same conditions that influenced changes in the deposits in
fluenced changes in the rate of deposit use. Expanded busi
ness and industrial activity brings with it an expansion in 
bank loans which in turn results in greater deposits. Such 
business activity means more active spending. A contrary 
condition is characteristic, of course, of periods when busi
ness and industrial activity is declining.

Although it was generally true that both deposits and turn
over rates rose during the 1920’s, the turnover rates did not 
begin to rise much until 1924. During the last five years of 
the period the increase in the rate was rapid. In 1929, for 
example, the demand deposits at the weekly reporting banks 
in New York City were used, on an average, 124 times a 
year, whereas those outside New York were being used at the 
rate of 41 times a year. In 1920 the ratio had been 60 for 
New York and 37 for other cities. Much of the increase in the 
New York City rate, of course, was explained by increased 
stock-market trading.
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Between 1929 and 1932 both demand deposits and the 
rate of turnover at the weekly reporting banks declined. 
There were annual increases in the demand deposits of these 
banks beginning with 1934 and continuing through 1937, but 
the rate of turnover remained practically unchanged until 1937.

If there is anything to be learned by this brief and 
necessarily cursory study of the past behavior of the rates 
of turnover, it is the necessity of considering the rates at 
which deposits are used before making generalizations about 
the effect that changes in the quantity of deposits might have 
upon prices and general business activity. It is further evi
dent that changes in the quantity of money may exert quite 
different effects, depending upon the stage of the business 
cycle. Injection of additional quantities of money in the 
form of deposits into the economic system during a period of 
high business activity is much more likely to exert an upward 
pressure upon prices than during a period of recession. Dur
ing a period of a high level of activity, the pressure upon 
prices comes not only from increased deposits but also from 
the greater use of those deposits.

A further corollary stems from this conclusion. It is gen
erally agreed that, theoretically at least, deposit expansion 
can be controlled through central bank activity. It is also 
generally agreed that it is possible to increase bank deposits 
through co-ordination of the central bank’s operations with 
the financing activity of the Government. But what effect 
these actions will have upon the economy depends greatly 
upon the degree to which deposits are used. That use is some
thing over which the central bank’s influence is extremely 
limited.

The behavior of the turnover rate since the close of the 
war, consequently, deserves close attention. Those who have 
followed the changes from month to month since 1945 have 
noticed that the District’s seasonally adjusted index has risen 
rather consistently from its low point of 59 in October 1945 
to 81.5 for July this year. The October 1945 index repre
sented a seasonally adjusted turnover rate of 14.6. In July 
of this year the index represented an annual rate of 20.1. 
The increase in the rate of turnover, which has been general 
throughout the country, explains in part how the pressure 
of purchasing power on prices has been greater than can be 
explained by an increase in deposits alone. Demand deposits 
adjusted at the Sixth District weekly reporting banks, as a 
matter of fact, were smaller at the end of July this year than 
they were at the beginning of the year. The use of these de
posits on a seasonally adjusted basis, however, has increased 
9 percent.

If the experience of the past is any guide, the injection of 
new purchasing power in the form of deposits at a time 
when prices are rising rapidly is likely to be accompanied 
by an increase in the use of that purchasing power. Existence 
of such a condition at the present time, therefore, explains 
much of the concern of monetary and banking authorities 
about possible consequences of a further general expansion 
in bank credit. It also explains why the use of the mechanism 
of monetary and banking controls alone may not be sufficient 
to halt price inflation.

Charles T. Taylor

This is the seventh in a series of articles on the indexes 
published regularly in the Monthly Review. Figures for each 
month beginning with August 1934 for the turnover of de- 
mand deposits are available on request to the Research De
partment of this bank.
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