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I should like to say a word with regard to the style of tnis memo.
I expected that the general reader would look only at the Summary of
Findings, which I tried to make simple and brief. Only serious students
of the subject would read the body of the text, so I wrote this in a more
technical style. Section VIII, the important theoretical section, you
will think too long and technical, but I wanted to meke it as watertight
as possible so that it could stand up under the most minute and hostile
criticism. My earlier drafts of this section, where I attempted to
simplify, were misunderstood and misinterpreted by various people to whom
I gave it to read. The validity of the treatment in this draft has so
far not been questloned.

I should like you to read in particular pages 36-46. The treatment
is in line with your views as to the income and outgo of government and
business in the period 19%3-35, but so far as I know has never been
written out before. It provides, in my opinion, valuable additlional
support to the view that government expenditures constituted the main
force in the recovery movement.

Pages 48-51 and 54-55 bear on the excess reserve problem.
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REPORT ON THE LARGE TEPOSIT STUDY

I - Introduction

The solution of the problem of monetary control, - the problem
of so directing the monetary mechanism as to minimize rather than
intensify business fluctuations -, depends only in part on the
instruments of monetary control and the effectiveness of those
instruments. The solution of the problem of securing proper direction,
degree and timing of policy depends mainly on the corrcctness of
the diagnosis of business conditions - on the correctness of the
understanding and interpretation of current forces, and their prob-
able trend in the immediate future. Understanding and correct inter-
pretation reguire, in turn, statistical data. Despite the apparent
wealth of current statistics, all students of business conditions
will testify to the difficulty of attempting te build up a compre-
hensive picture of current conditions. Essential current informe-
tion bearing upon the variocus types of monectary expenditures and
incomes, and upon the production and consumption of various types
of goods and services, is missing.

It is true that no one statistical scries can present the
whole picturc. It is also true, on the other hand, that the whole
picture can be built up only by the use of many individual scrics.
The present study, in addition to being dirccted toward certain
specific questions, was undertaken partly to ascertain if current
information on the distribution of deposits &s betwcen different
economic groups would be of aid in the interpretation of current

developments. It constitutes the first attempt made in this country
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to ascertain the distribution of deposits, chonges in the distribution,
and the significance of such changes. The possible use to which

such information could be put is indicated in the later sections of
this report.

The experimental and exploratory character of the sctudy, and the
fact that it relied upon the voluntery cooperation of bunks, explains
in large part the form it took. Since there arc over 50 million
separate deposit accounts in the banks in this country, it was obvious-
1y out of the question to ask banks to muke a complete classification.
The classification of cven a thousand accounts entails considerable
labor. It was believed, howcver, that & comparatively few large
cccounts constitute a substuntial portion of total deposits. In con-
firming this view end in determining 2 minimum size for zccounts to
be reported, the assistunce rendercd by Mr. S. Sloan Colt and Nr. James
Perkins, Presidents of the Bankers Trust Company and the Nutional C ity
Bank, respectively, was very much appreciated. It wes desired to
scleet & minimum size such that banks would be asked to report relat-
ively few accounts requiring a small amount of labor to list cnd yet
having balances making up o substantial percentage of total deposits.
It wes finally decided to ask three of the largest banks for a listing
under broad classes of those accounts which were over $500,000 on
either of two dates, nine other large banks for the zccounts which
were over $R250,000, and the remcining eighty-eight large banks for

those accounts which were over §100,000.

.org/
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It was also decided that the advantages of being able to
compare the results with call report figures for all member banks
outweighed the advantages afforded by figures representing monthly
averages. Various bankers consulted were of the opinion that
the figures on the call dates October 25, 1933, and November 1,
1935, would be more representative and less affected by fortuitous
changes than those on Junc 30, or December 31.

The cooperation of the large member banks was most gratifying.
Of the hundred banks asked to supply information only one, a
large metropolitan bank that was asked to report accounts above
$250,000, failed to comply. A smaller bank asked to report
accounts above $100,000, responded too late for inclusion in the

tebles presented in this report.
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I1 -~ Summary Tables

Table I presents consolidated figures of identical and total
demand deposit azccounts. It will be noted that identicel accounts
increacsed 46 perccnt between the two dates. It is perhaps remark-
eble that five of the sub-groups showed approximately the same
percentage increase. The groups that disploeyed wide variations
from the average increasc were Deposits of Own Trust Department
(229.6 percent), Trade and Scrvice (17.9 percent), Foreign Non-Bank
(145.6 percent), and All Other (16.5 percent).

Table II presents the consolidated figures of the identical
and total time deposits reported. The two striking facts brought
out by this table are the relative smallness of the figures of large
time deposits and the decline between 1933 and 1825, Both of
these facts arc doubtless cttributable to the reluctunce of banks
to accept or pay any interest on such deposits in the conditions
prevailing in this period.

Table III was designed to show the wide diversity in the
behavior of identical accounts. It shows the number of accounts
that declined and the number that increased in each group, and the
amount of the declines and increcases. It may serve as & corrcctive
to the impression conveyed by Table I thet all business znd financial
accounts were increasing uniformly in response to the same set of

factors.
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TiBLE T

RE2ORTED DERMAND PECOSIT sCCOUNTS

(Millions of Dollars)

October £5, 130d, _ | November 1, 1955, ' Percent
Nusber Bolonce 7 to Tot, | Number Balance % to Tot.| Change

Section A. Identicsl Accounts

Total Demend 9,188 2,592.3 100.0 - 5,243.5 100.0 t+ 46.0
Businegs 5,568 £,201.5 _61.3 - 5,083.1 _58.8 + 40,0
Manufact'g. 5,489 1,325.2  36.9 - 1,8832.0 35.9 + 42,3
Pub.Utility 727 375.1 10.4 - 525.9  10.0 + 40.2
Railroad,etc. 515 _72.2 7.6 - 402.0 7.7 + 47.7
Trade & Serv.,  8&2 230.9 6.4 - R72.%2 5.2 + 17.9
Finance 3,014 1,218.6 _33.9 - 1,935.1 _36.9 + 58.6
Ins.,etc. 1,846 836,35 23.3 - 1,149.7  21.9 + 37.5
Individusls 1,114 257 .4 7.1 - 359.%2 6.9 + 39.6
Cin Tr.Deot. g9 124,9 3.8 - 424.2 8.1 +239.6
Foreign 88 20.6 0.6 - 30.7 1.0 +145.6
411 Other 533 151.6 4,2 - 176.7 3.4 + 16.5
Section B, Total Accounts
Totel Demand 9,889 5,707.5 _100.0 10,478 5,716.2 100.0 + 54.2
Business 5,733 £,260.8 _ €61.0 €,164 3,301.6 _57.8 + 46.0
Manufact'g. 3,604 1,360.6 36.7 5,866  2,0R1.3 35.4 + 48,6
Pub.Utility 748 384.,7  10.4 812 565.0 9.9 + 46.9
Railroad,etc. 536 277.1 7.5 560 420.6 7odh + 51.8
Trade & Serv, 851 258.,4 6.4 927 £94.8 5.1 + R3.7
Finance 3,189 1,262.5 _ 34.1 5,555 2,130.2 _37.3 + 68.7
Ins.,etc. 1,924 856.3% £3.1 2124 1,274.1 2.3 + 48.8
Indivicucls 1,206 2BL1.2 7.6 1,372 431.8 7.6 + 56.5
Own Tr.Dept. 59 124.9 5.4 59 42%,2 7.t +239.8
Foruign 91 &1.¢ 0.6 im 66.8 1.2 +214.8
A1l Other 570 165.0 b 638 £17.8 5.8 t+ 35.5
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TABLE II

REPCRTED TIME DEPQSIT ACCOUNTS

(Millions of Dollars)

October 25, 1937,

Number Balance % to Tot.

Section A, TIdentical Accounts

Total 155 375.2 100
Business 386 237.1 63.4
Manuf . 239 117.2 31.2
Fub. Util, 69 g2 22.5
Railroad, etc. W1 23.1 6.2
Trade & Ser. 37 13.2 3.5
Finance 307 114.9 39.6
Insurance etc 79 76,1 9.6
Individuals 209 be.s  11.3
own Tr. Dept. 19 36.4 9.7
Foreign 6 2.0 0.5
A1l Other 56 20.6 5.5

Section B. Total

Total 1,250 675.5 100
Business 748 k93,2 7,
Manuf . L71 236.5 %2.3
Pub. Util. 118 140.1 20.7
Railroad, ectc. 101 uz.9 7.2
Trade & Ser. 58 17.7 2.6
Finance 47 14,7 21.3
Insurance etec 122 51.0 7.6
Individuals 275 56.3 8.3
Own Tr. Dept. 19 35,4 5.4
Foreign 13 7.8 1.2
A11 Other g2 30.9 4.6
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November 1, 193K/ Percent
Number Balance % to Tot.| Change
= 372.7 100 =0.1
- 207.2 75,6 =12.%
- 163.8 27.8 -11.5
- 66.5 17.8  -21.1
- 25.9 6.9 +12.2
- 11.1 3.1 =15.9
- 144 Y 38.7  425.7
- 55.8 15.0 +54,6
- b5 .6 2.2 +7.2
- 43,1 11.5 +18.5
- 1.7 0.5 —14,5
- 19.4 5.2 - 6,0
Accounts

1,146 512.9 166 -24.,1
602 2gh .5 55.5 =42,

379 143.5 28.0 -49.9

103 g9.4 17.4  =26.2

64 36.2 7.1 -25.9

56 15.4 3.0 =13.0

4rg 199.0 78,8 -ﬁSE
150 93,0 18.1  +482.

