
The Turnover of Money
Most persons know that we have had a sharp increase in 
the dollar volume of business transacted in recent years. 
Less well known is the fact that the nation’s money 
holdings have changed comparatively little. In July of 
this year, for example, privately held demand deposits 
and currency were only 2 percent higher than they were 
two years earlier. How is it possible for money transac
tions to rise faster than the money supply? The answer is 
that the public quickened the rate at which it spent its 
money. To be technical, the “turnover” of money increased.

How Is Turnover Measured?
How fast we spend our money can be measured fairly 
accurately. We do not know how fast coins and paper 
money change hands, but we do know the extent to 
which most bank customers use checks, which is how we 
pay most of our bills. Ninety percent of the country’s 
money payments, it is estimated, are made in this manner.

The Reserve System has long gathered data on the 
dollar volume of checks and other charges against per
sonal, business, and state and local government accounts, 
represented by bank debits. At present, 179 Sixth Dis
trict banks, that hold about two-thirds of all deposits here, 
send debit data to the Federal Reserve Bank of Atlanta. 
From these figures, this Bank computes turnover by divid
ing each commercial bank’s debit total by its average 
volume of outstanding demand deposits. Thus we know 
that in July 1957 each dollar on deposit at District banks 
changed hands twice, or at an annual rate of 24 times.

What Determines the Rote of Turnover?
As a rule, consumers use their checking accounts less 
actively than businessmen. For one thing, the consumer 
pays cash for small items. When he does write a check, 
it is usually for something he pays regularly, such as the 
light bill. Another reason personal accounts are slow- 
moving is that when consumers borrow, their checking 
accounts—in contrast to business deposits—are usually 
by-passed. The consumer merely endorses the check he 
got from the bank over to the seller. An individual, 
furthermore, has to keep his bank balance relatively high 
because he ordinarily gets paid only every week or two. 
The typical businessman, on the other hand, has money 
coming in every day. It is hardly surprising that District 
anks with many business accounts have a higher deposit 
rnover than those mainly with personal accounts.
As business accounts go, corporations are generally 

most active. The complex structure of corporate or
ganization often makes for frequent check transfers be- 

sen units of the same company. Many firms keep their 
a balances down by centralizing their collections. Since 

ĵ orporate accounts are most important at the larger 
a? .s’ *kat is where turnover is highest.

oney turnover is also high at some banks that have 
eposits of financial institutions, that is, insurance com

panies and security brokers and dealers. For that matter, 
^ancial transactions of all kinds give a sizable boost 

c eck-spending and turnover. When a corporation sells

bonds through investment channels, for example, many 
separate transfers of funds often are involved.

No wonder then that in New York City, the center of 
the financial world, a dollar works about twice as hard 
as in other parts of the country. Correspondingly, turn
over in this District is highest in the larger cities, which 
are typically financial centers. There are, of course, some 
exceptions: Deposits are active in towns that are not 
large but that are important marketing centers of farm 
products. The nation’s broiler capital, Gainesville, Georgia, 
is such a city. Likewise accounts in Valdosta, Georgia, 
become more active when tobacco is marketed.

How Much Has Turnover Risen and Why?
As elsewhere, people in this District increased their spend
ing considerably during the last year. Yet between July
1956 and July 1957 our money stock showed no change. 
The difference was again made up by each dollar doing 
more work; turnover rose 9 percent.

To understand this recent hike in deposit use, it helps 
to know why we have experienced gradual increases in 
turnover for many years. Since 1947, the rate of turn
over has risen as much as one-half. State, local, and 
corporate planners have put their idle bank balances into 
short-term investments. As instalment credit and charge 
accounts have been used more, the use of checks to repay 
those debts has likewise increased. It has also become 
popular to purchase certain items through mail order, 
payments for which are generally made by check.

Yet certain factors have kept even the high turnover 
of today below that of the late twenties. Mentioned as one 
reason for this has been that banks have levied fees that 
go up as activity in the account rises; another one has been 
the rising number of personal accounts. Also the relative 
decline in stock market transactions has kept down the 
rate of check usage. In the past, purchases of stock, as 
well as other forms of speculation, lifted debits and turn
over to high levels. Some may recall the Florida land
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boom of the twenties when debits in Tampa and Jackson
ville doubled in a two-year span.
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Expanding business activity was partly responsible for 
the spectacular rise in turnover these past two years. It is 
not unusual for turnover to rise when business expands 
because consumers and businessmen increase their buying 
of goods and services. Another thing was that more 
credit was demanded than savings supplied. With the idea 
of borrowing less, many corporations drew down their 
bank accounts. Also, higher interest rates made them more 
eager to transfer idle balances to short-term investments. 
The success of their efforts is shown by the steady drop 
in the cash they held relative to their sales. At a sample 
of District corporations, this ratio dwindled from the al
ready low level of 6.1 in 1955 to 5.5 in 1956.

Not only is it true that the larger District banks have 
the highest turnover, but they also experience the biggest 
percentage gains in turnover. Turnover at banks of over 
50 million dollars in deposits was 10 percent higher at the 
end of 1956 than a year earlier. Middle-sized banks 
showed almost no change and smaller banks reported 
declines. Similarly, banks in larger towns with many 
corporate accounts turned in the biggest gains. |

Relation of Gain to Monetary Policy
Insofar as each dollar has done more work, the economy 
has adapted itself to the relatively small increase in the 
money supply. This means that System efforts to slow 
down spending by keeping the money stock from in
creasing were probably less strongly felt in the early stages 
of the boom than they are now. With cash balances of 
many corporations in early 1955 large, would-be bor
rowers could easily draw them down to finance outlays. 
But in time some companies found themselves unable to 
stretch their cash reserves further. Consequently, together 
with firms finding borrowing too costly, they may have 
postponed projects. Not sure whether they will get the 
necessary credit in the future, others may have even 
decided to build up their cash balances, which would 
have restrained spending.

Although it may well go up further if the present boom 
lasts, turnover is unlikely to rise indefinitely. There may 
indeed be some automatic brake, since bankers some
times require higher balances to compensate for the in
creased activity in a firm’s account. The Reserve System 
can push us closer to that ceiling by continuing to hold 
down increases in the money supply and letting credit be
come more costly. Prudence itself, however, will probably 
keep corporations from reducing their working cash 
balances beyond a certain point. Many of them may not 
be far from that point now. H a r r y  B r a n d t

Bank Announcement
On September 12 the Orange State Bank, Orlando, 
Florida, opened for business as a nonmember bank and 
began to remit at par for checks drawn on it when 
received from the Federal Reserve Bank. Officers are 
C. M. Gay, President; George W. Johnson, Vice Presi
dent; P. E. Dozier, Vice President; W. G. Sheppard, 
Vice President and Cashier; Mrs. Ruth E. Glidewell 
and Robert A. Brown, Assistant Cashiers. Capital totals 
$300,000 and surplus and undivided profits $165,000.
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