
T h e  S i x t h  D i s t r i c t ’ s  M o n e y  S u p p l y

Largely determining the level of economic activity is the 
volume of spending by individuals, businesses, and govern
ments. How much they spend depends, of course, upon 
how much they have to spend. Whether in the form of 
cash in hand or balances in the bank, the increasing or 
decreasing supply of money is thus a significant factor in 
our economy. To know what makes up the money supply, 
how much there is of it, and what causes changes in it, 
therefore, is to understand better the workings of our eco
nomic system.

That information is helpful not only when it applies 
to the economy of the nation but also when it is compiled 
for a specific region, such as the Sixth Federal Reserve 
District. It may provide the answer to several questions: 
Have changes in the area paralleled or differed from 
changes throughout the nation? Has the size of the money 
supply limited local spending? What has been the source 
of changes in the supply? Local bank credit? A  flow of 
funds into or away from the area? Or other factors?

Data on the national money supply have been fairly 
complete for years, but no such information is available 
on a District basis. To provide such an analytical tool for 
this area, therefore, this Bank has undertaken to estimate 
the supply in the District.

W h a t  Is M o n e y ?
Estimating the District’s money supply involves both 
theoretical and practical difficulties. First, there is the 
problem of deciding what money is. Economists and others 
have debated for years over what money includes. For 
our purposes, we shall consider as the money supply cur
rency and both time and demand deposits of individuals, 
businesses, and governments. Both demand deposits and 
currency are commonly used to pay bills and perform 
the other services required of a medium of exchange. 
Currency in the vaults of a bank, however, is not 
considered a part of the money supply since it is not 
available to the public until withdrawn from the bank. 
Most persons agree that currency and demand deposits 
are money. There is less agreement about whether or not 
time deposits can be so considered. We have included 
them here for several reasons. First, to do so will make 
the District estimates conform to the national data on 
factors affecting the money supply. Then too, time de
posits, in practice, can be converted into demand deposits 
almost at will.

The technical difficulties involved in estimating the 
area’s money supply are equally troublesome. Since the 
amount of deposits and currency that local residents or 
businesses hold cannot be determined exactly without a 
complete census, we have to rely for the most part on the 
accounting records of the commercial banks and the 
Federal Reserve Bank of Atlanta. We also have to assume 
that all the demand and time deposits on the banks’ books 
are actually held by District residents, businesses, and gov
ernments. But even so, these records are deficient. They

do not show the amount of currency the public holds 
outside banks. That must be partly estimated, as must 
some of the data for nonmember banks, especially the 
monthly data. Nevertheless, the District estimates are 
probably sufficiently accurate for most analytical purposes.

H o w  M u ch  D o  W e  H a v e ?
On the basis of these assumptions, we may estimate the 
District’s money stock at about 11.4 billion dollars at the 
end of 1955. Demand deposits at banks accounted for 
7.3 billion, or 64.3 percent of the total, and time deposits 
for 2.3 billion, or 20.5 percent. Currency in circulation,
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(Millions of Dollars)

1952 1953 1954 1955
Bank deposits.......................... 8,163 8,595 9,180 9,685

Demand*............................ 6,350 6,612 6,953 7,349
T im e................................... 1,813 1,983 2,227 2,336

Currency and coin outside
banks ............................ 1,596 1,618 1,644 1,733

Notes of Federal Reserve
Bank of Atlanta.............. 1,252 1,229 1,203 1,200

Notes of other Federal .
Reserve Banks................. 111 153 198 273

Treasury currency and coin 233 236 243 260
Total money supply.............. 9,759 10,213 10,824 11,418
•Includes all balances of individuals, businesses, and Federal, state, and local 
governments less cash items in process of collection.

excluding that held by banks as vault cash, amounted to 
about 1.7 billion dollars, or the remaining 15.2 percent. 
About 1.2 billion dollars in notes of the Federal Reserve 
Bank of Atlanta was in circulation at the end of 1955. 
In addition, 273 million dollars in notes of other Federal 
Reserve Banks was circulating in the District. Other 
forms of currency— Treasury notes and certificates and 
coin— amounted to 260 million dollars.

Comparing these estimates for 1955 with those of other 
recent years reveals that the money supply has increased 
about 5 percent each year since the end of 1952. In 1955 
it was 17 percent higher than in 1952. Monthly changes 
are shown on the chart on page 4. The money supply 
in the District has been expanding faster than in the 
nation where the average annual growth during the last 
three years was slightly less them 3 percent. At the 
end of 1955, the nation’s money stock was only 8.5 per
cent higher than it was in 1952. Certainly, the rate of 
spending in the District was not hampered by a constant 
or declining means of payment.