289 63.0 12,3 +11.8

19 hz.1 g4 +18.5

7 1.9 0.4 -75.3

7_9 270"" 503 "’11.1
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TABLE IO

CHANGIS IN BALAUCES OF IDENTICAL DEMAND DEPOSIT ACCOUNTS BETWrEN

QCTOBER 25, 1923, AND NOVEMBER 1, 1935, CLASSIFIED INTO ACCOUNTS

INCREASING, AUCOUNTS DECREASING AND ACCOUNTS UNCHANGED
(Balances in thousands of dollars)

Y

No.of Accts. Absolute Chenge

Accounts in all classifications 9,113 +1,642,388
Increasing 5,887 +2,419,659
Decreasing 3,160 - 777,271
Unchanged 96 -

Buginess accounts 5,508 + 881,694
Increasing 3,464 +),371,836
Decreasing 1,990 ~ 490,142
Unchanged 54 -
Msnufacturing and Mining 35,462 + 559,835

Increasing 2,159 + 845,459
Decreasing 1,265 - 285,604
Unchanged a8 -
Public Utilities 719 + 150,888
Increasing 464 + 246,606
Decreasing €49 - 95,718
Unchanged 6 -
Railroad and Other Transoortation 512 + 129,921
Increasing 383 + 179,032
Decreasing 184 - 48,111
Unchangzed 5 -
Irude & Service 815 + 41,050
Increasing 518 + 100,759
Decreasing 292 - 58,709
Unchenged S -

(Continued on next page)
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TABLE III - continued

CHANGES IN BALANCES OF IDINTICAL DENAND DEPOSIT ACCOUNTS BETWEEN OCTOBER 25,
1933, AND NOVIMBER 1, 1935, CLASSITIED INTO ACCOUNTS INCREASING, ACCOUNTS
DECREASING aND ACCOQUITS UNCIANGED
{Balances in thousands of dollars)

Y

No.of Accts. Absolute Change

Financisal Accounts 2,991 +706,333%
Increasing 2,009 +935,659
Decreasing 246 ~-227,326
Unchanged 36 -
Insursnce, ete. 1,835 +306,103

Increasing 1,246 +462,759
Decreasing 569 ~156,656
Unchanged R0 -
Individusls & personsl holding co.'s.1,097 +100,979
Increasing 707 +170, 280
Decreasing 374 - 69,311
Unchanged 16 -
Ovn_Truct Department 59 +299,251
Increcsing 56 +300,610
Decreasing 3 - 1,359
Unchonged - -

Foreign 87 + 29,884
Increasing 68 + 35,615
Decreasing 19 - 5,731
Unchanged - -

All Other 8.7 + 24,477
Increasing 316 + 78,549
Decreasing 205 - 54,072
Unchunged. 6 -

1/ The amounts shown here are not identical with the chenges as computed from
Table I, because Table I includes accounts reported by one bank in a
form unsuiteble for inclusion in this table.
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IIT - Limitations of the Data
It should, in the first place, be understood that the data

refer to deposits which were over $100,000 on cithcr of the two
detes in 87 of the largest banks, over $250,000 on either of
two dates in 8 banks, or over $500,000 on either of two datecs
in 3 banks. Hence, it cannot be said that the figures represent
all the deposits in the country over a certain size on either
of the dates. They merely represent & substantial portion of
what may be called the large deposit cccounts in the country.
It is believed that the bulk of the large accounts not covered
by the inquiry are conteined in the banks reporting only accounts
of $250,000 or over, or $500,000 and over on eithecr of the dates,
accounts in the large member bank failing to report and large
accounts in a few large non-member banks which were not asked
to furnish information. The 98 member banks in the inguiry
covered, with two exceptions, all member banks with demand
deposits of more than $22,000,000 on December 31, 1935.

It should also be understood thet the figures do not include
21l the deposit balances of holders who have large aggregate
cash funds. Not only were some large accounts omitted in the
cases just mentioned but, in addition, all the accounts of large
corporations which were scattered in smaller banks, or which
did not amount to the minimum size sclccted in the reporting

banks, were likewisc omitted.
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The concentration of deposits is greater, thoercefore, than
appears at first sight. Since large corporutions undoubtedly
had large deposits in morc than one of the respondent boanks,
the number of accounts reported exceeds the number of scparate
holders. It is probable that some holders whose accounts were
reported in the identical group by one reporting bark opcncd
accounts in other reporting banks between the dates reported.
Insofar as this is the case, the purcentage increase of the
deposiis of identical holders may be larger than thet shown
in the figure for the increase in identical accounts.

For the reasons citcd above the percentuge increasc showr
moy not represent accurately the percentoge inerease in the
deposits of all individunls snd business units in the various
groups having large cash holdings. The movements shown by the
listed ccecounts may not reflect exactly even the movements of
the aggregate cash holdings of holders whose cccounts were
listed, since the movements of the listed accounts may have
arisen from shifits of balsnces by the listed holders to and from
non-reporting banks, This applies particularly to the chain
store and mail order compenies in the Trade and Service group.
It appecrs edvisable, therefore, not to lay teo much stress on
the actunl percentage chenges shown, but rather to trest the

materizl as indiceoting broad trends.
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There is a certain amount of ambiguity in the "Deposits of
Own Trust Department". While they are large deposits which have
shown an extraordinarily rapid rate of increase, they reprusent
the combined funds of the separate trust accounts of meny individuanls
end institutions. Some of the accounts were deubtless over $100,000,
while others may have been relatively small. It is known that at
least once large deposit in this category represented funds eurmerked
for the redemption of bonds and there were doubtless othor deposits
of a like nature. Since the chicf interest of this study is in the
economic distribution of deposits, rather then in the size distribu-
tion, the fact that deposits of OQwn Trust Department represent de-
posits belonging to mony individucls docs not detract from the
significaence of the figures. Such depesits are considered to be
available for investment and, hence, may be listed as financieal.
Banks reporting deposits under this category usunlly listzd several
separate accounts, such as Personal Trust, Corporatc Trust, etc.
Since it is unlikely that each account on both dates represented
the identical list of beneficivrics, it was decided in this case to
depart from the rule of listing only identical accounts and to list
the various trust accounts of a2 bank on one date &s one account.

The fact that deposits are recported as of a given date may
impair their representativeness. While this would be @ serious

limitation if the inguiry had been confined to & few hundred acccounts
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in one bank, it is believed that sufficient banks cnd sufficient
accounts were covercd to minimize the cffeet of more or less
accidental factors that caused individuel accounts to be cbnor-
nally large or small on the perticular dates selected. The totel
of manufacturing or financisl accounts, for example, can hardly
have been significantly different on the dates selected thoan the
monthly averages cf such accounts around those dates.

The classification wos made very broad partly to simplify the
task of filling out the questicnncires and pzrtly to preclude the
possibility of identifying the holder of any account. Thus, it is
not possible to do much in relating the changes in balonces to the
changes in the operations or circumstances of individusl lines of
business.

Finally, it is perhaps worth mentioning that the inquiry was
merely concerned with quantitotive changes. Information provided
by the respendent banks did not bear in any way on the causes of

the indicated changes.
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IV- Coverage

The reporting bonks were asked to list accounts open on both
dates separately from accounts which were withdrawn and accoumis
which were opened in the period intervening between the two dates.
Accounts open on both dates are referrcd to in this report as
"Tdentical Accounts" as distinguished from "All . Accounts"., Infer-
ences as to movements of deposits in all banks should be based
upon the movement of identicnl accounts rather than upon the
novements of totel accounts.

The number and balances of reported accounts nowly opened in
reporting banks during this period exceeded the number and balances
of reported accounts withdrawn during the period. The excess
of accounts opened over accounts withdrawn may be accounted for
by shifts of accounts from non-reporting benks and by new acccunts
opened by holders who continued to hold other accounts in reporting
and non-reporting banks,

The degree of coverage represcnted by these reports is summar-
ized in Table IV, The term " Unclassified Deposits" is uscd to
designate deposits whose ownership is not now specified in condition
reports, that is, all deposits exclusive of interbank deposits and
deposits of the Federal Government and other public bodies.

It has clso been possible to state the percentage of the total
deposits of the ninety-eight reporting banks which were held in the

reported eccounts and the accounts of public bodies. The latter
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TABLE IV

PERCENTAGE OF UNCLASSIFI®D DEPOSIT BALANCES

COVERED BY SPECIAL REPORTS

Identical Accaﬁnts Total Accounts
Reported Repovrted
0ct.25,'33. |Nov,1,'55.||0ct. 25,58, |fov. L' 55,

¥

All member banks
Demand accounts 29.R2 8.2 30.1
Time accounts 4.7 S 8.6
Demand and time
accounts having
bazlances of
$50,000 and over 52.7 58.4

N

'

€

N ¢©

1.8
5.4

<

Central reserve city
Zmember banks- New York
Demand accounts 42.5 44.0 44.0 48.7
Time accouats 1z2.1 12.7 34.8 18.6

ra zserve city member
banks- Chicago

Demand accounts 43
Time accounts 7.

znber bunks

Qther rescrve city m
Demana accounts
Time zccounts

[avs

QO =
.
o3

Countyry member bsnks
Pemend accounts
Time accounts

.
™ O
o n
TO W’

O e
.
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information is obtainable from condition reports and may be combined
with the balances specially reported for this study to indicate

a possible line of approach which could be taken in building up

a complete picture of the distribution of deposits in the banks

of the United States. The accounts specially reported for the
study and the accounts of public bodies may be referred to as
"Classified Deposits". As of November 1, 18%5, the percentage of
classified demand deposits to total demand deposits, exclusive of
interbenk deposits, runges from 19 porcent to 75 percent and
averages about 48 percent for the banks reporting accounts of
$100,000 and over. The percentage ranges from %7 percent to 83
percent and averages about 7 percent for banks reporting accounts
of $250,000 and over. The percentage averages 55 percent for bonks
reporting accounts of $500,000 and over.

