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DEMAND DEPOSIT BEHAVIOR PRIOR TO SUSPENSION IN A SELECTED GROUP OF BANKS
ANALYSIS BY TYPE OF DEPOSIT HOLDER

The March 1939 Federal Reserve Bulletin presented a preliminary anale
ysis of data recently made available by a Works Progress Administration
study of the records of a group of banks suspended in the period 1930-1933,
The data introduesed there suggested that large demand deposits exhibited
a greater instability than small demand deposits., Moreover, the percentage
reduction of balances in the period prior to suspension became consistently
greater as the size of the account increased.

The present discussion classifies similar statistical material by
type of holder., .This classification has a twofold purpose, The first is
to discover whether or not there exist significant variations in the pre-
suspension behavior of the deposits of different types of holders. The
second objective is an exploration of the possibility that the variations
observed in the behavior of deposits of different sizes are mere reflec-
tions of more significant differences in the behavior of deposits owned by
different types of deposit holders.

Deposit reduotions were measured from a base date to date of suspene
sions, The base dates selected were dates on which banks suspended at

different times had not yet experienced serious deposit withdrawals, For the
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nine banks suspended before June 30, 1931, the base date is June 30, 1928,
Tho base date is June 30, 1931 for tho fifty-oight banks suspended there-
after, In the following pages, doposit balances on the baso date aro re-
ferred to as "normal" balances and the composition of total doposits on
the basc date is roferred to as the "normal" composition, In this article,
interbank doposits are troatod as a part of total demand doposits,

The results of tho investigation may be summarizod as follows:

1, Withdrawels from business accounts comprised &the lergost single
item in presusponsion domand deposit reduotions, accounting for 42% of
tho total, Tho contribution of business balances to presusponsion deposit
roductions was somowhat greetor then their "normel™ contribution to the
composition of total deposits (38,4%), The prosuspension reduction of
business doposits representod 48% of "normal" busincss balences,

2, Interbank withdrawals were second in importance, comprising 25.9%
of the total presuspension decline in demand deposits, * The substantial
contribution of interbank withdrewels to deposit losses can be explaine&
by the oxtreme instability of this class of accounts, Interbank deposits
decreased 59,6% of their "normal" level, & percentage decline considerably
in excess of those shown by personal domand doposits, business demend de~
posits, of public funds,

3, Porsonal deposits contributed 12,9% of tho total docrease in de-

mand deposits, slightly less than their share (13,3%) in the composition
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of toteal demand deposits, The prosuspension reduction of persontl de=-
posits represented 42.,6% of "normal" personal balances. Personal ac-
oounts are less steble than business acocounts of comperablc size but
because personal dbhdlances are predominantly small balances, personeal
accounts as & whole are more stable than business accounts as & wholo,

4. In general, variatlons distinguishable in the behavior of de~
posits of different holders are distinotly less pronounced than those
discovered in deposits of different sizes, The same goneral differences
in the behavior of aoccounts of different sizes appoar in tho data clas~
sificd by type of holder ems in the data for all types of holders,

6. Comparisons of the prosuspension behavior of deposits owned by
holders engaged in different types of business show relatively minor
differences., There appears to be no consistont tendendy for withdrewels
of certein types of business demand deposits to exceed others.

Limitations of the Data

The figures presented in this disoussion have been drawn from a
group of sixty-seven modium sized banks, suspended during the period
Novembor 1930 to March 1933. The size and location of these banks are
described in the March 1939 Bulletin, pege 179. As the prosent analysis
consists of a reclassifioation of the same baslc deta, it 1s subject to
similar statistical qualifications, It should be notod that the figures

for the percentage composition of deposits in this article are based on
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"Totel domand deposits, inclusive of interbank", The catogory "Miseol-
laneous demand deposits" inoludes fraternal, chariteble, inactive, un-
listed, unidentificd and other nonpersonal deposits as well as certif-
ieates of deposit, The largest component of miscollancous demand deposits
is unidentified deposits, that is, deposits whose ownership could not be
definitely assigned either to a business concern or to & person using the
account primerily for nonbusiness transections. It is probable that the
bulk of those deposits are personal balances,

