
L a b o r  D a y  P r o m is e s  H e a v y  C a s h  D r a i n
B a n k s  W i l l  B e  C a l l e d  O n  t o  S u p p l y  E x t r a  C u r r e n c y

Between now and the end of the Labor Day weekend, 
individuals and businesses in the Sixth Federal Reserve 
District will probably add about 9 million dollars to their 
cash holdings. Travellers, for example, will need extra 
currency and coin to pay for gasoline, tickets, meals, 
and lodging. Those who stay at home will need extra 
cash to stock up on groceries for the long weekend. 
Merchants, service stations, motels, hotels, and others 
will need more money in their cash registers to make 
change.

The recurring Labor Day bulge in the public’s cash 
holdings in previous years is the basis for confident predic
tions of the increase this year. Such changes in cash hold
ings occur so regularly from year to year, not only over 
the Labor Day weekend but also during other weeks and 
months, that economists speak of them as seasonal varia
tions in the demand for currency. Because the banking 
system meets this demand so easily, few persons are 
even aware of these variations or their effect on member 
bank reserves and the availability of credit.

Although a few persons hoard money, to most Amer
icans, currency is solely a medium of exchange. When 
individuals or businesses have more cash on hand than 
they need, they deposit it in banks because they know 
that it is safe there and that they can draw on their 
deposit accounts at any time.

Banks, like individuals, keep only enough cash on hand 
to meet day-to-day transactions. Since idle cash earns no 
profits, commercial banks return their extra cash to the 
Federal Reserve Banks either directly or through their 
correspondents. The Federal Reserve Bank credits the 
member bank’s reserve account for the amount of returned 
cash, which the member bank may use to expand loans 
or investments or may simply leave there as excess re
serves. The commercial banks know that if their reserves 
are sufficient, they can obtain more coin or currency from 
their Federal Reserve Bank whenever they need it. Thus, 
when banks withdraw currency from Federal Reserve 
Banks, they reduce their reserves. Decreases in currency 
in circulation, therefore, add to reserves.

Money in circulation consists of Treasury currency and 
Federal Reserve notes. Treasury currency is made up of 
small denomination bills and coins. The value of Federal 
Reserve notes in circulation is probably about six times 
as great as the value of circulating Treasury currency.

Tourists bring large amounts of notes of other Reserve 
Banks as well as other currency into the District and spend 
them here. This inflow, which greatly exceeds the outflow 
of Federal Reserve Bank of Atlanta notes to other Dis
tricts, cannot be exactly measured. Nevertheless, fluctua
tions in this Bank’s note circulation probably indicate 
fairly well changes in the total District demand for currency.

In the District, note circulation fluctuates within the 
month, from month to month, and around major holidays. 
Note circulation usually rises about 20 million dollars

during the last week in the month. Cash withdrawals 
for military payrolls cause much of these month-end rises. 
In addition, banks add to their vault cash in anticipation 
of customers’ cash demands for payment of month-end 
bills and for pocket money. Shortly after the first of each 
month, the public redeposits excess cash in the banks, and 
note circulation declines. This decline continues until the 
next end-of-month increase.

On a monthly basis, note circulation begins a seasonal 
upswing during June that continues until it reaches a high 
point shortly before Christmas. This increase closely 
parallels the rapid growth of retail trade during the latter 
part of the year. After the pre-Christmas peak, note cir
culation declines rapidly in January and February, and at 
a lesser rate for the next three months. The pattern of 
these monthly changes is shown in the chart. In addition, 
just as it does before and after Labor Day, the note 
circulation of this Bank rises before Christmas, July 4th, 
and Thanksgiving and declines shortly afterward.

Besides responding to the seasonal needs of business, 
note circulation also changes according to general eco
nomic conditions. The chart shows the rises during peri
ods of business expansion and the declines during periods 
of business slowdown that have taken place since 1946.

Federal Reserve Bank of Atlanta Notes 
in Circulation

Note circulation also reflects price level fluctuations and 
the changing relation of cash payments to total payments. 
Since February this year, note circulation has declined 
more than can be explained by seasonal influences.

This Bank’s note circulation will increase rapidly from 
Labor Day this year until just before Christmas because 
of seasonal influences. End-of-month, Thanksgiving, and 
Christmas cash demands will cause rather sharp fluc
tuations. The total growth between Labor Day and the 
pre-Christmas peak will amount to about 70 million dol
lars if the experience of the last two years is repeated and 
if the general level of business activity remains unchanged. 
This growth will, of course, decrease bank reserves and 
contribute to tighter credit conditions during the rest of 
this year.
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