The nincty-eight benks which mede special reports for the study
held about 60 percent of total member bank deposits and 65 percent of
all member banks! individual deposits subject te check. These figures
suggest that a report of deposits of somewhat lower minimum size
by these institutions with a clossification along somewhat broader
linecs than the ones employcd in this study would provide information
as to the distributicn cf a considerable proportion of totzl cush:
holdings.

It is possible to state the coverege of the reportad balances in
snother way by comparing them with the cash balunces reported on the

balunce shcets furnished to the Burcau of Internal Revenue in conncetion
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with corporate income tax returns. These are classified by industrial
groups in the published compilaticn, Stotistics of Income. Through the
courtesy of the Bureau of Internal Revenue it was possible to obtain

the figures classified also by the size of total assets of the reporting
corporations. It is a reasonable assumption that few corporations

with total assets of less than $1,000,000 would have had deposit accounts
of $100,000 or over at one of the two dates coversd by the report.
Hence, it is reasonable to assume that almost all business balances
reported for this study belong to corporations with total assets of

a2 million dollsrs or over. We may, thercfore, compare the balances
reported for this study not only with the Internal Revenue figures for
211l corporations but also with the figures for all corporations with

totul assets of a million dollars or over. This is done in Table V.
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TABLE V.

PERCENTAGE QF CORPORATE CASH BALANCES COVERED

BY IDENTICAL ACCOUNTS -1933

Corporations
with total
assets of

A1l size $1,000,000
groups or_over
All groups, exclusive of banking 43.9 -
Manufacturing and mining 41.9 50.5
Transportation &nd other public
utilities 58.5 €l.2
Trade and service 20.4 38.0
Finsnce, exclusive of banking 55.8 -~
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The comparison is subject to an crror of undetcrmined size because
the speeicl reports relate to the dete October 25, while most of the
belunce shects reported to the Bureau of Internal Revenuc rclate to
the date December 31. Since total deposits in member benks increcsed
somewhat between October 25 and December 31, 1933, therc is some
reason to believe thzt the error is in the dircction of understating
the degree of coverage obtained.

It is necessary to point out that data collected in this way,
by obtaining reports of the balences of o few large cccounte in a
few large banks, are not likely to be representative of the movements
of the deposits of the averige business unit. It is probable that
the usiness units which held the bulznces reported in this study
are extremcly lhrge relotive to the typleal Amcrican business enter-
prise, Whilc this seriously impairs the uscfulness of the dote
from the point of vicw of some cconomic problems, such figures are
significant from the point of view of monctary policy, which is
interested primorily in shifts in holdings of money between consumers,
financicl onturprises, and other enterprises, and in the contribution
which informetion of this kind may meke to the explanation of chunges
in the totel volumc of spending. Because the relatively few large
corporationg cccount for so large o proportion of the cconomic activity
of the commtry, decisions on the purt of these corporations to spend
or not to spund the funds wnder their control ere likely to dominate
the course of businecss, overwelghing the influcnce of whatever policics
may be pursued by the hundreds of thouscads of smaller businesses.
This is strikingly illustrated by the fact that 80 percent of the
cash balances of all non-financial corporations are held by corporations

i 3l S5 3 4 H l .
D@naedmrFRASEQWIth total assets of over §1,000,000
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V_- Economic Digtribution of Demand Deposits

Figures of large classified time deposits obtained in this study
for October 25, 1933, may be utilized in conjunction with other data
in an attempt to make a rough classification of total demand deposits
on that date. It has been difficult to do this hitherto as the item
"ecash" in the corporation balance sheets published by the Bureau of
Internal Revenue include both time and demand deposits and there was
no way of estimating with any degrcc of precision the amount of cach
type comprising the totals. v

The present basis of estimating the demond deposits of corporations
is es follows: he percent of time deposits to total deposits reported
in the present study was celeulated for cach of the classifications,
manufucturing, otc., transportution and public utilities, and trade and
gervice. Thusc purcenteges were then cpplied to the reported cash hold-
ings on December 31, 1933, »f the cerporations in thcese groups that
had assets of a million dollars or over. The justification for this
procedure is that therc is no reason for believing thet the ratio of
classified lorge time deposits to totel classificd large deposits differs
in the banks not reporting from the rotio in the bunks that were in-
cluded in the study. DMorcover, the degree of coverage of the milliion
dollar esset class of corporation obtained by the inquiry was compar-
atively high. Therce ie nmore guesswork involved in the estimete of
the proportion of time deposits to total deposits of corporations

having ascets of less thon a million dellars. The assumption adcopted

;/rﬁurus to be used in r.ooriing corporation balance sheets for 1935
provide « brookdown of the cash item into demand deposits, time deposits,
and other cash.
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was that the percentages in the three main groups ranged from the
percentages for the large corporations in those groups to double those
percentages. It was assumed that banks were less reluctant to accept
smaller corporate time deposits and thot thereforc the percentage of
time deposits to total deposits for small corporations would be at
lecast as large as for the large corporations. Since the distribution
oftcash by size of corporation was not available for the financisl
group, the¢ proccdure adopted wes to subtract the listed deposits in
this group from the total. The remsinder woas distributed between time
end demand deposits by wpplying first the pcrcentage which the listed
time deposits bore to the total listod deposits and then applying
double this percentege. It is perhaps comforting to note that a compar-
atively la;gu crror in caleulating the percentoage of time deposits to
totel deposits of smaller corporations would affcct the percentage
figures of the distribution of totrl deposits very little.

Since deposits changed little between October 25, 1933 and
December &1, 1923, it is not belicved that the cash reported by corpora-
tions on the latter date differed significantly from that held on the
former. A glight error 2lso arises from the fazet that "Cash" includes
currency.

In building up the figure of totnl demend deposits on October 25,
demcnd deposits of member banks as of that date were added to demend
degosits of nen-member benks cs of June 30, 1933, The morgin of errcr
involved in this assumption would affecct the totals only by from one

to two percent. Since the clessified deposits are unadjusted for float,
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the figures for total deposite are likewise unadjusted. This means
that all the flgures involve some double counting of deposits, but
this fact should not affect the percentage distribution significantly.

The estimate of deposits of own trust department was obtained by
applying the percentage of time deposits to total deposits of own
trust depoartment in the national banks included in the study, to the
figure of total deposits of own trust department of all national
benks on Junc 30, 1933 as reported by the Comptroller of tlhe Currency.
To this figure was addcd the demand deposits of own trust department
of state mcmber banks included in the study.

The figure of large individual demand deposits is that reported
by the banks in the prescnt study. The fact thot 1t represcnts only
a portion of lorge individusl demend deposits is indicatced in the
table by a plus sign. The same remarks apply to foreign non-bank
deposits.,

Table VI presents en approximate classification of demand deposits
as of October 25, 19335. It is cstimated that corporate business de-
posits amounted to approximately 29 percent of the total; f{inancieal
deposites (corporate finsnce, owm trust depertment, end large individusl
accounts) amounted to at least 114 percent of the total; while deposits
of public bodics wmounted to 13 percent. The remeinder, 46 percent, is
attributable to unincorporated businesses and finaneial institutions,
and lerge «nd small individusl accounts. The bulk of the nearly five
billion dollars of currcncy outside of banks and the Treasury on that
date was doubtless likewise held mainly by unincorporated businesses

and individuals.
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TABLE VI

ECONOMIC CISTRIBUTION OF DEMuND DiPOUITS, OCTOBER 25, 1933,

Demand Deposits Percent to
(In billions) Totel
Unadjusted demand deposits 16.95 100.0
Corsorzte business 4,80 - 4,95 28.3 - £9.2
Menufacturing, mining & construction 2.74 - 2.84 16.2 - 16.8
Transportution & public utility .99 ~ 1.00 5.8 - 5.9
Traae & scrvice 1.07 - 1.11 6.5 - 6.6
Fincnce 1.93 -~ 1.96 11.4 - 11.6
Corporate finunce (exel. of benking)  1.44 - 1.47 8.5 - 8.7
Deposits own trust department 21+ 1.2 +
Lerge individual .28 + 1.7 +
Public bodies 2,21 13.0
U. S. Government .98 5.4
Other public bodies 1.2 7.6
Foruvign non-bank .02 + Ry
Unclassified 7.99 - 7.81 47.1 - 46.1
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There appears to be no way of estimating the proportion
of demand deposits held by consumers. We know, however, that
the aggregate amount of deposits (demand and time) under $10,000
in member banks on October 25, 1933, was $9.4 billion.1 Since
almost all deposits held primaerily for purposes of expenditure
on consumption must be under $10,000, we could obtain the desired
figure by subtracting from this aggregate (1) savings accounts
under $10,000, (2) corporate demand accounts under $10,000
(already included under our classified groups), (3) demand accounts
under $10,000 of unincorporated business units. None of these
deductions can be made with certainty. We know, however, that
savings accounts of all sizes on the same date amounted to $6.3
billion. The bulk of these must be under $10,000. When the
accounts of the many small corporations in the trade and service
groups and the accounts of unincorporated business units are also
deducted, the residue must be a comparatively small figure. To
arrive at the total money holdings of consumers, there musit be
added to this residue, however, a substantizl portion of the

currency outside banks,

l/ Federal Reserve Bulletin, 1935, p. 316.
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It is intercsting to compare the movement of individual demand
deposits by city and “"country" banks in the period under guestion.
This is done in Table VII. For purposes of comparison, figures are
also presented for 1929, Although "reserve cities" include some
small cities and the “country" includes some large cities, on the
whole the classification corresponds to a rough division between
large cities on the one hand ané smaller cities and towns on the
other.