Tho Allocation of the Presusponsion Decrease in Deposits

The figures shown in Table 1 indicate the sxtent to which the with~
drawal of differont classes of deposit holders contributed to the total
dooroaso in deposits, The ocontribution of public funds to the total
withdrawal was not large in any group of banks, although the bohsvior of
these deposits wes somewhat irregular, showing inoreases in banks susponde
ing bofore the end of 1931 and making a small contribution to the total
reduction of deposits in banks suspended later, Personal and business
deposit reductions wore rosponsible for more thean half (54,9%) of all
deposit losses, and the bulk of these were withdrawals of business deposits
(42%). The major part of business withdrawals in turn wes attributaeble
to the larger accounts; thoso in oxcess of §5,000 being responsible for
37% of the total deposit reduction, Interbank withdrawals represent

25.9% of the total decline, a share considorably greator than that of
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Table 1

ALLOCATION OF THE DECREASE
IN TOTAL DEPOSITS BETWEEN BASE DATEL/ AND DATE OF SUSPENSION
BY TYPE OF HOLDER

9 banks 14 banks 44 banks
- 67 suspended suspended suspended
Type of holder sample before between after

banks |June 30, 19Z1| June 30, and December 31, 1931
December 31, 1931

Total decrease in demand
deposits, inclusive of

interbank 100.0 100.0 100.0 100.0
Public funds 4.3 2/ g/ 8.6
Interbenk deposits 25.9 13,6 42.9 25.2
Miscellencqus demand
depositsx/. 14.9 31.9 9.2 12.8
Personal and business 54.9 69.4 48.4 53.4
Personal 12.9 16.6 10.7 12.6
Business 42.0 52.8 37.7 40.8
Less than $5,000:
Personal "01 901 309 7.3
Business 5.0 1.9 Le9 6.0
$5,000 and over:
Personel 5.8 7.5 6,8 5.3
Business 37.0 50,9 34.8 34,8

1
‘/June 30, 1931 for benks suspended after that date; June 30, 1928 for those sus-
pended earlier. For & fuller explanation see p.

E/Increase
g/!raternal, charitable, other non-personal, inactive, unlisted, unidentified, end
certificates of deposit
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all personal accounts, Business and interbank deposits together acocount
for about two-~thirds of the total reduction of deposits,

The contribution of & class of deposits to the total deposit decline
depends upon two factors. The first is the importence of the class in
the original composition of totael deposits. Clearly any class represente
ing e very large share of a bank's total deposits may be responsible for
substantiel deposit reductions even though the accounts in this class ero
less heavily drawn upon then othor accounts. The second fector is tho
stability of the accounts in the class, It is epparent thet eny group of
accounts showing exceptional instability in timos of stross may exerciseo
an influence on doposit lossds of substentially groater importance than
its contribution to the original composition of total deposits.,

In Teble 2, tho composition of total deposits is compared with the
composition of the doposit docline. Intorbank deposits constituted about
one-fifth of all deposits, but accounted for about onec-fourth of deposit
reduction. Personal deposits accounted for slightly loss then their pro-
portionate share of the doposit decline, The revorse was truwe of business
doposits., If personel and busincss deposits arc divided into comparable
sizo groups, it becomos clear that size is a factor of sufficiocnt importance
in doposit reduction to obscurc tho variations botwoon groups of doposits
having'differont sige compositions, Withdrawals from business accounts

undor $5,000 roprosonted only 5% of the totel deposit roduction, although
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Table 2

ALLOCATION OF TEE DECREASE
IN DEMAND DEPOSITS BETWEEN BASE DATE AND SUSPENSION IN ALL SAMPLE BANKS

BY TYPE OF HOLDER

Type of holder

Percentage composition
of the decrease in
~ demand deposits

Percentage composition
of total
demand deposits
on base date

Total demand deposits,
inclusive of interbank

Public funds ,

Interbank depisits

Miscellaneous.fdemand
deposits

Personal and business

Personal
Business

Less than $5,000:
Personal
Business

$5,000 and over:
Personal
Business

100.0

4.3
25.9

14.9
54,9

12.9
42.0

EJ'!\I
(o o

S o
(o]

szraternal, charitable, other non-personal, inactive, unlisted, unidenti-
fied, and certificates of deposit.
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these mccounts constituted 9,3% of total deposits on tho base dete, ' Cor-
responding figures for perscnal acoounts are 7.1% end 9.3%. In tho ocase
of accounts of $5,000 and ovor, both business and perspnal accounts showed
withdrawals representing e larger share of total doposit losses than thoir
originel contribution to total deposits. Large business accounts repre-
sonted 29.1% of total deposits, but had a substentially greater share in
deposit reduction (37%), Large personal accounte oonstituted only 4% of
all deposite, but were responsible for 5,8% of all deposit losses.

