
EECENT DEPOSIT EXPANSION AND BANK LENDING 

Dur i ng 19^7 > t h e Government's f i s c a l and debt management 

p o l i c i e s have been d i r e c t e d t o reduc ing the n a t i o n ' s money supp ly and 

hence have been a n t i - i n f l a t i o n a r y * These p o l i c i e s have f u n c t i o n e d by 

a p p l y i n g the budget su rp lus t o t h e r e t i r e m e n t o f bank -he ld deb t , thus 

reduc ing t he money supp ly by an e q u i v a l e n t amount* Th is has been a 

r e v e r s a l o f t he process by wh ich t he money supply vas expanded i n 

wart ime* 

I n t h e f i r s t t e n months o f t he y e a r , about 6 b i l l i o n d o l l a r s 

o f bank-he ld Government s e c u r i t i e s were r e t i r e d by t he Treasury* These 

r e t i r e m e n t s , wh ich were made p o s s i b l e th rough funds ob ta ined f rom an 

excess o f c u r r e n t t a x r e c e i p t s over expend i tu res , c a n c e l l e d an equa l 

amount o f bank depos i t s * A d d i t i o n a l r e t i r e m e n t s o f s e c u r i t i e s h e l d by 

nonbank i n v e s t o r s were a l s o made by the Treasury d u r i n g t h i s p e r i o d , 

the funds be ing ob ta ined f rom sa les o f nonmarketable issues i n excess 

o f redemptions* Such r e t i r e m e n t s amounted t o over 3 b i l l i o n d o l l a r s , 

and these opera t ions n e i t h e r increased nor decreased t he volume o f 

d e p o s i t s . 

I f no o the r f a c t o r s had a f f e c t e d bank ing c o n d i t i o n s t h i s y e a r , 

t o t a l depos i t s and t he money supply now would be 6 b i l l i o n d o l l a r s smal le r 

t h a n a t t he beg inn ing o f t he y e a r . Th is would have been an a n t i -

i n f l a t i o n a r y i n f l u e n c e o f cons iderab le consequence. 

A c t u a l l y , t h e demand and t ime depos i t s o f i n d i v i d u a l s , b u s i -

nesses, and S ta te and l o c a l governments a t commercial banks have 

increased by a lmost k M l l i o n d o l l a r s s ince t h e beg inn ing o f t he y e a r . 

Th is growth i n depos i t s has been about e q u a l l y d i v i d e d between demand 

and t ime* 
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C o n t r a c t i o n o f bank depos i t s was a v e r t e d and expansion o f 

depos i t s made p o s s i b l e i n t h e f i r s t t e n months o f t he year by t h e 

f o l l o w i n g major f a c t o r s : 

(1) A l t hough t h e Treasury r e t i r e d 6 b i l l i o n d o l l a r s o f 

bank -he ld deb t , t he commercial bank ing system 

rep laced a lmost 2 b i l l i o n d o l l a r s o f i t s h o l d i n g s 

by purchases f r om nonbank i n v e s t o r s . 

( 2 ) The p r i v a t e l y - h e l d depos i t s a t commercial banks 

were augmented by a 2*5 M l l i o n d o l l a r g o l d 

i n f l o w which accompanied t he economy's l a r g e 

excess o f expor ts over impo r t s , 

(3 ) The commercial banks increased t h e i r loans over 

t he p e r i o d by a lmost 6 b i l l i o n d o l l a r s . I n 

a d d i t i o n , t hey added th rough purchase about 

1 b i l l i o n d o l l a r s o f S ta te and l o c a l government 

s e c u r i t i e s t o t h e i r investment p o r t f o l i o s . 

I f g o l d a c q u i s i t i o n s had been the o n l y f a c t o r o f f s e t t i n g t he 

T reasu ry ' s r e t i r e m e n t o f bank-he ld deb t , f i s c a l p o l i c y wou ld s t i l l have 

succeeded i n e f f e c t i n g some r e d u c t i o n i n t he economy's redundant and 

i n f l a t i o n a r y money supp ly i n h e r i t e d f r om war . I f g o l d a c q u i s i t i o n s and 

purchases o f Government s e c u r i t i e s by t he bank ing system f rom nonbank 

i n v e s t o r s t o g e t h e r had been t he o n l y f a c t o r s o f f s e t t i n g f i s c a l p o l i c y , 

such p o l i c y would have succeeded i n check ing f u r t h e r expansion i n 

commercial bank d e p o s i t s . But w i t h p r i v a t e expansion o f bank c r e d i t 

o f n e a r l y 7 b i l l i o n d o l l a r s , t o g e t h e r w i t h these o t h e r f a c t o r s , a n t i -

i n f l a t i o n a r y f i s c a l p o l i c y was more t han o f f s e t and t h e t o t a l volume o f 

commercia l bank depos i t s and t he t o t a l money supply has undergone a 

f u r t h e r i n f l a t i o n a r y expansion. 
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" In commenting on recen t banking developments and monetary-

expansion, t he November issue o f the Fede ra l Reserve B u l l e t i n f o r t h i s 