There appecar to be some grounds for believing that there is a
relation between the economic snd the geographic. distribution of
deposits. Thus, the excess of individual demond deposits in New York
and Chicago and in other large citics on November 1, 1835, over 1929,
may indicate an excess of large business and financial deposits on
November 1, 1935, over 1929. Similarly, on theoretical grounds we
would expect consumer balances to be lower in 1935 than in 1929 in
reflection of lower incomes. This expectation receives some degree
of confirmation from the lower figure of demand deposits of "country"
banks. Part of the change in the distribution of deposits since
1929 may be duec to a shift of accounts by large corporations from
country benks into large city banks in the course of the depression.
Still another part of the change may be explained by the possibility
that a larger portion of consumers' balances was represented in 1935
by currency. On the other hand, demand deposits in country banks
would unguestionably have shown a much grester shrinkage if deposits

of non-member banks had been included in the survey.
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TABLE VII

MFEMBER BANK ADJUSTED DEMAND DEPOSITS (EXCLUSIVE OF DEPQSITS OF BANKS

AND OF PUBLIC BODIES) BY CLASS OF BANK, 1929, 1933, 1935.

Oct. 4,
Oct. 25,
Nov. 1,

Oct. 4,
Oct. 25,
Nov. 1,

Oct. 25,
Nov. 1,

Nov. 1,
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1929
1935
1935

1929
1953
1935

1933
1935

1935

Central

Reserve Reserve
Total Lity Banks City Banks
14,989 5,180 4,740
11,254 5,142 3,558
16,261 6,858 5,423

Percentages of each class of bank to total

100 34.6 31.6
100 45.7 31.6
100 42.1 33.5

Percentages of QOct. 4, 1929

75.1 99.2 75.1
108.56 152.4 114.4

Percentages of Qct.25, 1933

144.5 153.4 152.4

Country
Banks

5,069

2,554
3,980

155.8
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Insofar as the geographic distribution of deposits is
related to the economic distribution, a change in the latter will
involve a change in the former.

The fect that the percentage composition of demand deposits
between city and country banks changed but little from October 25,
1233, to November 1, 1935, mey possibly indicate that the percentage
composition of demand deposits by ecconomic groups likewise under-
went little change in this period. The slightly greater percentage
increase in individusl demend deposits in country banks may in
part be a reflection of the liquidation of assets of closed banks
and in part moy represent scattered demand deposits of large corpora-
tions such es chain stores. In any case it is not sufficient
evidence in itself to establish the view that consumer deposits
increased more rapidly thsn business deposits in this period.

In view of (&) the corrcspondence of thc increase of large
identical accounts with the increase of total individual demand
deposits of membcr banks in this period; (b) the uniformity of the
increase in five important groups; and (c) the very slight change
in the distribution of demand deposits by size of city, little
change in the percentage cconomic distribution of deposits between
the two dates is indicated. All groups appear to have participated
in the expansion of demond deposits brought about by Government
financing sand inflows of gold. Information beczring on this point,
however, does not permit this statement tc be made without rescrva-

tion.
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VII The Composition of Deposits and the Investment Zolicy of Banks

One of the results yielded as a by-product of the main line of
investigation pursued in this study is the percentage of total
deposits of each reporting bank represented by balances held in the
large sccounts which were reported, balances of public bodies and
interbank balances. With this information available the question
naturally arises: Is the proportion of deposit balances held in
zccounts of the speeified types associated with the proportion of
liquid assets held by individuel banks? With this question in mind,
the items cash and reserve with Federzl Rescrve bunk, collection items
and other amounts due from banks, dollar acceptunces, commercial paper,
loans on securities to brokers cnd dezlers in New York City, and United
Stetes Government sceurities (dircet and fully gucrantced issues) were
tabulated from the condition report of wach reporting bank. The pro-
portion oif thesce liquid assets to totcl deposits was then comparcd with
the proportion of balences in lerge accounts to totnl deposits for
each benk. In generczl it ¥s found that the higher the proportion of
balsnces in lorge sccounts to tetal deposits, the higher the proportion
of liguid asscts to total doposits.

A rough melthod of summorizing the results is cmployed in Table VIII.
The above conclusion, however, rests upon anclysis of the figures by
more intensive methods., It is ¢f intcrest to note that the dollar velue
of liquid ossets exceeded the bulances of large accounts for clmost

all the reporting institutions.
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TABLE VIII

PERCENTAGE OF LARGE DEPQOSITS TO TOTLL DEPOSITS AND PRRCENTAGE OF

LIGUID ASSETS TO TOTAL DEPOSITS: 86 LARGE MEMBER BANKS REPORTING

ACCOUNTS OF $100,000 OR OVER.

NOVEMBER 1, 1955.

Average 1/ -

Deposit Average 1/
Groups of banks arrenged in order Concentration Liyuidity
of deposit concentration Percentage Percentage
1st -~ 10th banks 76.5 78.2
11th~ 20th ™ 68.0 75.4
2lst- 30th " 62.3 73.2
3lst~ 40th * 57.4 69.3
41st- 50th " 50.7 67.2
51lgt- 60th " 44.8 59.3
6lst- 70th " 40,3 6%.8
71st~ 80th " 33.5 57.0
8lst~ 86th " 1.7 55.8

1/ Unweighted average.

It was also possible to test the view that the proportion of
demend to total deposits is azssociated with the amount of liguid
assets held by banks. For this purpose interbank and demand public
funds were combined with other demond deposits and the proportion of
these accounts to total deposits compared with the proportion of
liquid assets to total deposits. The results are summarized in
Table IX by the seme method as that employed in Table VIII. Those
figures, as well as analysis by more intensive methods, suggest that
the proportion of demand to totcl deposits is not ag slogely assceiated
with liquidity for the group of banks undor consideration here,

s is the prouportia of lirge to totel dejosits.
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TABLE IX

PERCENTAGE OF DEMAND DErOoITs TO TOTAL DEPOSITS AND PERCENTAGE OF

LIQUID ASSETS TO TOTAL DEPOSITS: 86 LARGE MrMBER BANKS,

NOVEBER 1, 1935,

Groups of buznks azrronged in Averege 1/ hverige 1/

order of ratio of demand to Percentuge of Demcnd Liquidity

totel depogiis to Totel Deposits Pereoentoge
1st-10th banks 96.8 72.0
11th-20th * 91.0 74.9
£let-30th " 87.3 64.1
Z1lst-40th " 83.1 73.5
41st-50th " 79.3 72.5
S§lst-80th " 76.3 68.6
61st-70th " 68.3 69.7
71st~80th " 56.9 49.8
8lst-86th " 44.2 55.5

1/ Unweighted avercge

In the interpretotion of these resulis, there are a number of
gualifications which should be kept in mind. The itoms tabulited from
the condition reports mey not include cll asscts which ore in foct
liguid. Although the reoorts show & considerablc number of withdrawzls
of wccounts and fluctuations from a very large to a very small figure
in the balences of many accounts, somc lerge accounts may be comparntively
stable in thcir behoavior and honce mey not furnish 2 motive for cny
grecter degree of liquidity thuin would be the case if the sume aggre-
gote balonce wicre divided between many small accounts. Finelly, thore
are a number of other factors bearing upon liquidity besides the con-~

siderations which hove bien mentioned here.
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VIII - Significance of the Indicated Changes in Depogit doldings

in pelation to the Interpretation of Business Developments since 1933.

A, Introduction

Since 1933 we have experienced the most rapid expansion of
demand deposits in our history. What happened to these deposits
brought into existence through government financing and the inflow
of gold? What is their relation to business developments in this
period? Were the indicated large increases in business and financial
deposits reflections of restrictive or expansive developments? Do
they throw any light upon the nature of the forces bringing about
recovery?

Inspection of the figures alone cannot give the answers to these
questions. An increase in the deposit holdings of a group may corres-
pond with increasing or decreasing business activity; may be a
reflection of restrictive or expansive developments. Its significance
depends partly on what is happening to the total volume of deposits;
upon whether it rose from an excess of sales over disbursements or
from an excess of receipts from sales, borrowings and sales of sccur-
ities over disbursements; upon whether it is a more or less permanent
addition to balunces, or whether it is temporary; and upon the
relation of balances to the value of output. The present distribution
of deposits could theoretically be compztible with the national income
of $50 billion or $100 billion, depending upon the ruate at which
deposits are flowing through personal, financinl, Government, and

business accounts. The fact that business deposits in the period under
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study increased greatly cen in itself tell us nothing about the
magnitude of business expenditures or whether business was the
activc agent in bringing about en increase in the national income.
Care must be teken not to regard any increase in the deposit
holdings of a group as constituting a "deflationary" factor.

After all, if deposits increase somebody must hold them. It
cannot be repeated too often thaet the distribution of deposits is
only one element of & complex problem. Of more importance is the
rate at which deposits are flowing through an account. An example
of the danger of regarding sny increase in the deposit holdings as
constituting a deflationury factor is afforded by the cnormous
increase in the holdings of money by consumers in Germeny in the
worst stages of inflation. It is nccessary, in other words, in
interpreting changes in the distribution of deposits to link these
chenges to such other infermation as is available on the causes

of the change in dcposits end their distribution.