Table 3 measures directly the presuspension instability of deposits
owned by different types of helders. The decrease in deposits between
base date eand date of suspension is meesured as a percentage of the de-
posits in each class on £he base dats. ansidering all seample banks,
total demand deposits, inclusive of interbank, decreesed 43,9%. Over the
entire peried, interbenk deposits exhibit considerably greater percentage
reductions than personal or business deposits or public funds; in the
case of banks suspending during the last six months of 1931 more than
five~-sixths of the normal balences in this class of accounts were with-
drawn before suspension, Personal aocounts are consistently less stable
than business accounts of comparable size, but business balances are pre-
dominantly large balances end thus business escounts as a whole ere less
stable then personal acoounts as a whole. The percentage reductions in
personel ascounts exceod those of business accounts in the case of ac-

counts undor $5,000 as woll as in the case of accounts of $5,000 and over,
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Table 3

PERCENTAGE CHANGES IN DEMAND DEPOSIT BALANCES BETWEEN BASE DATE AND DATE OF SUSPENSION
BY TYPE OF HOLDER

9 banks 14 banks 44 banks
67 suspended suspended suspended
Type of holder sample before between after
banks June 30, 1931 June 30, end December 31, 1831
December 31, 1931

Total demand deposits,

inclusive of interbank -43,9 -35,6 =38.9 -47,0
Public funds -17.8 +80.,4 4242 -34,5
Interbank deposits =59.6 «21.1 ~84,5 -60.9
& Miscellaneoys demand
' depositals -35,0 -56.3 -17.5 -33.4
Personal and business -46.6 =44 ,2 37,1 ~49,.3
Business -48,0 =45 .4 -38,9 -50,6
Less than $5,000:
Personal -33.4 ~30,3 -18,0 =37.3
Business -23,.8 -8,7 -10,9 -29,8
$5,000 and over:
Personal -64.5 -69,7 57,2 «65,0
Business -55.7 -54 .0 ~49,4 -57.6

1
‘/;raternal, charitable, other non-persmal, inactive, unlisted, umidentified, and cer-
tificetes of deposit
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Table 4 presonts & moro detelled comparison of the behavior of busi-
ness and personal deposits of differont sizes. Tho presuspension deorcase
in personal deposits execoods tho decline in business doposits in sach size
clase shown, but the oxcess is cloarly of a different order of megnitude
than the difference in veriation of large and smnll deposits,

Coertain clesses of accounts show significant variations of bohavior
in banks suspended during difforont periods, Both public funds and small
business doposits oxhibit a tendonoy toward inorocasingly hsavy withdrewals
over the period, Although the contrast in the behavior of small business
accounts and large businpss accounts is marked throughout the poriod, the
rato of reduction in accounts of leas than $5,000 moro closely approachcs
the rate of roduction in largor businoss accounts in banks susponded after
tho ond of 1931 than in banks suspended ocarlier, Increasingly heoavy withe
drawals of public funds and small business doposits mmy rofloct the widen-
ing spread of apprechension from the middloc of 1931 until tho Banking Holi-
day,

Bohevior of Business Demend Doposits Classified by Type of Businoss

In Table &, business domand doposits are groupod according to the
type of business in which their holdors arc engagod. Similar tabulations
are mado for accounts loss then $5,000 (Tablc 6) snd for accounts of
$5,000 and ovor (Table 7)., Tho difforences in tho percontagoe roductions
shown appoar to be too small to justify statomont thet some types of

business accounts arc morc unstablo than othors. Such differonces as
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Table 4

PFRCENTAGE CHANGES
IN BUSINESS AND PERSONAL DEMAND DEPOSITS BETWEEN BASE DATE AND SUSPENSION
BY SIZE OF ACCOUNT

67 Sample Banks

Size of Deposit on Base Date

Busincss Personal
Less than $500 +11.1 -13.4
500 - 999 -19.9 -38.9
1,000 - 2,499 -27.6 ~46.4
2,500 - 4,999 -36.6 -53,8
5,000 - 9,999 -40.3 -59.2
10,000 - 24,999 -50.,0 -62.5
25,000 - 49,999 ~53.0 (
50,000 - 99,999 -60.4 E-vo.a
100,000 ~ and over -66.7 é
Total ~48.0 -42,6
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Table 5