year s t a t e s : 

n I n f l a t i o n a r y p ressu res , wh ich have been exe r ted on t he 
economy w i t h g rea t v i g o r d u r i n g t he postwar p e r i o d , had 
t h e i r r o o t s i n t he tremendous growth o f l i q u i d assets accumu-
l a t e d by i n d i v i d u a l s and businesses d u r i n g t he Var , when 
incomes expanded more r a p i d l y t h a n goods and se rv i ces a v a i l a b l e 
f o r purchase* The c o n t i n u i n g upward s p i r a l o f p r i c e s , p r o f i t s , 
and wages and o the r cos ts s ince t h e war has been l a r g e l y s e l f -
gene ra t i ng , b u t has been augmented by t he expansion o f bank 
c r e d i t t o bus inesses, r e a l e s t a t e owners, and consumers* 
Some increase i n bank l e n d i n g has been needed t o f a c i l i t a t e 
t he convers ion o f the economy f rom a war b a s i s t o a peacet ime 
s t a t u s on a much h i g h e r l e v e l t han had p r e v a i l e d be fo re the 
war . Never the less , t o the e x t e n t t h a t t he loans have no t 
f a c i l i t a t e d increased p r o d u c t i o n , l o a n expansion has a c c e l e r a t e d 
i n f l a t i o n * I n a d d i t i o n , t he depos i t funds c rea ted i n t he 
f i r s t ins tance by l oans , whether f o r p r o d u c t i o n , consumption, 
o r s p e c u l a t i o n purposes, have found many i n f l a t i o n a r y uses 
i n subsequent t r a n s f e r s among h o l d e r s . " 

The a t tached t a b l e shows the month ly f i g u r e s o f p r i n c i p a l assets 

and l i a b i l i t i e s f o r a l l commercial banks d u r i n g t he f i r s t t e n months o f 

t h i s y e a r . 
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P r i n c i p a l Assets ana L i a b i l i t i e s o f A l l Commercial Banks 
F igu res p a r t i a l l y es t ima ted 

( I n b i l l i o n s o f d o l l a r s ) 

Loans and investments Reserves, Depos i ts T o t a l 
c a p i t a l 
accounts T o t a l 

U.S. 
Government 
s e c u r i t i e s 

Other 
s e c u r i t i e s Loans 

cash, and 
"bank 

balances 

I n t e r -
bank 

U .S . 
Govern-

ment 

Demand 
ad jus ted 

1 / 
Time 

T o t a l 
c a p i t a l 
accounts 

1939, 3 9 . * 15 .7 7 . 2 1 6 . * 19.8 8 . 2 . 8 2 7 . * 1 5 . 1 6 . 9 

19*5 , 1 2 * . 0 90.6 7 .3 2 6 . 1 3 * . 8 l * . l 2 h.6 75.9 30 .1 9 . 0 

19*6 , 119 . * 8 * . 5 7 -8 2 7 . 1 3 2 . * 12.3 13.* 79.5 3 2 . * 9 . * 
1 1 * . 0 7 * . 8 8 . 1 3 1 . 1 3 * . 2 12 .7 3 . 1 83 .3 33.8 9.6 

19*7 , 113.8 7 * . 3 8 . 0 31.5 32.2 12.2 3 . 1 82 .5 33.9 9.6 

113.0 73 .0 8 . 1 31.9 32.2 12 .0 3 . 9 80 .6 3 * . 2 9 .6 

113 .1 7 2 . * 8 . 3 32.4 31.6 11.8 3 . 8 8 0 . * 3^ .3 9 . 7 

113.0 71 .8 8 . * 32.8 32.2 11.8 2 . 8 81 .3 3^.5 9 . 7 

112.7 71.3 8 .3 3 3 . 1 31 .7 11.5 2 . 1 8 i . 5 3h.6 9 .8 

112.5 70.3 8 .5 33 .7 32.7 11 .6 1 . 0 82.5 3 M 9 .8 

J u l y 3 0 * . 113.2 70.5 8 . 7 3 * . 0 32 .0 11.3 1 . 1 83.2 3 ^ 7 9 .8 

113.8 70.2 8 . 7 3 * . 9 32.2 1 2 . 1 1 .5 83.* 3* .8 9 .9 

115.1 70.6 8 . 9 35.6 33.2 12 .7 1 . 6 84 .2 3^ .9 9 .9 

116 . * 70.5 9 . 0 36.9 33.8 12 A 1 . 8 85 .5 35.3 10.0 

1 / Gross demand d e p o s i t s , o the r than i n t e rbank and U n i t e d S ta tes Government d e p o s i t s , l e s s cash i tems i n 
p rocess o f c o l l e c t i o n * 
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LOANS AND INVESTMENTS OF ALL COMMERCIAL BANKS t 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM FEDERAL RESERVE ESTIMATES. 
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DEPOSITS AND CURRENCY 
ALL BANKS IN THE UNITED STATES 

* FEDERAL RESERVE ESTIMATES. 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM DEMAND, TIME DEPOSITS 

PARTLY ESTIMATED. 
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