B. Theoretical Framework of Analysis

Before indicating the possible bearing of the present study upcn
the interpretation of business developments since 1983, it is first
nccessary to outline very briefly the theoretical framework of
analysis that is applicable here. It will be apprceciated that
any brief outline must inevitably be simplified and must be concerned

with broad fundamentals rather thon with refinements.
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The incomc of the community is derived, broadly speaking,
from the disburscments of busincess cnd public bedies. It such
disbursements procsed ot o stoady rete and in turn arc passed
back to business and public bodies by inc.ome receivers at a
stcady rete, the nationel income would remcin unchenged. In order
for the nctionsl income te increcse, the disbursementz of
business and public bodies must in any period exceed the disburse-
ments of the previcus period. In wny period income is available

for debt repayments, purchascs of goods and services, purchases

of securities or for additicns to bolonces., The disbursements
of business and public bedics, must, in other words, if the

naticnel income is to incrcosa, be in excess of both cuonsumcrs!'
expenditurcs for goods and consumcrs! current saving out of current
income. This will ordinirily enteil the burrowing -nd spending of

new dceposits or of deposits hithort: idle,

If the supply of money ducs not increcsc, increcscd disbursc-
ments by business und public bodics must mean thet the ratio
botween noncy and the value of cutput declines. If the supply
of money is increasing the ratic between balences and output
may remzin constant or even incrense, since buth balences and
disbursements moy increcsce. It may be scid very brocdly thet any
change in the distribution of moncy thet couses the ratic of a

nstont volume ¢f mency to the velume of output to rise (fall)
is 2 restrictive (expensive) development. A chonge in the dis-
tribution of moncy that weuld otherwise cause o chonge in this
ratiu may be partially, vholly, or m.re then offsct by a chonge

in the supply of nxney.
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C, Cause of the Increase in Individusl Demand Deposits

Ad justed non-Government demand deposits in member bunks increased
$6.8 billion from October 25, 1933, to November 1, 1955. The main
factors increasing such deposits in this period were purchases of
Government bonds by banks, reduction of Government cash and deposits,
and inflows of gold. Member bank holdings of Government direct and
guaranteed obligations increased $5 billion. Government deposits,
postal savings deposits in banks, and Treasury cash, adjusted for
the increment on gold, decreased $1.2 billion, and the addition to
the gold stock from imports and domestic production was $2.9 billion.
The main factors decreasing demand deposits were a contraction of
loans of $1.1 billion and an expansion of time deposits of $1.7
billion. A number of other factors account for the difference.

D. Significuance of the Increasce in Business Deposits

Does the indicated incresse in business deposits reflect a
failure of business to pass along the full proceeds of sales to
the fectors of production? Or has business passed along to the
factors of production in processing c¢nd plant expenditures more than
it has recceived from the sale of consumcr goods and built up its
balaences in other ways, such as by the salce of securities? The
importence of this guestion is that if the increase in balances was
attributable to an excess of final szles over disbursements, this
would indicate that the increcse in the demand for goods and production

was attributable to factors other than business disbursements.
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It is highly doubtful if the repatriation of capital on the part
of American business could have occurred in an amount sufficient to
account for more than a small part of the increase in business
deposits. The total inflow of capital in the period is estimated
gt around $2,000,000,000, and it is believed that the great bulk of
this was for the account of foreigners.

There appears to be some evidence that the time deposits of
business concerns decreased slightly and this may have represented a
shift to demend deposits. This factor, however, appea#s to be of
minor significance in this period.

Finally, in view of the recovery movement and the extension of
time and instellment sales, it is doubtful whether the net indebted-
ness of individuals to corporations could have deelined in this
period. The contrary, rather, appears to be true. By the process
of elimination, thercfore, we arrive at the conclusion that the major
part of the indicated increasc in business deposits must be attributed
to the retention of receipts from seles of goods and services., It
is possible to push this stage of the analysis one step further.
Current receipts of business cover cosis and profits, 'if any. Since
labor and material costs, representing actual out-of-pocket expenditures,
increased in this period, it would appear that the increase in business
depogits is either & reflection of & failure to disburse money to
the full amount represented by such costs as taxes, depreciation,
bad debts, and loss on sale of capital assets, or to the full amount

represented by profits, or both.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

It will bc understood that in spesking of "business" the
generel average is had in mind. As noted above, many business
accounts declincd in this period. The trrde and scrvice group,
in perticular, showed little increuse. It is purhaps worth pointing
out that depreciation charges are relatively smaller in this group
than in most lincs of business, and inventorics arc heavier reletive
to fixed plant. Hence, o larger proportion of the costs represonts
neeessary out-of-pocket disbursements. Finally, it should be re-
callcd that what little evidence there is suggests that business
deposits increased no more rapidly than the deposits of other groups.

It would eppeer, therefere, that while business disbursements
for labor, meterials, and dividends were increesing in this period,
they did not incroase as rapldly as receipts from the sule of goods
and services. They incressed even less repidly then consumers!
expenditures plus current savings. This coes not mean that business
cxpenditures did not increose the national incoms in this period.

As we know, business expenditures actually increased. It cppeers
likely, howcver, thot while busginess disbursements increesed, the
impetus camc from e¢lsewhere. This point will be teken up later.

The indicated increcse in consumer deposits is both a rcflection
of expansive and restrictive developments. It is & reflection of an
cxpansive development in so far as it arose from & growth of consumcr
income. It is a reflection of a restrictive tendency in so far s

it represents o foilure te spend income.
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The same remarke apply to the increase in business deposits.
As we have secn, it is a rofloction of increasing sales, and itself
incrceased the liguidity of busincss. It also, however, roprescnts
a failurc to disbursc gross moncy income s rapidly as it was recelved.

. Significance of the Incrcease of Forcign Non-Bank Deposits

When we turn to the increase in foreign non-bank deposits, the
problum is not so much to ¢xplain the increasc as te cxplain why it
was no greater. The inflow of cupital from abroad in this puriod wu
somewhere in the neighborhood of $£2,000,000,000. Port of this is
attributeble to repatriction of Americon copitel; part is cccounted
for by an increcsce in forcign bank deposits in Americon bonks and a
decrease in Amcricon benk deposits nbrocd; puart mey be roprescntod
by foreign deposits of less thun the minimum-sized accounts listod in
this study. Even ofter meking cllowsnc: for these fuctors, howover,
it would appecr that o substinti:l sortion of cupital inflow on
forcign individucl account must still bo cccountced for. Appurcntly
the explenation is thet it went into sccuritics =nd th. dcposits
were diffuscd among consumers, busincss cnd holders of financial
deposits. Thus the inflow of copitol excrted cn influence toward
low intcrcest rates not only beccuse 1t guve risc to cxcess rescrves

but 2lso beczusce it reupresented an increase in the demond for sceur-

F. Significance of the Increcsce in Fincncir] Dieposits

Whet is the significence of the indiceted increosc in {inencinl

deposits in the intcrprotetion of business movements in this period?
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Threc mein foctors mey cccount for the increszse. Fincneinl deposits
mey be increased by current saving out of current income, by the
redemption of bonds «nd repayment of other .debts held by fincncial
institutions, or by the sale of securities by fincneial institutions.
They ere generally drawn down by the purchose of stocks, bonds, or
the making of loans by finencisl institutions.

The significance of the increcse in finuncial deposits depends
in lerge part on the couses of the increcse. If the increcsc is a
reflection of the non-utilizetion of purt of the current savings of
the community out of current income, the offect is definitely restrict-
ive. It meons thoet poart of the income of the community remains unspent
and the monetary circulation is to this extent diminishaod.

This stotement is sometimes guestioned. It is occasionally asserted
that an idle deposgit differs from an idle piece of currency, inasmuch
as the former is being "used" by o bank. The fallacy here is the
implicit szssuaotion that o buink cin spond the deposit of o customer.
Whet the benk con do is to use the cash or rescrve funas deposited
by a customer, which is an entircly different matter. The reserve
funds arising from the deposit of 2 check represcnt & corresponding
loss of rescrve funds on the part of the bank on which the check is
drawn. While onc benk is able to expaznd its loocns, another bank is

1
forced to contract._/ If this werc¢ not so, loans and deposits would
expand indefinitely.
1/ Vhen excess roscrves erc widely diffuscd, as ot present, nct
favorable or unfavorsble clcaring house balances may not result in

expansion und contraction of carning assets but mercly in a shift
of excess roscrves botween banks.
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The fallacy is perhaps cven more clearly indicated by imagining
& period when no checks are being written by customers of bonks on
their deposits with benks. Obvicusly, apaert from currcncey transfors,
there would be no monetary transactions of any kind. It follows,
thervfore, thet if part of current income is added to consumers! or
finaneicl deposits and is not spent on the purchase of consumers!
gosds, or the producticn of goods, the wet of saving has been abortive
and instcad of leading to the spending of an equal sum on capital
equipment, actually results in less production of geods then would

1/
otherwisc have occurred.

Similnrly, if the incrcasc in fincneiel deposits, i.e., deposits
held by financizl instituticns, is attributable to the retirement of
debt on the port of conpumers or busincss out of current income or
current receipts, the monetery circulation is to that extent decreased.
If, however, it arose frem the ropayment of debt out of funds that
would othervise not hive been used, the increasce would not be a reflec-
tion of & development restrictive to business azetivity.

