
EFFECTS ON COMMERCIAL BANK DEPOSITS OF THE TREASURY 
DEBT RETIREMENT PROGRAM 

19U6-U7 

A t t he beg inn ing o f 19U6, the Treasury h e l d depos i t s o f 2J>*5 

b i l l i o n d o l l a r s a t commercial banks and a t F e d e r a l Reserve Banks* These 

ba lances were l a r g e l y accumulated t h rough the sa le o f s e c u r i t i e s i n t he 

V i c t o r y Loan D r i v e * W i t h d e m o b i l i z a t i o n i n f u l l swing, these funds were 

i n excess o f t h e T reasu ry ' s ope ra t i ng needs and made p o s s i b l e t h e 

i n i t i a t i o n o f a l a r g e debt r e t i r e m e n t program, thus r e v e r s i n g t he processes 

o f war t ime f i n a n c e * 

Over the course o f t h e year 19^6 , t h e Treasury r e t i r e d over 

17 b i l l i o n d o l l a r s o f bank deb t * Th is rep resen ted a c a n c e l l a t i o n o f 

depos i t s o f an equa l amount* Since the depos i t s had been c r e a t e d by bank 

purchases o f Government s e c u r i t i e s and were n o t a p a r t o f t he money supp ly 

i n t h e hands o f bus iness and i n d i v i d u a l s , t h e i r use f o r r e t i r e m e n t o f bank-

h e l d deb t had l i t t l e , i f any, o v e r - a l l a n t i - i n f l a t i o n a r y e f f e c t * 

The Treasury a l s o r e t i r e d f o r cash i n 191*6 about 6 b i l l i o n d o l l a r s 

o f Government 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 * Th is repayment t r a n s -

f e r r e d Government depos i t s f rom war l o a n accounts t o accounts o f p r i v a t e 

h o l d e r s , and i n consequence t o t a l depos i t s h e l d b y i n d i v i d u a l s , businesses 

and S t a t e and l o c a l governments were inc reased a c c o r d i n g l y * 

Dur ing t he f i r s t t e n months o f 19^7 t he Treasury found i t p o s s i b l e 

t o r e t i r e an a d d i t i o n a l 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 . 

The funds f o r t h i s r e t i r e m e n t were ob ta ined a lmost e n t i r e l y ou t o f c u r r e n t 

budget su rp luses* Th i s reduced p r i v a t e l y - h e l d bank d e p o s i t s by 6 b i l l i o n 
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d o l l a r s * L a r g e l y because o f p r i v a t e bank c r e d i t expansion d u r i n g 

t h i s p e r i o d b u t a l so g o l d a c q u i s i t i o n s and some bank purchases o f 

Government s e c u r i t i e s i n the marke t , t h i s decrease i n depos i t s was more 

t h a n o f f s e t and t o t a l depos i t s h e l d b y i n d i v i d u a l s , bus inesses and S ta te 

and l o c a l governments inc reased b y a f u r t h e r h b i l l i o n d o l l a r s * 

Dur ing t h i s ten-months p e r i o d t h e Treasury a l so r e t i r e d about 

3 b i l l i o n d o l l a r s o f Government s e c u r i t i e s h e l d b y nonbank i n v e s t o r s * 

The funds used f o r these r e t i r e m e n t s were ob ta ined l a r g e l y o u t o f sa les 

o f nonmarketable i ssues i n excess o f redempt ions* These r e t i r e m e n t s 

rep resen ted t u r n o v e r o f e x i s t i n g depos i t s and l e f t t h e t o t a l volume o f 

p r i v a t e l y - h e l d depos i t s s u b s t a n t i a l l y unchanged* 

A t tached i s a t a b l e showing the sources and uses o f Treasury 

f unds , t oge the r w i t h r e t i r e m e n t o p e r a t i o n s , f o r 19U6 and the f i r s t t e n 

months o f 19k7* 
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SOURCES AND USES OF TREASURY FUNDS 
( I n b i l l i o n s o f d o l l a r s ) 

Calendar year Jan*-Oct* 
Sources o f Treasury funds 19^6 19^7 T o t a l 

Excess o f cash income over cash outgo .2 5*5 5 . 7 
Net cash sa les o f nonmarketable debt — 3*9 3 .9 
Decrease i n s t a b i l i z a t i o n f u n d balances — 1*8 1 .8 
Reduct ion i n accumulated Treasury funds 23*7 — 23*7 

T o t a l 23 .9 11*2 3 5 . 1 

Uses o f Treasury funds 

Disbursement t o Monetary Fund — 1 .2 1 .2 
Increase i n General Fund balance — . 6 #6 
Net cash r e t i r e m e n t o f nonmarketable 

debt . 6 — . 6 
Cash r e t i r e m e n t o f marketab le debt 23*^ 9.k 32*8 

T o t a l 23.9 11.2 35*1 

Ret i rement Program 

Bank-he ld s e c u r i t i e s 17*5 ^ * 8 23*3 

Financed b y : 
Cash su rp lus 0*2 5*5 5 . 7 
D r a f t on balances 17*3 — 17.3 
Sale o f nonmarketable s e c u r i t i e s — 0*3 0 .3 

Non-bank-held s e c u r i t i e s 9 3 *6 9 .3 

F inanced b y : 
D r a f t on balances 5*9 — 5*9 
Sale o f nonmarketable s e c u r i t i e s — 3*6 3 .6 
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