W h e r e  D o e s  It C o m e  F rom ?
The aggregate figures show how much the District’s money 
supply, consisting of currency and demand and time 
deposits, changed. They do not tell us what monetary 
and credit forces brought about the changes. To find that 
out, it is necessary to analyze the factors affecting the 
money supply. Here, too, reliance has been placed prin
cipally on the accounting records of the Federal Reserve
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and commercial banks. According to this evidence, the 
most important factor increasing the District’s money sup
ply was a growth in local bank credit.

The way in which deposits are created or extinguished 
reveals the connection between the increase in bank credit 
and that in the money supply. When a bank makes a loan, 
the individual or business borrower takes the proceeds 
either in currency or as an increase in his checking ac
count. When a bank buys securities, it pays with deposits 
or with currency from its vaults. Consequently, an increase 
in either loans or investments of commercial banks brings 
about an equal increase in the money supply.

According to their accounting records, Sixth District 
commercial banks have increased their loans and invest
ments (their earning assets) steadily since 1952. In 1955 
earning assets rose about 647 million dollars, somewhat 
less than in 1954 but more than in 1953. Thus, bank pur
chases of securities from, and loan extensions to, individu
als and businesses had the immediate effect of increasing 
the District’s money supply by 647 million dollars.

F a c t o r s  A f f e c t i n g  C h a n g e s  in  D i s t r i c t  M o n e y  S u p p l y

(Millions of dollars. Signs show effect on deposits and currency)

1953 1954 1955
Local bank credit............................ +400 + 643 +574

Total loans and investments . . . +427 +681 + 647
Loans and other securities . . +  309 +415 + 859
U. S. Government securities . + 118 +266 —212

Miscellaneous transactions.......... —27 —38 —73
Interdistrict flow of funds............ + 54 —32 + 20
Actual changes in money supply . . +454 +611 + 594

Further analysis of changes in earning assets of banks 
during this period gives additional insight into the eco
nomic forces at work on the money supply. In 1952 and
1953, for example, banks increased the money supply by 
adding to both loans and investments. In 1955, however, 
they had to secure reserves by selling securities in order 
to meet the swelling loan demand.

Other transactions between the public and the banking 
system bring about changes in the money supply. When 
an individual purchases new shares of bank stock and pays 
with a check on his account, he wipes out some deposits. 
Also, banks themselves can affect the public’s deposits in 
ways other than through their loan and investment depart
ments— by buying supplies, for example, or buying or 
selling a building.

Changes in banks’ earning assets and in miscellaneous 
transactions between banks and the public represent the 
net credit expansion of District banks. But deposits and 
currency can be transferred to other parts of the country. 
Similarly, deposits and currency can flow into the District 
from other regions. Such flows can offset or reinforce the 
effect of local credit expansion. Each year large amounts 
are transferred back and forth as people and businesses in 
one area take advantage of favorable investment oppor
tunities and pay for the exchange of goods and services.

Three types of flows between the District and other 
sections of the country have an effect on the District’s 
money supply. First, the District’s climate and recreational 
facilities attract a large number of visitors each year.
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Tourists bring with them large sums of “pocket” money, 
most of which is in the form of Federal Reserve notes of 
the District where they live. As they hand the money out 
to restaurants, filling stations, and other merchants, it adds 
to the local money supply. Similarly, local residents visit
ing outside the District take Sixth Federal Reserve District 
notes with them. Tourist activity in the District is of such 
magnitude, however, that the inflow of other currency is 
far greater than the outflow of our own notes.

The United States Treasury accounts for another flow 
of funds between the District and other areas. In addition 
to spending large amounts in the District in the form of 
benefit payments, the Treasury pays out large sums for the 
operation of military posts and regional ofiices of Federal 
agencies. The Treasury often has to transfer deposits from 
other areas to meet these payments. Although it some
times moves deposits from the Sixth District to other 
Districts, on balance we gain funds from this source.

The other type of deposit transfer represents the pat
tern of private check clearings between this and other 
Districts. On balance, Sixth District individuals and busi
nesses appear to spend more money outside our area than 
they receive directly from other Districts. This outflow 
offsets most, and sometimes all, of the currency and 
Treasury deposit gains.

The impact of interregional flows of deposits and cur
rency on the local money stock was minor in 1953, 1954, 
and 1955. In 1955 such flows added only 20 million dollars 
to the District’s money stock. The District lost 32 million 
in 1954, but gained a slightly larger sum the previous 
year. For the three years as a whole the District gained a 
small amount. This seems to indicate that local banks 
have been able to hold on to all of the bank credit they 
have extended to local individuals, businesses, and govern
ments. The persistently greater rise in deposits at District 
banks than at banks in the United States is additional 
evidence that the District’s money supply is not being 
depleted by net deposit losses to other areas.

W. M. D avis
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