It follows, thercfore, that whether the indicated increcse in
finzncial deposits wes o reflection of developments operating to
restroin the recovery movement depends upon whether it arose from
unspent current receipts or incone, ¢r whether it represented merely

a shift of deposits that would not otherwise heve becn used or the

;/ If current income is incrucsing this may not nean an absolute decroease
in precduction but only o lesscr inerease than would have taken olace had
no saving occurred.
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creation of deposits which woula not cthorwise have bceen brought
into existence. It is possible that « pert oif the increase in
finaneiul deposits mey be otiributed te the refinencing of nortgages
by Govirnment cgencies put the bulk of such rcfinencing tock the
form of «xchonges of Government guorcntced bonds rather then cash

for mortgzges. There is also sone indicatlon thet businegs 23

more A= i it incurredin this period, though not to an amcunt
comparable to the indicated increasc in finuncial deposits. Even
-allowing for these and other types of debt redenptions, it would
still appear thet at least part of the incrense in finencisl deposits
nust be attributed to some individucls!' fzilure to spend loerge sal-
aries, the fzilure of insurance compenies te invest insurcnce proaiunms,
and the follure of individucls cnd institutions to spond or invest
interest and aividends, In vicw of the cecline in the holdings of
marketable scenrities by business corporations it appesrs unlikely
that financisl deposits could have been incresscd in any substantial
enount by salos of sccouritics by the helders of such deposits. On
the contrary, it sppears probable that finocncicl institutions and
weelthy individurls purchased merketnble sccuritics on boloince fron
busincss anﬂ incividwls, Lifc inswsance compenics' holdings of the
seceuritics of non-public bedies inerursed by over $600 1illion from
December 1953 te Decamber 1935, despitc bona redemptions and the
tlnost complete chsence of new corporete issucs. One important source
of sales oppeers to heve criscen from the liquidation of sceurity lorns.hy ind
vicu
In the carlier prrt of this scetion it wes pointed out that
normally o port of the commumity's incoae is saved and possced bocek
into the production-consumption stre:m through the nedium of locns to
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producers ond consumers. In the period under discussion, however,
industry did not borrow on bzluance. In view of the low level of
building cctivity the borrouvings of consumers from savers con hardly
have amounted to u significant figure. Yet, despite the interruption
to the monetary stream arising from the failurc of industry and
concumers to borrow the current savings of the community, the
nationel income increceed,

G. _brogd Interprotstion of Business Develooments in +this 2criod

Leaving aside questions of motivetion ond concentroting upon
the chongoes in the monctery circulotion snd in the distribution of
balenees, the informetion at hond appeirs to suggest the following
brocd interpretetion of business developments in the period under
discussion.

Public bodics disburced funds which came in prrt from consumcr,
business wnd finonecial deposits, wnd in puet from duposits newly
crected by the binking system. Thesce disbursements verc prrtly for
refinwneing surposcs cnd meinly for purposcs which dirszctly increasca

the buying power of individucls. A previous study by Mr, Mortin

J.

Krost cnu the present writer indientod that the net setivity-incerecsing

o~

cxpunditures of th. Fuderel Government sumownted to $6,370,000,000

for tho oouriod Octobur 193%-Octobur 1925, This {ipurce wes obtiindd
by adding topgcther thosc cxpunditurcs of thoe Goverament which apoeered
to incroase sponcing rnd bucsiness ncetivity direetly and subtructing
tox reccipts {cxecot estote foxes) walch mirht be held to deereose

m

sponding ana businces : ctivity. The zetunl net cetivity-stimuls *ing Jigs -
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is doubtloes hi acr, sincc it is unlikely in this period that eclleetion
of corporate and personal income taxes decreased spenaing correspond-
ingly. To tnis figure, MOT'COVET should be added the net activity-
stimulating cxpenditures of all other public bodies.

Those funds disbursed by public bodies which went directly into
people’s incomes were probably used in large part to purchase goods
and scrvices, in pzrt used to liguidate past indebtedness and in part
"saved". Of the part saved, in turn, & portion was probably added to
demand deposit balances, @ portion to time deposits, and a portion went
into finoncial deposits via insurance compunics and purchases of stocks
and bonds. A part of the resulting increase in financial deposits was
again borrowad by public bodies and respent.

The larger portion of Government disbursements to individuals
which was spent directly for goods ana services wes in part disbursed
in turn by business in the procduction of more goods and scrvices,
in part uscd by business to liguidete indebtedness, and in part was
added to busincss balcnces. The same was doubtless truc in the case
of direct disbursements of public bodies for supplics and matericls,
Thus, busincss was able to «dd to its bclances, refrain from borrowing,
end at the scme time increase its production and its disbursements
to the factors of production.

This interpreototion of business developments is consistent with
(2) the indicated increase in consumer, bhusiness and finoneinl deposits,
(b) the increasc in the national income and procuction, and (c¢) the
failure of business to borrow znd epend the currcnt savings of the

commmity. The increase in deposits of all groups was medc possible
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in very large part by the borrowing and spending by public bodies

of newly created deposits. Business was able to increase both its

disbursements and its balances because ¢ substantial portion of the

income devoted to the purchase of the products and services of

business was not derived from the disbursements of businegs but from

those of public bodies. The failurs of business to borrow the current

savings of the coamunity did not have its normclly restraining effect,

since the current savings were in part borrowed by public bodies

and passed beck by them into the income stresm, and in part offset

by the Government borrowing and spenclng of newly created deposits.

The collection and spending of corporste and personcl income toxoes

and estate toxces by the Govermment resulted in pirt in o reduction

of idle balences rather thun o reduction of uxpenditures. A sub-

stanticl port of such toxes redrescnts funds thet woula otherwise

huve been scved and in the conditions previiling in this period it

ig extromely unlikely thot cdditional savings woulda have been borrowed
cnd/or spcat.

There uerce, of course, othur fuctors in the situation.  Thus,
there woas o ¢mnll cmount of borrowing of finuncicl doposits by con-
sumcrs to bulld new houses. Consumers, ag:in, mcy hove continucd
to usc up some of their pacst sovinges cnd moy hove extended their
purchascs by credit wdvenced by business or finence. Thoe increasc
in deposity crosc in port from gold tnd cilver inflows. We :re here,
however, coincerned with the berocd pilcture «nd it is difficult to
reconcile the verious observable fnets without placing heavy cmphasis
on the prrt ployed by public bodics in bringing . bout =n ilnereasc in
incomes nd cxponditurcs in the poried undur discussion.
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Unless we account for the cxcess of business sales over disburse-
ments in terms of the incrcose in incomes due to Government spending,
we will be forced to the view thut consumcrs not only spent all their
incomcs derived from business on the products of business, but, in
addition, drew down their balsnces and/or borrowed, and/or sold sceur—
ities to institutions or savers -- in short, that the savings of consuacrs
Tere o negative quantity ia this period. In view of (s)the dircet evidence
that Govirnment spending inercascd scme pursons' incomes and (b) the
indirect evidence of saving on the part of consumcrs, we are forced
tc reject the hypothesis that increased busincess disbursements con-
stituted the moin element in the rccovery movement. The assumption
that throughout all this period the fiscel policies of public bodics
were causing the income of the community to be in excess of the disburse-
ments of business to the factors of production, plus the payment of
taxes, appears to be nccessary to explein the concomitent increase in
censumption end savings.

The increased disbursements of business incrcascd incomes and the

o

demend for goods, but the increas«d disbursements were in response to

1

previous incrcases in demand. The process may be vicwed as (a) an
inercascd demand for the procucts of industry crising from the incomes
carned by the fretors of production, plus the incomes derived from
Government spending, and (b) o further incrcese in demand resulting
from the increcsed disburcements of business in rosponse to the

initiel increcse in domend. The wevelike movements of business were

doubtless due lurgely to inventory changes, but wo arc here concernecd

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

http://fraser.stlouisfed.

5
i

with the brosd upward movement. The contlauxtion of activity-
stimuleting expenditures of the Government wias necessary because

the initial impetus of Government spending gulckly lost its momentum
in the conditione preveiling in this period. 4 aortion of the recelpts
of both business snd consumers remcined unspent.

The preceding crogument has been coacerned .ith demonstrating
that the increcse in business deposits wes meinly attributeble to the
feilure on the part of business to disburce el its receints from
sales. Huoc business disbursed to the factors of prcuuction all its
redoigts from the sale of finul goods ana scrvices the nstional
income would have been incressced by wore then the amount indlested
by the increase in business deposits. Part of th. incressed dis-
bursements would hove returned to business in increxscd scles, been
redisbursed, and & further portion been respent on goods by incone
recipients, and so on. Tho smount by which the nrtionsl income would
have been additionally incre:scd in the two-yesr poriod depends on
the number oi times the zdditionul money would have completed the
oroduction-income-spending circle wnd the portion thet would heve been
unspent by incone reciplents cech time, Thus, in the period under
discussion it appewrs thet the recovery movement would have: biun norc
ropid than it was if business hed disburssd the full proceeds of its
sales #nd in addition hac secured snd spent finoneial deposits, Or,
aguin, incones :nd production would have inerezsed more repldly if
inconc recipients hod spent « lerger portion of thair incomes on con-
sumer goods. These ctetements have been uwde before. As & vesuld

of the present stuwiy, however, they ¢an be mede with nore zssurcnce,

org/
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The conclusicns arrived ot sbove should not be interpreted as
nuaning more than they state. They do not state, for ¢xemple, that
no reeovery would have been expericncod in the cbscnce of Government
socnding.  Whether business disbursemonts would have been grester or
less in these circumstances is a matter of opinion as regards business
notivetion. The motericl under discussion cen throw little light on

this problum.
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IX - Bearing of the Study on ibnetsry Problems in the Future.

A ~ Introduction

In the event of 2 continuance of the recovery movement until
relatively full employment is obtained what changes, if any, might
be expected to occur in the distribution of desosits? This problem
is of concern not only to individual bankers, but also to the Reserve
Administration. It bears upon the problem of the trend of interest
rates, upon the demand for bank credit, upon the distribution of
reserves and ecarning assets among banks, upon the volume of expend-
itures, upon the adequacy of the existing supply of money, and upon
the generzl problem of control.