PERCENTAGE CHANGES
IN DEMAND DEPOSIT BALANCES BETWEEN BASE DATE AND DATE OF SUSPENSION

BY TYPE OF BUSINESS

Accounts of &ll sizes

9 banks 14 banks 44 banks
67 suspended suspended suspended
Type of business sample before between after
banks {June 30, 1931 June 30, and December 31, 1931
December 31, 1931
All business demend
deposits -48,0 -45.4 ~38.9 -50.6
Manufacturing and
mining ~81.1 -47.2 -37.4 -54.9
Building =and construc-
tion -57.8 -58.8 -53.3 -59.2
Transportation, public v
utilities, ete. -44,3 -49.7 -28.4 ~43.4
Automobile distribu-~
tion snd related
services -53.6 -54.3 -23.0 -57.4
Trade and service -40.9 -34.0 -31.6 -~44.,9
Financial -50,3 -44,8 -55.6 -50.1
Other, including
agriculture
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Table 6

PERCENTAGE CHANGES
IN DEMAND DEPOSIT BALANCES BETWEEN BASE DATE AND DATE OF SUSPENSION
BY TYPE OF BUSINESS

Accounts of less than $5,000

9 banks 14 banks 44 banks
67 suspended suspended suspended
Type of business sample before between after
banks |June 30, 1931 June 30, and December 31, 1931
: December 31, 1931
All business demand
deposits -23.8 -8,7 -10.9 -29.8
Manufacturing and
mining +54,1
Building end construc-
tion -29.7 -60.4 +18.7 «31.5
Transportation, public
utilities, etc. +15.6 +30.9 -6,0 +17.3
Automobile distribu-
tion and related
services -39.4 -21.8 -8,8 ~-47.8
Trade and service -28.8 -15.4 -16.0 -34.7
Financial -15.2 ~30.0 -2.1 -14.5
Other, including
agriculture
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Table 7

PERCENTAGE CHANGES
IN DEMAND DEPOSIT BALANCES BETWEEN BASE DATE AND DATE OF SUSPENSION
BY TYPE OF BUSINESS

Accounts of $5,000 and over
9 banks 14 bvanks 44 banks
67 suspended suspeonded suspended
Type of business sample before between after
banks |June 30, 1931} June 30, and December 31, 1931
December 31, 1931 .
All business demand
deposits -55.7 -54.0 ~49,.4 -57.5
Manufacturing and
mining -57.5
Building and construc-
tion -68.7 -57.6 -67.4 ~70.8
Transportation, publie
utilities, etc. -48.2 -51.7 -31.6 -48.1
Automobile distribu-
tion and related
services -66.1 ~76,1 -46.8 -65.7
Trade and service -49.4 ~-45.2 ~42.5 ~52.2
Finenciel -59.0 -49.1 -66.9 -59.1
Other, including
agriculture ~-76.8
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exist becomo less as the number of banks considered is onlarged. Moro-
ovor, no singlec businoss class consistontly outranks othor classes in
tho percontage of its "normal" balance withdrawn prior to suspension,

Chart 1 compares the veriations in presusponsion roductions of do-
posits of difforont sizes and those of differont typos of businoss., The
data plottod in the bar diagrams on tho left of this chart werc prosented
in Taeble 6, p. 181, in the March 1939 Fodoral Resorve Bullotin, Tho dia-
grems on the right are plotted from figures presentod in Table 5,  The
bars on the right have boon renkod in acoordance with the soverity of the
doposit roductions of differont types of businoss holdors when all banks
end sizes of accounts arc ineluded. The summary bar preceding tho size
of account diagrems is bascd on the percentage roductions in total domand
doposits; the bar proceding tho types of businecss diagrams is basod on
total businoss demand doposits; both sots of besic figuros exclude intor-
bank deposits.

The chart illustrates tho markod contrast both in the extent and the
consistenocy of variation in deposit behavior, The diagrems mcasuring
variations in presusponsion reductions in deposits by sizo of account ox~
hibit & clearly discorniblo trond of the porcontage réduotion to inecrcasc

as tho size of tho account bocomos groator,l/ This trond bscomos more reg-

l/ The figures for classes of accounts whore incroasos in balences aro
shown becauso of tochniocal roamsons aroc not charted. For e fuller
oxplanation sce March 1939 Foderal Roscorve Bulletin, p, 182,
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ular as the numbor of banks considored is increasod.

Businoss deposits, whon classified by types of business, show no such
distinet varlation, Tho arbitrary ranking shown by the bars based on data
derived from all the banks in the semplo is not followed by tho data
dorived from eny of the soparato groups of benks, classificd according to
date of suspension. It 1s notoworthy also that the extent of tho divérgenoe
botweon types of business decreeses merkodly as the number of banks in the

groups oconsidered increasos,
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