B ~ Beecring on Trend of Interest Rotes

The present distribution of demund deposits indicates ¢ contin-
uance of low interest ratcs for some time to come. The volume of
fineneial deposits zppesars to be much in exeess of the normel re:uire-
ments of the holders, znd hence represents funds zveilable for invest-
@ment. From 1925 to 1931 the cash holdinss of reporting life insurance
companies approximated 0,8 percent of their assets, or sli _htly over
$100 zillion. A&t the end of 1925 thoy weountcd to 33 percent of their
essets, or over {750 million. Deposits of trusts administered by
national banks zppser, likewise, to be larger than normal, increasing
from 2.9 percent of trust assets in 1933 3o 3.8 porcsnt in 1935,

The same is nerhaps true of the deposits of wealthy imdividuals, thourh

nothinz is known of their customary size.
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Of more importance than the cxisting supply of deposits available
for investment is thoe probability that current saving will increase
as income increases. DBusiness and private borrowinss will have to
increase very substantially in order to absorb both current saving
and the supply of denosits available for investment built up in the
past few years.

C.~ Bearin> on Futurc Dewand for Bank Loans

The present distribution of deposits hage also some bearing upon
the probable demand for loans and, hence, on interest rates. The rapid
growth of business deposits indicatss thet considerable capital expendil-
tures could be undertzkon without recourse to borrowing. It is by no
means certain thsat business will reduce its deposits but at lesst it
seems reasonable to asswne that some reduction will occur before recourse

is had to borrowin: on a larss scale. That such deposits, by and
large, are in excess of current operating rouirsments as determined
by past experience is indicated by the fact that they appear to be
approximately as larze as they were in 1929, despite lower busincss
activity and a lower price level.

e

D,- Sserins op Adejuacy of dMomcy Supply

Tas distribution of doposgits has some reference to the adeluacy of
the existing money supply. The supply of sdjusted demand deposits and cur-
rency outside buanks was turned over approximatealy three tines a yesr to

income receivers in the yesars 1923-1929. The relation of this type of turn-

over, which is tecknically known as the incoms velocity of ioney, to the
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distribution of mouney is complex. Thooretically, a 2iven rate of
turnover could correspond with slmost eny distribution of money.
The relationship is determined by the percentage of their incomes
which individuals decide to hold in the form of money and the per-
ceutase of the value of their output which corporations decide to
hold in the form of money. This subjeect has been very little explored
).

a8 yet, and little ic known of the relationshin of money to receipts.-/
I, however, avers:: money balances of consumers beay & fairly definite
direct relation to their incomes and if incomes comtinue to increase,
it would follow that the morey holdinss of consumers would increase
above their presezt levels, That this process is cetually taking
place is perhaps indicated by the increase of 693,000,000 in net
demand deposits in membsr benks in places under 15,000, between June

o7

&/
1933 and June 1938, Althouzh ¢ part of suech deposits may belons to
larger corporations, the bulk of them must reprasent very small individual
business znd personal accounts,

In an earlier part of this roport svidence was cited to the sffect
that the demand deposits of consumers constituted a comparatively =mall
portion of the totel. If this is true it would follow thet a comparae-
tively large percentsge increase in consumers' deposits would not
constitute a large sbsolute inersese. The creat bulk of deposits dis-
burs=d by business and public bodies will, in other words, return to

business and financinl accounts. It is not to be expected, therefore,

;/’One of the objects of the WPA project in a numbar of closed banks,
being supervized by the Federal Reserve System, is to secure some
informetion on the relation of denposits to incomes iu the years
1988-1931.

2/ The same definition of net dewand deposits epplied on both dates.
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that in she event of continued recovery, aceoupanied by no further
expansion of money, business depogits will expericnce 2 significont
decline., Wh=t would decline under thess circumstsances would be the
ratio of business balsnces to the vmlue of output, whick is another
way of saying that the income or circular velocity of money will increunse.
There are, needless to say, a larze number of factors that affect both
the volume of business operations sud the omount of balence held by
business., The income veloecity of money, or tas balances-output ratio,
is merely o convenicnt wey of swmiarizin., the net resultant of hundrads
of "real" factors., If the income velocity incressed to ite 192%-1929
ranre, the existin_ supply of meney of about 30 billion would be com-
patible with a nantional incoms of botwosn $80 and $90 villion,

A discussion of the figure of national inconn that wight be
expected to correspond with relatively full employment cannot be
enterad upon here, It is, howsver, reluvent to the preszut study to
noint out that the nationel income corresnondin: with a given sunply
of money is dependont ou the relationshiy of woney to the value of output.

From 1923 to 1929 th= estimntcd averaze stock of money was noarly onc-
third of the estimuted value of snnuxl production, or, in other werds,
the income velocity was nearly 2. It follows, thorelors, that whether
the existine stock of money is deficient, adcruste, or cxecessive for
conditions of rc¢i - tively full erployaent depeads upon the value of
output that would correspond with full employaczt =ad the ratio between
the stock of money aand the value ol output that will be nrrived at.
It is to be expoeted that consumer domand deposits will inerease, and
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financial deposits and the deposits of public vodies will declinse as
recovery proceeds, The important cuestion, however, in deterwinin: the
adequacy of a _“iven supnly of money to correspond vith a «~iven nutionsl
income is the probable relationship betws2es business deposits and the
value of output, since thz bulk of demend denozits appesr normelly

to be held by business., There are some srounds for believins that
business may maintain 8 hi her ratio of demend denosits to output then
in the past, bucause of th@ incransed cmphasis on li:uidity roesulting
from the depression, and the lossencd attractivensss snd availebility
of other types of licuid assets. Fusiness call losus to broksrs are

no longer permitted. There are incrsoesed restiictions on time denosits
end banks sro reluctont to secept larzo cornmorate time depozits when
short-teri interest rates =re very low. If, bowever, shori-term
interest rates rise as recovery procasds, whichi apponrs proboble, time

deposits #nd govormzealt securitics will become wors attractive relative

<t
]
ol

to demand deposdi 18 sources of li uidity. There srs, of coursc, many
other factors tact will affeet both the volue of output «md the sizc
of balanecss held.

E., Poassible Geographic Chen-es in Distribution of
Daig:pd Denogits

If consumicrs' balznces incrcnse nnd finnzcisl deposits decline,

as uppsors nossihle, the seorgrashic distrivution of desosits would
be affected. Smeller benks and banks ip smaller urben nlaces would

zaln deposits at tae exrensz of meiropolitsu banks, This would not

only affect the nosition of individual banks dbut it buers also on the

.org/
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oroblem of monctury control, A shift of deposits from bunks required
to hold high reserves against deposits, to banks required to hold
lover reserves, would relecse some reserves for further expansion,

On the other hand, by resulting in & loss of reserves to metropolitzn
benks, it would have & tendency to tighten the money market through
vhich monetary control customarily operztes.

¥. Bearing on sn Outvard fapital Movement

In the previous sesction the probability that 2 substantisl
portion of the inflo: of eapitul went into securities woe mentioned.

The significance of this fact, if true, with reference to future

problems is that a reverse Jflow of cepital resulting in gold outflows
would cnteil tso distinct fypes of liguidation. One would be by the
foreign holders gelling sceurities snd tihie othor by benks losing tho
depogits that ere converted into pola., Assuming no uvXxcess reserves
and a disinclination to mske up & loass of rescrves by borrowing from
the reserve beoalks, benks suflering e loss of ceposits would sell

securities and c¢all loerns., If forcigners' belences in this country

were azid in the form of cash, only the lather tyse of liguidstion

.4

sould arise ns o result of s outficy of cepitel in the form of gol
I (=)

o

.

- The Neeossity of Inercascea Privetc
Borroyings 28 Public Borrowinegs Pecline

In the previous section grovnds were advenced in support of
N € A
the vicw thet zublic bodivs, in borroving snd soending eristing

financliel =nd nev desopiti, were pertoraing the wonetery function
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customarily performed by srivate borrowers in cnsuring that the
current savings of the commimity -er: not withdrawn
from the monctery cireulstion., The fiscal policies of public
bodice wore invoked to cxolain the growth of dedosits cnd the
nosuibility of recovery orocecding despite the fact that buginess
apoearced to be cisbursing less than its current reccipts from
final sales to consumcrs end to be refraining from borrowing. The
question naturslly arises as to what conditions ¢re nccessary for
the contirusrnce of a rccovery movement in the ovent that the net
activity-stimulating expenditures of public bodies becsme zero or
a negotive guantity.,
It secms & ressoreble rosumdtion that consumer bhalsncos oill

increzse if incomes incresse, =nd it is cortein thet consumers will

ﬂ)

also continue to save o portion of their incomes in the {orm of
insurance payments, savings deposits, aud purchascs of stocks and

boads,
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nercesc, It would anpear nccessary
for the cxcose of Tusiness disburscments to income reccivers over
thelr receinis from the snle of fincl goods slso to increesse snd to
excecd current savings i the nntionrl income is to increase. Such
an oxcess could arise from cooitcl wipenditures, or with less permen-
ent effeets, from incressed inventorics. In the cbsenc: of public
borroving the excess of disbursements will have to be financed
moinly through busincss vorrowing, sursonsl borroving, end the seolu
of new stock issucs., It is, of course, possiblc for the recovery

novement to continve without publie oy private borroving or new
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stock issues, rovided businese is propared to disposc of its
merketable sceuritics end to drow domm existing bulonces, It will

he reeslled thet an incresse in business disbursements mey be

exoceted to incrocse the nationsl income by more than the initicl
decreasc in business deposits. It is to be expucted that the

ratio between business brlences end the value of output wwill decline,
It is unlikely, however, thet Lusiness dsposits will decline rbsolutely,

as would be nuceasssrry for & continued increcese in the nstionzl inconc

Y

if concumer dooosits rnd financicl donoesits continued to incercasse =nd

no nctr moncy oo crunted, Sincs bBorrouing or ner stock issucs wre

]

customerily underteken for expansion of wlant cnd buildiing rather

thern for meintenence or currsnt production, we srrive ot the fomilicr
soint thet, in the thsence of Governmont ncetivity-stimulsting oxpend-
itures, -n incrosse In cogitel erpenditures is ncecessery for ¢ growth

in the nstione i production ~nd income.

H - Goverrment fincncing

4 finel guestion which the inguiry helps te snsuver has to do

with the depencence of the Govsrament on thoe brnks in finsncing its
deficit., If »o  _xelude the retirciment of bonds Lesring the note
cirewlstion privilege oy the use of pert of the gold profit,¥edersl Govt.

-

debt inercased by €.4 biilion in the

0y
o i

.

xriod under considerstion. HMomber

Im

bank holdings, #grin excludingz the retivement of the cireulstinn privi-

lege bonds, incresscl 4 billion. lloldings of other finsncicl wnd

buginess institutions rnd individuels inererzed .4 billion.
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Since fincncial deposits apparently increased so substantially in
this period it is evident that = larger portion of Government bonds
could hzve been absorbed by non-benkers, This point must be treasted
with caution. The fzet thet financisl deposits increased does not
mesn thet business development would hasve been the seme if public
bodies had not borrowed in part from bsnks. For one thing, the

rate of interest would probebly have been somewhat higher. For
snother, part of the increcse in {inencisl deposits arose from the
nev deposits created by banks' purchases of securities of public
bodies. It would zpoear, however, that a2t prosent the Government
would cxperience little difficulty in financing its requirements if
member bsnks oossessed no excess reserves end all new issues were
ultimetely distributed to non-bankers. It would have to poy more

on short-term issues but, in view of the lurge amount of finenciel
deposits, the increasing volwe of saving and the low level of private
demend for new cepitrl, it would seem unlikely that the long-term

yields on Government sccurities would risc significently.
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X~ Summary of Findings

1. The proportion of deposits covered by the study

The 9,188 lurge identical demand deposit accounts reported in
the study amounted to 29.2 percent of the total unclassified demand
deposits of member benks on October 25, 1933, They accounted for
$1,850,000,000 or 9.2 percent of the incresse in unclassified
demznd deposits of member banks between October 25, 1933 end
November 1, 1935, Totel deposits reported on October 25, 1933
amounted to 44 percent of 211 corporste cesh holdings (exclusive
of benking) reported on December 31, 1933, and to 58.4 percent of
©11 unclasgified deyosits of member benks which werc over $50,000
on October 25, 1933. It will be scen, therefore, that the coverage
of both total unclassified demend deposits znd of large deposits
obtaincd hy this study waes compnratively high despite the small
number of =accounts reported,

o

2. The distribution of totel demand dedosits of sll banks

smong cconomic sroups in 1933

As closely as csn be estimated, business corporatious held
29 percent; finsneisl corporations, trust depsrtments, end wenlthy
individuals held =t least ll% percent; public bodiecs held 13 percent;
some 46 pcercent was held by unincorporated busincsses and individusls.
The informetion on the size-distribution of =ccounts suggests that
the bulk of the 46 percent of demend deposits thet were unclassified

belonged to unincorporated businesses and wealthy individuals.
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3. The pgeograchic. . distribution of demand deposits in 1933,

Adjusted non-Government demand deposits of member banks on
October 25, 1933 were distributed approximately as follows: New
York «nd Chicago, 45.7 percent; Reserve City banks, 31.6 percent;
fcountry" banks, 22.7 percent. On October 4, 1929, 34.6 percont
of the sdjusted demsnd devosits were in New York end Chicago,
21.6 percent werc in rescrve city banks, and 33.3 percent were in
"country" benks,

4, Changes in the geonomic distribution of demznd deposits

from 1833 to 1935,

The 5,588 identicel large business demand deposits reported
increcsed $881,000,000, or 40 percent. The 3,014 identicel lorge
finencisl demond deposits reported incressed §714,000,000, or 59
percent., The ddentical lerge demend sccounts of manufacturcrs, public
utilities, railronds, insursnce companics, ctc., ~nd individuels,
increasged at cporoximetcly the seme rote (38% - 48%). Accounts in
the trade ond scrviec group shoved o much smeller increase (18%),
end deposits of the benks!' own trust deportments @ very much greater
percentege incercase (240%). Both identicel demand deposits covered
in this study ¢nd totsl individusl demand deposits in member benks
incrcased 46 percent betwoen October 28, 1933 end November 1, 1935,

In view of (&) the correspondence of the increzsc of lerge
identicel cecounts with the incruesc of totel individusl demsnd
deposits of member banks in this period; (b) the wniformity of the

incresse in five dmportant groups; ¢nd (c¢) the very slight chenge
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in the distribution of demand deposits by size of city, little
change in the percentage economic distribution of deposits between
the two dates is indicated. All groups appear to have participated
in the expension of demend deposits brought sbout by Government
finencing end inflows of gold. Information bearing on this point,
howrever, does not permit this statement to be made with certainty.

5. The diversity of movement of demand depogits within the

various grouns,

The group totals conceel wide diversity of movement :/ithin the
groups between the two dates., Out of 3,113 accounts, 3,160 declined
to an aggregate amount of 777 millions. This suggesis the absence
of foreces affecting all zccounts in & uniform manner.

6. Probzble chenges in the distribution of demand deposits that

may be cxosected to occur with continued recovery.

There are some grounds for believing that consumer deposits would
expend relatively to husiness end financial deposits; and that finan-
cisl deposits »ould decline both relatively and absolutely. This
wiould probably ¢nteil e chsnge in the distribution of deposits by size
of city. The movement of business deposits, in the event of continued
recovery, is difficult to forecast because of & number of new clements

in the situstion, but it is unlikely thet they will deeline,

7. The proximate couse of the increase in business accounts.

By & process of eliminstion it eppears proboble that the inerease
in business deposits mey be stiributed to the retontion of receipts
from the sale of final goods ¢nd services. Huch receipts represent

either costs that did not result in immediate cash disbursements,such as
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depreciation or provision for future taxes, or profits that were
not distributed.

8, The significance of the increase in business accounts

(a) Insofar as it arose from the retention of a portion of
the receipts from the sale of final goods and services, it repre-
sented an excess of payments EEEE the factors of production over business
disbursements to the factors of production. The growth of business
disbursements and natiocnal income and production under these circum-
stances, points to the importance of the income-increasing expendi-
tures of public bodies in this period., In normally prosperous times
the disbursements by business to the factors of production exceed
the receipts from final sales to consumers, because a substantial
part of the expenditures arise from plant extensions,

(b} Insofar as corporations improved their liquid position
and increased their holdings of demand deposits more than was necessi-
tated by increased production, they possess funds acailable for
increased plant and inventory expenditures. This indicates less
future demand for bank credit and other loans to finance increased
output than would have been the case had corporations not experienced
50 large an increase in their holdings of cash.

{c) Insofar as (b) is valid, the increase in business deposits

represents a factor making for continuance of low interest rates.

3. The significance of the increase in finencial deposits

{a) The increase may be attributed to an excess of bond

redemptions over new bonds or sales of securities, or to an excess
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of saving out of current income over investment., It is believed
that a substantial portion represented saving that was not as yet
respent. The increase, therefore, reflected a development which
was operating to restrain the raecovery movement.

(b) The increase in financial deposits indicates that the
borrowings of public bodies did not absorb all the deposits becoming
available for investment.

(¢} Both the percentage increase and the present large holdings
of financial deposits indicate that the Government could finance
its present requirements at little advance in rates if member banks
possessed no excess reserves and all new issues were ultimately
distributed to non~bankers, In addition to the current volume of
saving, large financial deposits covered by the present study alone
amounted to $2,000,000,000 on November 1, 1935.

{d) The increase of financial deposits in this period indicates
the necessity of increased private borrowings and/or new stock issues,
when and as public borrowings decline, if the national income is to
increase.

(e) The increase of financial deposits reflacts a4 factor

making for continued ease in interest rates.

10. The significance of the indicated decline in identical

and total large time deposits batwcen 1933 and 1935

(2) In the first placas, it indicates that the increase of
$1.7 billion in thz category of "other time deposits" of member banks

between October 1933 and November 1935 was attributable to the
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inecrease in smaller accounts, and probably represented in large
part current saving out of income., Insofar as this resulted merely
in a change in the composition of deposits and not in additional
earning assets of banks, it was a reflection of forces operating
to restrain the raecovery movement., It represcented income that
was not respent.

{b) The relative smallness of large time accounts is doubtless
attributable to the reluctance of banks to accept such deposits
in the conditions of low short-term interest rates prevailing in
this period .

(¢) The relative smallness of large time deposit accounts
suggests that the great bulk of the reported cash holdings of cor-

porations consist of demand deposits,

11. The significance of the increasc in non-bank foreign

depesits,

In view of the estimated inflow of capitel in 1934-1935 of
approximately $2,000,000,000, the smallness of the zbsolute increase
in both foreign individual and foreign bank deposits in American
banks indicates that a substontial portion of the capitnl inflow
went into American securities, A withdrawsnl of the capital might,

therefore, entail two types of liquidation.

12. Is the indiecated heavy concentration of accounts in a few

large banks a source of danger to those banks?

In general, in the 98 banks in the study, the higher the percent-
age of large deposits to total deposits, the higher the psrcentage
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of liquid assets to totel assets. Moreover, in most banks, the
absclute amount of liquid assets exceeded the sum of the large
deposits reported.

13. Current information on the distribution of deposits

would aid in understanding and interpreting current econcmic davelop-

ments.

The findings of the present exploratory study suggest that such
information would be helpful. Information on current movements
of business and financial deposits wculd be particularly helpful
in supplementing information on borrowings, redemptions, etc., and
woeuld throw light upon cert=in factors bearing upon the immediate

future trend of interest rates.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis





