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FOREWORD
by

LAUCHLIN CURRIE
Director of the Project

The analysis of the data made available by a Works Progress
Administration study of the records of a group of banks that were sus-
pended in the period 1930-1933 has now reached the point where it is
possible to present from time to time preliminary reports of various
aspects of the study. The present is the first of a series of such re-
ports prepared by Mr. Krost. It deals with the loss of deposits exper-
ienced by banks in the months prior to suspension.

This aspect 0f the broad problem of bank liquidity has been
almost completely neglected for the reason that up to now virtually no
information has been aveilable on the bshavior of deposits by type and
size of account. This, and the succeeding reports, will help to repair
this neglect. According to present plens this report will constitute
Chapter Four of Part IIX of the General Study.

The project &s a whole was made possible through the cooper-
ation of many agencies and individuals. The Comptroller of the Curren-
cy and various state banking supervisory asuthorities granted access to
records, and their receivers provided accommodation for workers; the
Works Progress Administration financed the study; the Board of Gover-
nors and the Reserve banks contributed the services of the supervisory
staff. Individual acknowledgements will be made when the reports are

made public.
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DEPOSIT LOSSES EXPERIENCED BY BANKS IMMEDIATELY BEFORE SUSPENSION

An Analysis by Tvpe of Deposit and Size of Account

by
Mertin Krost

The results presented in the following pages may be summar-
ized as follows:

1. From the time that serious deposit losses began until
the date on which they suspended, the semple benks included in the
survey sustained an average loss of zlmost 40% of their deposits. 1Inm
most of the benks demand deposits showed somewhat larger percentage
reductions than time deposits, while interbenk deposits showed much
sharper reductions than either demand or time. The share of the total
loss of deposits attributable to demand deposits was somewhat larger
than the percentage of demand deposits to total deposits before seri-
ous losses began to occur; time deposits were a less important factor
in the loss of deposits than they had previously been in the banks®
totel deposit holdings; while interbank deposits were a much more im-

portant factor in the loss of deposits than might have been expected

on the basis of their share in total deposits.

2. A decrease of 70% took place in the balances of demand
deposit accounts of $100,000 and over. The magnitude of the percent-
age decrease in balances tended to dccrease in each successively

smaller size class, and became negligible in sccounts of less than
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$200. Large demand deposits werec a very important factor in the loss
of deposits both because of their importance as a factor in total de-
posits and because they were reduced much more sharply than smaller
deposits., In the semple group of banks as a whole, reductions in the
balances of accounts of $25,000 snd over accounted for 43% of the to-
tal loss of demand deposits, although demand deposite of this size ac-
counted for only 28% of the total demand deposits on the date from
which losses were measured. Accounts of this size were reduced 64%,
as contrasted with a reduction of 40% in total demand deposits, end &
reduction of 6% in the belances of accounts of less than $500. 1In
one bank which experienced losses of $6,540,000 in demand deposits,
26 accounts with balences of $100,000 and over showed a reduction of
$5,737,000, or 88% of the net decrease in the total.

3., In the group of banks included in the survey, withdraw-
als of balances by out-of-town individuals end corporations (otper
than banks) were not an important factor in the total loss of deposits.

4. The most important factor in explaining differences in
the variaebility of deposit balances in time of stress is apparently
the size of the balance. The influence of other factors such as type
of deposit (demend or time), residence of holder (local or non-loeal),
or type of holder {business or personal), seems tobe of comparatively
minor importance,

5. The importance of the part played by larger accounts in

pre-suspension losses of deposits indicates that the present system of
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deposit insurance, under which balances of over $5,000 are only par-
tially insured, would have only limited effectiveness in protecting
banks of the type included in the survey from deposit drains attribu-
teble to loss of confidence in particular banks or the banking system
as & whole. The survey was limited to banks with total deposits of
between $1,000,000 and $40,000,000. Banks of this size held almost
half of the deposits involved in suspensions during the period 1930-
1933, It should be pointed out, however, that deposit insurance is
likely to have considerably greeter effeciiveness in smaller banks,
where fully insured deposits make up a high percentege of the total.
These smaller banks made up 85% of the totzl number of suspensions dur-
ing the period 1930-1933,

6. The above findings suggest that an analysis of deposit
liabilities should be an important element in e&n individual bank's de-~

termination of its liquidity requirements.

I

The Scope and Limitations of the Data

In assessing the significence of the facts presented in the
following pages, it must be kept in mind theat the deposit movements
which took place in the particuler group of banks under discussion may
not be representative of the deposit movements that take place in
benks suspended under different circumstances. The bank suspensions

discussed here took place between November 1930 and March 1933; nearly
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all of them occurred after the institutions involved had suffered a
very serious loss of deposits; all of the banks in this group of sus-
pensions were much larger than the typical bank that suspended in this
period; and the proportion of banks located in eastern and midwestern
industrial centers is higher in this sample than in &ll bank suspen~
sions. Deposit movements of a different sort may take place in banks
suspended during good times; in banks suspended by supervisory author-
ities before any serious drein of deposits has taken place; and in
banks thet are located in smell agricultural communities. The banks
in this semple, however, may be regarded as representative of suspen-
sions involving banks with total deposits of between $1,000,000 and
$25,000,000, located in urban areas. While the suspensions involving
this class of banks constitute only 15% of the total number of suspen-
sions which took place during the depression of the early thirties,
the deposits of suspended banks of this type make up almost half of
the total deposits involved in all bank suspensions during this period.
The sample banks from which the following data is taken had total de~
posits of $561,000,000 on June 30, 1931, and $211,000,000 on date of
suspension. Their deposits on date of suspension represent about 5%
of the deposits of banks of comparable size suspended in 1930-1933.
The distribution of the banks that provided data for this section of
the report is shown in Table 1,

It should alsc be kept in mind that the information presen-

ted relates to a period of months immediately before suspension took
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Table 1

DISTRIBUTION OF BANKS SUPPLYING DATA ON PRE-SUSPENSION DEPOSIT MOVEMENTS

Suspended Benks suspended after Dec., 31, 1931
All Suspended between Banks in Banks in
Distribution by location end size semple before June 30 and | cities of | cities of | Banks in
banke June 30, 1931 | Dec, 31, 1931 100,000 less than | suburban
end over 100,000 areas
Total number of banks 67 9 14 15 19 10
Distribution by erea:
New England 6 - 3 - 3 -
Middle Atlantic 20 2 7 7 1 3
East North Central 22 5 2 3 10 2
West North Central 6 - - 1 1 4
South Atlentic 5 1 1 2 1 -
East South Central 1 1 - - - -
West South Central 1 - - - 1 -
Mountein 1 - - - 1 -
Pacific 6 - 1 2 1 1
Distribution by size of city:
Cities of 100,000 and over 21 1 5 16 - -
Cities of less than 100,000 28 5 4 19 -
Suburban areas 18 3 6 - - 10
Distribution by size of total deposits:
(in millions of dollers)
l- 1.9 4 - 1 1 - 2
2 - 4,9 27 7 8 2 7 3
6 - 9.9 17 - 2 6 7 2
10 - 24,9 16 1 2 5 5 3
25 - and over /3 /1 2/ 1 31 - -
;7 The lergest bank had total deposits of less than $40,000,000
3/ ] ] " " " " n " " 35,000,000
-/ " " n " " " L o 30,000,000
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MOVEMENTS OF TOTAL DEPOSITS IN THE PERIQD BEFORE SUSPENSION
{Index numbers of total deposits on the Wednesday following the
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place, Deposit movements show patterns of variation which are strik-
ingly different for different banks and for the same bank at different
periods of time. The diversity is such that any scheme of classifica-
tion may obscure significant differences, but it is possible to dis-
tinguish in a rough way between seasonal movements, cyclical movements,
and panic movements. Particular banks or banks in perticular locali-
ties seem to have thelr own characteristic seasonal movements. Cycli-
cal movements cen be traced in banks in widely separated areas, although
the amplitude of the movement differs widely between areas. Panic move-
ments may be common to large numbers of banks, affecting both banks that
will survive the strain and benks where the loss of deposits will be
termminated by suspension. For example, in the months following Septem-
ber, 1931, almost every bank included in the study experienced serious
losses of deposits, although most of them survived until 1932, and many
of them until the Banking Holiday. Or panic movements may affect only
a particular bank of the banks in a particular locality. Chart 1 shows
the movements of total deposits in two banks. One of these had a
strongly marked seasonal movement and suspended after a considerable
cyclical loss of deposits at a time when a panic movement coincided
with the seasonal low point; the other experienced an exceptionally
severe panic drain after a comparatively small cyclical decline.

These panic movements are the center of interest in this
first report. Most of the banks included in the survey experienced a

percentage loss of deposits betwaeen the middle of 1928 and the middle
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of 1931 in excess of the percentage loss of deposits experienced by all
commercial banks during this period of transition from prosperity to
deep depression. This earlier loss of deposits, attributable primarily
to cyclical developments, probably rendered particular banks incapable
of meeting the later and more serious loss of deposits that terminated
in suspension. Another section of the general study deals with these
cyclical losses of deposits which are smaller in magnitude and less
rapid in their development than the presuspension losses.

The analysis of deposit losses by size of balance &nd resi-
dence of depositor is confined to demand deposits. Similar data for
time deposits of $5,000 and over were collected in a smaller semple aof

banks, but have not yet been completely tabulated,

II

Motives for Deposit Withdrawals

This investigetion collected no information as to the motives
which led particular depositors to reduce their balances. Very serious
obstacles confront any investigation designed to obtain information of
this sort. It is possible, however, to draw inferences as to the mo-
tives which led important classes of depositors to act in the way they
did from an inspection of these figures and knowledge of the economic
background of the period in which these suspensions took place.

Deposit balances may be reduced because of a number of rea-

sons that have nothing to do with suspicion in the mind of the deposi-
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tor as to the soundness of his bank. Business balances may be reduced
because current receipts from sales and collections on receivables

fail to cover cash outlays for current expenses and for the payment of
indebtedness. Reductions of this type may be the voluntary result of

a decision to increase inventories or to reduce debt, or they may be
the involuntary result of disappointed expectations as to the volume

of current sales. Business balances may alsoc be reduced because of

the purchase of securities or plant and equipment. An enterprise op-
erating in more than one city may find it necessary to shift funds from
one locality to another to finance its current operations.

Personal bholances may be reduced because of loss of income
by the depositor, the necessity for making unexpectedly large expendi-
tures, the decision to abandon the use of a bank account altogether,
or an apparent opportunity for profitable investment or speculation in
securities, real estate, etec. Although profitable investment oppor-
tunities for businessmen and investors were few during the period under
consideration, the other reasons for the reductions of bslances that
have been mentioned were in operation. These reasons are closely con-
nected with general business movements and are discussed in another
section of the general study dealing with the relations between cycli-
cal movements in deposits and business activity.

These deposit movements may be said to have their origin in
the attempts of depositors to utilize their funds &s profitably as pos-
sible without reference to the risk of bank failure; for example, a

businessman in & period of depression may use funds that are in excess
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of current operating needs to reduce his bank loans because he is un-
able to obtain a better yield in any other way. Others originate in
the attempt of a banker to adjust his reserve position to a serious
loss of reserves; for example, a banker may insist on the reduction of
a loan by a borrower who without pressure to repay would prefer to re-
new the obligation. But in many cases the two motives are both present;
for example, banks in New York may attempt to adjust their reserve po-
sitions after losses attributable to gold outflows by selling securi-
ties. Under the pressure of sales, prices will be depressed to levels
at which depositors (of New York banks or of interior banks) will find
the yields attractive enough to meke purchases. The interior bank that
finds itself losing funds will attribute the loss simply to the action
of its customers in making security purchases and the connection of the
deposit movement with liquidation of bank assets and the initial loss
of reserves may not be apparent either to the investors who have con~-
verted their deposits into securities or to the banks that have lost
these deposits,

A third motive for deposit withdrawals is the desire to pro-
tect deposits against the risk of loss or lack of availability involved
in bank suspensions. Recognition of this risk may take the form of
loss of confidence in a particular bank or loss of confidence in &ll
banks. Loss of confidence in all banks will lead depositors to with-
draw currency or convert deposits into other forms of wealth. (The

purchase of other forms of wealth is likely to shift deposits from one

https://meilu.sanwago.com/url-687
Federal Reserve Bank of St. Louis



Digitized for FRASER

«-11-

bank to another.) Loss of confidence in particular banks will lead to
shifts of deposits to banks that depositors believe to be stronger.
There are cases where the decision of a depositor to withdraw his de-
posit may reflect all three lines of causation; for example, a benk in
distress may dispose of its mortgage loans to local investors by pric-
ing them considerably below face value. If the mortgages are paid for
with deposits on its own books, its reserve pogition is slightly im-
proved because of the reduction in reserve requirements. The decision
of investors to take the paper mey be motivated partly by the attrac-
tiveness of the yleld, partly by the consideration that any bank in the
locality may fail and almost any asset is less risky then & deposit.
The sharp reductions in deposits in the few months or weeks
before suspension, which are the center of attention here, were proba-
bly attributable largely to suspicion of the soundness of particular
banks, or the banking system in general, rsther than to any other rea-
son. This suspicion arose in different ways for different classes of
devositors. Some depositors meade intensive use of the sources of in-
formation open to the general public regarding the condition of the
banks, such as the reports of conditions that most supervisory agen-
cies require banks to publish in the newspapers, reports that appesred
in investment manuals, lists of banks borrowing from the Reconstruction
Finance Corporation, and the comments on general banking and financial
conditions that were to be found in the newspapers and periodicals of

the time. The published statemente of condition were not so detailed
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ag those which trained investigators would consider adequate for an in-
telligent judgment of solvency or ligquidity; all this material required
for its proper interpretation a degree of skill in the reading of finan-
cial statements which few persons possess; and the figures werepublished
some time after the date to which they related, and consequently did

not reflect unfevorable changes in the positions of the banks until a
considerable time after they occurred. For these reasons it is doubt-
ful whether any considerable volume of withdrawals was based upon an
intelligent interpretation of these generally available sources. It

is no doubt true that many withdrawals were based upon the application
of some rule of thumb like the appearance of borrowings on a bank state-
ment. Even facts such as these, however, were unlikely to bécome gen-
erally known for some weeks after the event.

A few persons had sccess to information not available to de-
positors in general concerning the condition of the institutions in
which they kept their funds or the funds of business concerns in which
they were interested. These included bank executives, members of bank
boards of directors, and the officers of corporations whose &ccounts
were especially valuable to the depository bank. These persons proba-
bly controlled ac¢ounts or had a voice in the control of accounts which
were large relatively to the average or the typical bank account. The
tables presented in the following pages show that reductions in large
accounts constituted a disproportionate share of the total reduction
in deposit belances that took place in the period before suspension in

the group of banks investigated.
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These large accounts may also have been affected in an impor-
tant way by repeyment of loans (either to & bank included in this study
or to other banks)} or by repayment of other forms of indebtedness. Still
another influence making for-reductions in these acccunts may have Leen
the purchase from the bhank of comparatively illiquid assets, notably
mortgages, by local interests, in some cases interests connected with
the management of the bank. Teking a broad view of the period in which
these suspensions occurred, it is clear that the enormous volume of
open market assets liquidated by the banking system must have been
bought by purchasers whose deposit balances were considercbly above the
average sSize and that the purchases must have tended to reduce these
balances. The large accounts may also have been affected by the efforts
of depositors with large balances to reduce their risks by spreading
large balences in smaller sections among & number of banks. These at-
tempts to spread risk probably did not result in every benk's geining
as large a volume of deposits as it lost, since the selsction of banks
in which to make new deposits wes probably influenced by the general
impression that large banks were safer than small banks, and city banks
safer than country banks.

Many persons withdrew their accounts or reduced their bal-
ances to negligible amounts during this period because of the rumors
that began to circulate, and the general feeling of uneasiness and dis-
trust that became common after banks begen to fail in considereble
numbers and the financial structure became weaker. Rumors of this

character were sometimes true and sometimes false, Thelr importance
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as a cause of bank failures must be assessed in the light of information
set forth in another section of this study showing that large scale with-
drawels of certain types of deposits occurred before other types began
to be appreciably reduced.

The long lines of depositors waiting at tellers' windows were
the most spectacular visible fact connected with the bank suspensions
of the depression, and the dramatic character of such scenes has perhaps
led to a general impression that many bank suspensions were attributable
to visible runs of this type. This impression is not borne out by the
figures in the following pages showing that the bulk of deposit losses
occurred in accounts of depositors who were able to create invisible
runs. The holder of a large deposit balance is likely to be a person
who holds more than one bank account, or who is able to transfer & large
portion of his bank balance into other forms of wealth which in the
light of the immediate situation appear to be less risky. He can trans-
fer his deposit balance to another bank, or buy securities with it
merely by drawing a check which eventually must be met at the clearing
house or the Reserve bank, &nd he is unlikely to make & withdrawal in
person unless he fears that suspension is so imminent that his check
will not clear before suspension occurs, The only persons under the
necessity of appearing personally at banking offices are savings depos-
itors. and demand depositors who ars unwilling or unable to open acr
counts in other banks or to convert their deposit belances into any
form of wealth except currency. These depositors are likely to be hold-

ers of relatively small balances.
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II1

Deposit Losses Classified by Type of Deposit

The decreases in total deposits shown in Table 2 measure the
severity of the strain to which these banks were exposed%/ The percent-
age reduction in total deposits experienced by individuesl banks, shown
in Table 3, range from a negligible figure to slmost 75%. Of the 67
banks in the sample, 44 experienced reductions in total deposits of
over 30% in this period. It is doubtful whether banks in general could
remain liquid enough to enable them to meet losses in excess of the
amounts which these banks actually experienced, end at the same time
earn a satisfactory rete of return on capital and continue to function
as a source of local loans,

Differences between the percentage reductions in total de-~
posits shown by the various groups of banks are attributable in part
to the length of time between the date of suspension and the date from
which the loss of deposits is measured. In the case of the nine banks
suspended before Jums 30, 1931, this interval ranges from 28% months
to almost 36 months; in the case of the 14 banks suspended between

June 30 and December 31, 1931, it ranges from & few days to almost 6

1/ It is not possible to state precisely the percentage changes in
total deposits of all surviving member banks over comperable
periods, but it can be roughly estimeted that total deposits
in surviving member banks showed an increase of 2 or 3% from
June 30, 1928, to June 30, 1931, decreased about 13% from
June 30, 1931, to December 31, 1931, and decreased between
14% and 17% from June 30, 1931 to June 30, 1933,
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PERCENTAGE CHANGES IN DEPOSITS BETWEEN JUNE 30, 1931, AND DATE OF SUSPENSION, BY TYPE OF DEPOSIT

Table 2

Bankea/

Banks Banks suspended after December 31, 1931
All suspended suspended Banks in | Benks in
Type of deposit sample before between cities of | eities of | Banks in
banks June 30, 1931 | June 30 and All 100,000 less than | suburben
Dec. 31, 1931 | banks | and over 100,000 areas
Totel, including interbank ~37.6 -38.4 -23,.7 -41,2 -41,2 -38,0 -46,9
Demand "40.2 -37.2 "'2707 -43.6 "44.2 -39’1 "51.8
Tim -30.1 "3709 -13 .3 -34 03 -3408 "28 04 -42 .0
U.S. Government =11.7 -47.9 2/ -36.2 -19,7 ~36.4 -83.6
Interbank -59.6 -21.1 -84,5 =60,.9 «58.3 =-61,.9 -80,0
Certified and
officers! checks, etec, ~59,2 -88,5 «47,5- -51,0 =36,1 =73.6 =34 .4

1/ Ghanges are measured from June 30, 1928, for banks suspended before June 30, 1931.

“/ Inorease of more than 100 per cent.
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Teble 3

DISTRIBUTION OF BANKS BY PERCENTAGE CHANGES IN TOTAL DEPOSITS BETWEEN JUNE 30, 1931, AND DATE OF SUSPENSION

Banksl/ Banks Banks suspended after December 31, 1931
All suspended suspended Banks in Banks in
Percent changes in totael deposits | sample before between citles of | cities of | Banks in
banks June 30, 1931 | June 30 eand All 100,000 less then | suburben
Dec. 31, 1931 | banks | and over 100,000 areeas
Increases of less than 10.0 1 - 1 - - - -
Decroases of 0 = 9,9 4 - 3 1 - 1 -
10.0-19,9 6 - 4 2 1 1 -
20.,0-29,9 12 2 3 7 1 6 -
30,0-49.9 35 5 2 28 11 9 8
50,0-79,9 9 2 1 6 2 2 2
Total number of banks 67 9 14 44 15 19 10

‘Ef‘Changes are measured from June

Digitized for FRASER
https://meilu.sanwago.com/url-687
Federal Reserve Bank of St. Louis

30, 1928, for bsnks suspended before Jume 30, 1931



-18~

months; and in the case of the 44 banks suspended after December 31,
1931, it ranges from just over 6 months to just over 20 months. While
the period of time over which the loss of deposits is measured has

gsome influence on the magnitude of the percentage reductions which are
shown in the table, the fact that the percentage reductions in total
deposits shown for the nine earliest suspensions (where the minimum
interval is 28} months) and the forty-four latest suspensions (where
the maximum interval is 20 months) are approximately the same, indi-
cates that the type of deposit loss under exemination is in general

not a slow, steady movement extending over many months, but a steep
decline termminated within a few months by the exhaustion of liquid re-
sources and borrowing power, or by the acticn of supervisory authori-
ties. The factors which determine the magnitude of the deposit losses
which the various groups of banks were able to sustain before suspen-
sion include the strength of their liquid positions, the extent to
which they had been weaskened by losses of deposits before the dates in-
dicated in the table, the availability of borrowing facilities, and

the snttitudes of supervisory authorities and of other members of the
local banking community as to the desirability of extending aid to par-
ticular institutions in distress.

An analysis of deposit movements by type of deposit shows
that the percentage reductions in demarnd deposits were almost uniformly
greater than the percentage reduction in time deposits. The sole excep-
tion is the group of benks that suspended before June 30, 1931. A more

detailed examinetion shows that the percentage reduction in time deposits
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exceeded the percentage reduction in demand deposits for only four banks
of the nine included in the grcup. While demand deposits show sharper
reductions than time deposits, the difference between the behavior of
the two types of deposit in this respect is not nearly so marked in the
period immediately before suspension as it is in the period of cyclical
decline in deposits up to June 30, 1931, when the percentage reduction
in demand deposits was almost three times that in time deposits for the
particular group of banks under consideration. Statistics for all mem-
ber banks and for all commercial banks ih Table 4 show a similar differ-

entiation between the behavior of demend and time deposits¥

Table 4

PERCENTAGE CHANGES BETWEEN JUNE 30, 1928 AND JUNE 30, 1931,
IN DEPOSIT BALANCES, BY TYPE OF DEPOSIT

All All Selected banks
Type of deposit commercial | member | suspended after

banks banks June 30, 1931
Total, irncluding interbank - +0.,2 -7.5
Total, excluding interbank -6.9 -2.6 ~-10.4
Demand -9.3 -5.6 -16.4
Time 4,8 -l.4 -5.9
U.S. Government +61,5 +53,7 +100.0
Interbank 1/ +23,7 +28.2

Certified and officers!

checks, etec. 2/ +22.0 +14,3

1/ Not available
2/ Included in demand deposits

fFigures for member banks and all commercisl banks restricted to those
which remeined active over the period would show smaller percentage
declines in demand and time deposits.
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Interbank deposits show much sharper percentage reductions in the. per-
iod immediately before suspension than either demand or time deposits
{(zgain with the exception of the banks suspended before June 30, 1931)
in marked contrast to their behavior during the preceding period of
cyclical decline.

The allocation of the total loss of deposits by types of de-
posit is shown for all sample banks in Table 5, and for classes of
banks in Table 6. Demand deposits accounted for about 43% of the total
loss of deposits in all sample banks, time deposits for 37%, and inter-
bank deposits for 15%. The small remainder was attributable to reduc-
tions in certified and officers' checks outstanding, and in United
States Government deposits.

The share of a particular type of deposit in the loss of de-
posits is determined in part by its share in totel deposits on the date
from which the loss is measured, and in part by the magnitude of the
percentage decrease which the particular class undergoes during the
period. The differences between the allocation of deposit losses
shown by various groups of banks are attributable primarily to differ-
ences in the distribution of total deposits on the date from which the
loss of deposits is measured. ¥For example, the group of suburban banks
suspended after the end of 1931 differs from the other groups in the
fact that time deposits accounted for & larger proportion of the total
loss in deposits than demand deposits. This ia true because time de-
posits made up a considerably larger percentage of the total deposits

of this group of banks on June 30, 193l. The behavior of interbank
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Teble 5

ALLOCATION BY TYPE OF DEPOSIT OF THE DECREASE IN TOTAL DEPOSITS
BETWEEN JUNE 30, 1931, AND DATE OF SUSPENSION IN SELECTED SUSPENDED BANK L

Percentage composition | Percentage composition
Type of deposit of the decresse in of total deposits
deposits June 30, 1931

Total including interbank 100.0 100.0

Demeand 43,5 40,8

Time 37.4 46,7

U.S. Government 0,2 0.6

Interbank 15,2 9.6
Cortified and

officers! shecks, ete, 37 2.3

;l_./ Changes are measured from June 30, 1928, for banks suspended before
Juno 30, 1931
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Table 6

ALLOCATION BY TYPE OF DEPOSIT OF THE DECREASE IN TOTAL DEPOSITS BETWEEN JUNE 30, 1931
AND SUSPENSION IN SELECTED SUSPENDED BANKS, BY CLASSES OF BANKS
(Percont of deooreasc in cach type to the total decreaso in typos of doposits showlng decreases)

Type of deposit

Banksa/

susponded
before
June 30, 1931

Banks
susponded
botwesen
June 30 and
Deo, 31, 1931

Banks susponded after December 31, 1931

Banks in | Banks in

citles of | ocities of | Banks in
All 160,000 less than | suburben
benks | and over 100,000 areas

Total, inoluding interbank

Demend

Timo

U.S. Government
Interbank

Cortified & officers' chocks, ctec..

100.9

46.0
38.1
0.1
73
8.5

100.0

37.4
31.1
2/
2671
3.4

100.0 100.0 100,0 100.0
43,8 61.6 39.8 36.1
38,2 32.5 34,0 54,0
0.7 0.7 0.1 1.6
14.7 13.8 21.5 6.2
2.6 1.5 4,6 2.1

1/ Changos arc measured from Junc 30, 1928, for banks susponded before June 30, 1931

_/ Incroase
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deposits demonstrates how a particular type of deposit can contribute
to the total loss of deposits more than in proportion to its share in
total deposits at the beginning of the drain. In the group of banks
suspended between June 30 and December 31, 1931, interbank deposits
were responsible for 28% of the total loss of funds elthough their
share in totel deposits on June 30 was only 10%. This was the result
of the fact that this type of deposit showed a decrease of 84% during

the veriod as contrasted with the decrease of 24% in total deposits.
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Deposit Losses by Size of Account

Percentage reductions in demand deposits by size of balance
are shown for all sample banks in Table 7, and for classes of banks
in Table 8,

Table 7

PERCENTAGE CHANGES BETWEEN JUNE 30, 1931, AND DATE OF
SUSPENSION IN DEMAND DEPOSIT BALANCES, BY SIZE OF ACCOUNT&/

Type of deposit
and Percentage

size on June 30, 1931 change
{see footnote 2)

Total demand deposits ~-40,2
Public funds -17.8
Certificates of deposit ~54.0
Other demand deposits -43.5

Inactive and unlisted -6.8
Less than § 1,000 -15.3
1,000- 4,999 -39.4
5,000-24,999 -48,9

25,000~& over -63.8

;/ For banks suspended before June 30, 193l, size on June
30, 1928, is used for classification purposes and the
loss of deposit balances is measured from June 30,
1928.

2/ Accounts opened after June 30, 1931, are classified ac-
cording to their size on date of suspension.

A discussion of the chenges in the number of accounts will be found in
a leter chapter of the genersl study. The present discussion as well
88 the figures shown is limited to changes in deposit balances, since

1t is the number of dollzrs lost rather than the number of accounts
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Table 8

PERCENTAGE CHANGES BETWEEN JUNE 30, 1931, AND SUSPENSION IN DIMAND DEPOSIT BALANCES
BY SIZE OF ACCOUNT, BY CLASSES OF BANKS

Type of deposit Banksg/ Banks Benks suspended after December 31, 1931
and susponded suspended “Benks in Banks in
size on June 30, 1931 before betwoen citios of | citles of | Banks in
(Sce footnoto 1) June 30, 1931 | June 30 and All 100,000 less than | suburben
Doc., 31, 1931 | banks | and over 100,000 arcas
Totel demand doposits =37.2 =27.7 -43.6 -44,2 =39,1 -51.8
Public funds +80,4 +2.2 =34,5 =32.7 =33,1 -54,8
Cortificates of deposit =77.5 +208,9 -88,6 -77.9 =93.1 =87.1
Other demand deposits «47,3 =32.8 -44,8 -46,1 =39,5 =51.6
Inactive end unlisted =75,3 42,7 +24,3 +11,2 +361.,1 -38,9
Loss then § 100- +73,.2 +77.6 +58,7 +88,9 +37.5 +52,2
100~ +1,0 +12,3 -15.1 =12,0 =18,3 -14,.6
200~ =0.5 -4 ,0 =23.3 =20.0 «24.5 -26.3
300- -32,7 -6.5 -31,1 =33,5 «28,3 -31.5
400~ =21,3 -11,9 =26,2 =28.5 +13,8 =40:8
500~ -2702 -16 o6 -3506 -32 .0 "34,1 43 06
1,000- -35.8 -24.9 -5904 -38 03 “'33 01 "50.5
2,5%- "42 .0 -31 .0 "’4506 "42 05 -41 04 -58 08
5,000« =55,1 -32.4 =46 ,6 =45,4 =39.2 -61.2
10,000- =51.4 =-41,0 =53,2 =53.4 =-44,0 «70,7
25,0%- -5803 -5308 -5600 -5909 -47.1 ‘“61.4
60,000~ -40,8 ~63,9 -62,.,4 -67.8 =49,1 ~-78.4
100,000-and over -67,8 -58,7 =732 =73.0 =73.,6 -72.4

17 Aocounts openod after Junc 30, 1931, are olmssified according to their size on date of susponsion.
_/'For banks susponded before Juno 30, 1931, size on Juno 30, 1928, is used for olassification purposes

loss of deposit balancos is measurcd from June 30, 1928.
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lost that is the significant meesure of the severity of the strein upon
& bank in times of stress. Movements in the number of accounts are de-
prived of significence by the fact that the typical depositor protects
himself against & prospective loss when he expects his bank to fail,
not by the complete withdrawal of his account, but by the reduction of
his balance to a negligible amount.

The most striking fect which emerges from the consideration
of the accompanying tables is the regularity with which the percentage
decrease in the balances of demand depositors rises as the size of the
account increases. Decreases much below the general average are char-
acteristic of eccounts between the $100 and $200 IBVel%/ The magnitude
of the reduction incresses with the size of the account until it ex-
ceeds 70% in accounts of $100,000 and over,

In interpreting these figures, it should be remembered that
accounts are clessified according to their size on the date from which
the changes sre measured, and consequently the magnitude of the losses
in the higher size groups is not attributable to a shift of accounts
into lower size groups. The figures do not refer to identical accounts
since they rcflect the loss of balences in accounts closed and the gain
of balences in accounts opened during the period. Accounts opened dur~
ing the period were classified according to size on date of suspension.
Because of the general tendency to reduce balsnces to nominal amounts

immediately before suspension, this procedure was responsible for the

1/ ¥or en explanation of the increases shown in the lowest size classes
sco the following parsgraph.
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classification in the lower size classes of a number of accounts which
might have had larger balences a few months before suspension. This
explains the increases shown by the balances classified in the lower
size groups. In the higher size classes, the same tabulating proce-
dure prevented the opening of new accounts from having an offsetting
effect upon the balances lost through complete withdrawals of accounts,
The percentage changes shown in the higher size classes are, therefore,
somewhat larger than would be shown for identical accounts, An inspec-
tion of the figures for changes in the number of accounts, and of the
figures for individual banks, suggests, however, that the net loss of
balances attributable to the excess of accounts closed over accounts
opened was not an important factor in the total loss of balances in
the higher size classes.

The figures for different classes of banks show some fluctu-
ation, but the differences are not so striking as the similarities.
The resemblanée of the general behavior of accounts, especially in the
higher size groups, in banks failing st different times and in widely
separated geographical areas, is the more striking in view of the fact
that comparatively few accounts fall within the higher groups. For
example, in the 9 banks suspended before June 30, 1931, there were
only 130 accounts with belances of over $25,000 on June 30, 1928; in
the 14 banks suspended between June 30 and December 31, 1931, there
were only 143 accounts of this size; and in the 44 banks suspended

after December 31, 1931, there were only 594 accounts of this size.
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The allocation of the total loss of balunces in demand deposit
acocounts by size classes is shown for all sample banks in Table 9, and

for classes of banks in Table 10.

Table 9

ALLOCATION BY TYPE AND SIZE OF ACCOUNT OF THE DECREASE IN
DRMAND DEPOSIT BALANCES BETWEEN JUNE 30, 1931, AND DATE OF SUSPENSIONE/

Percentage composition|Percentage composition
Type of deposit of the decreg e in of deposits
deposit June 30, 1931
Total demand deposits 100.0 100.0
Public funds 5.6 13,0
Certificates of deposit 0.8 0.6
Other demand deposits 93.6 86.4
Inactive and unlisted 0.5 3.1
Less than § 1,000 8.9 17.2
1,000- 4' 999 17.2 1801
5’000“24' 999 24.3 200 4
25,000-& over 42.7 27.6

l/-!or banks suspended before June 30, 1931, changes ere measured from
June 30, 1928, and the composition of deposits is shown as of
that date. Accounts opened after June 30, 1931, are classified
according to their size on date of suspension.
2/ The percentages in this column are percentages of the total decrease
shown by decreasing classes of deposits.
The contribution made by a given size class to the total loss
of deposits depends partly upon the proportion of totel deposits held
by that size ¢lass on the dete from which the loss is measured, and

partly upon the magnitude of the percentage reduction in that size class.
Because the pronortion of total deposits held in very small accounts is
small, no serious strein would be imposed upon most banks even if &all

depositors with balences of less then $200 decided to withdraw their ac-
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Table 10

ALLOCATION BY TYPE AND SIZE OF ACCOUNT OF THE DECREASE IN DEMAND DEPOSIT BALANCES
BETWEEN JUNE 30, 1931, AND SUSPENSION, BY CLASSES OF BANKS
(Porcent of docrease in each size class to total decroase shown by docreasing classes)

Type of deposit Bankaa/ Banks Banks suspended af‘tor Decembor 31, 1931
and susponded suspendod Banks in Banks in
size on June 30, 1931 before between cities of | cities of | Banks in
(See footnote 3) June 30, 1931 | Junc 30 and All 100,000 loss than | suburban
Deoc, 31, 1931 | banks } and over 100,000 arens
Total domand deposits 100,0 100,0 100.0 100,0 100.0 100.0
Public funds Eé ;/ 11,1 11,0 13.5 6.8
Cortificatcs of doposit 0. Ad/ 1.5 0.7 3.2 0.3
Othor domand deposits - - - - - -
Inactive and unlisted 9.1 g/ g/ _g/ _g/ 3.9
Less then § 100- g/ _2/ 2
100- 2/ o'.é o‘.é 1‘.4 1.1
200« - 0.4 1.3 0.8 1.5 1.9
300~ 1.4 0.5 1.5 1.3 1.5 1.9
400~ 0.8 0.8 1.1 1.0 0.6 2.1
5Q0=- 3.7 3.8 5.0 3.7 5.0 8.2
1‘.000- 7el 9.0 8.3 7.2 7.0 13.2
2,500« Te3 9.0 8.5 745 7.6 12,3
5,000=- 11.4 10.0 g.1 8.8 T4 12,7
10,000~ 13.0 14.4 13.7 14,7 10,8 15,5
25,000~ 8.4 15.0 9.6 12.0 7.7 6.7
50,000+ 4,1 15,7 8,8 10,3 745 7.0
100. 000=-and over 33.4 21.4 19,6 20,5 25.4 6.4

or barks sugpoended beforc Juno 30, 1931, sizo on Juno 30, 1928, is ugsed for classification purposes and the-
loss of deposit balmeoees is moasured from June 30, 1928,

2/ Incresase

g/.Accounts oponcd after Juno 30, 1931, arc olassifiod according to their size on dato of suspension.
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counts entirely. Large accounts hold a very large proportion of total
deposits in most banks, but this would not be a source of danger to
these institutions if lerge accounts displayed a high degree of stabil-
ity in their behavior in times of stress.

An inspection of Table 7 and Table 9 reveals that large ac-
counts constitute a source of danger to banks both because they hold
a large proportion of totel deposits, and because they display an ex-
ceptional degree of instability in times of stress. For example, de~
posit balances in accounts of $25,000 and over made up 28% of total de-
mand deposits on Jume 30, 1931, but they accounted for 43% of the total
loss of deposits that occurred between this date and suspension. This
was the result of the fact that accounts of this size showed a decrease
of 64% during this period as compared with a deorease in total demand
deposits of 43%.

Differences between classes of banks with respect to the al-
location ty size of the total loss of demand deposits are attributable
primarily to the differences in the composition by size class of total
depceits on *the date from which the loss is meassured. For example,
within the grcup of 44 banks suspended efter December 31, 1831, banks
in suburben arems had only 48% of their total loss of demend deposits
concentrated in sccounts of §5,000 and over, as contrested with 73% for
banks in urhan business districts. This was attributable primarily to
the fuct *hat on June 30, 1931 only 40% of total demand deposits in
suburben Lsnks was held in accounts of $5,000 and over, as contrasted

with 58% in banks in urban business districts. Thus, although large ac-
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counts in suburban banks underwent =z somewhat larger percentage reduc-
tion than accounts of similar size in banks located in urben business
districts, suburbasn banks had & smaller share of their total deposits
in large accounts, and consegquently were somewhat less seriously af-
fected by withdrawels of this type.

The greater concentration of losses in the higher size classes
shown by the group of banks suspended between June 30 and December 31,
1931, is apparently attributable to the fact that the loss of deposits
is measured over & shorter period of time for these banks and conse-
quently reflects withdrawals largely of the type connected with loss of
confidence in particular institutions, while in the other groups of
banks, because of the length of the intervel over which losses are mea-
sured, the figures are influenced to some extent by novements cyclical
in their nature. This may be reflected in the fact that in the group
of banks suspended between June 30 end December 31, 1931, accounts in
the smaller size groups show much smaller percentage reductions than
in the other groups of banks.

Under the present system of deposit insursnce, deposit bal-
ances up to $5,000 are fully insured; larger balances are insured only
up to §5,000, The foregoing figures indicate that from one-half to
three-fourths of the losses of demand deposits experienced by banks of
the type included in this survey in times when there is a general loss
of confidence are attributable to accounts that are now only partielly
insured. If & similar concentration of deposit losses in large ac-~

counts occurs in future periods of banking difficulty, the effective-
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ness8 of the present deposit insurance system in protecting banks against
drains resulting from loss of confidence may be limited to smaller
banks where large belances are an unimportent factor in total deposits.
These banks, although they hold a comparatively small proportion of the
total deposits of the existing banking structure, conatitute a high pro-
portion of the total number of banks and have made up a still higher
proportion of the totel number of bank suspensions.

It is possible that deposit movements in future periods of
banking difficulty may be essentially different from the movements in-
dicated by the foregoing figures because of the existence of deposit
insurance itself. This guestion, however, will remain in doubt until
& longer experience is aveilable for study. Without factual evidence,
speculation as to how different classes of depositors may react to the
opportunity of securing insurance protection must remein inconclusive.

So far as fully insured balances are concerned, it seems
clear that, if eny change in their behavior occurs, it will be in the
direction of increased stability. Depositors whose balances are only
pertially insured mey reduce them to the §5,000 level by shifting
funds to accounts {also not in excess of $5,000) in other banks, pro-
vided that the balance is not too large to meke this step impracticable.
Movements of this sort might result in every bank's gaining the same
amount of balances that it lost, but it is more likely that there would
be a net movement of funds in balences of this size away from particu-
lar banks that were believed to be in danger of suspension. The net

loss of funds would occur as the result of the actions of depositors
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anxious to avoid even the temporary lack of ¢uailability of their funds
while the Deposit Insuraence Corporation was arrenging to pay insured
cleime. The instability of accounts of this type soems likely to de
increased by deposit insurance, since before its establishment deposit
balences of more than a few hundred dollars could be conveniently con-
verted only into assets carrying an clement of risk (that is, into de-
posits in other banks that might suspend or into other assets that
might depreciete in price), while now a riskless investment, in the
form of a fully insured deposit, is avuilable.

In so far as depositors teke this means of securing full in-
surance protecction, the insurance liability of the Deposit Insurance
Corporation may be greater in times of stress than is indicated by sta-
tistics collected in normal times. This implies that many depositors
whose liquid resources are considerably greater than the insurable
limit of $5,000 will obtain complete protection from the losses involved
in bank suspensions by distributing funds among several fully-insured
accounts.

¥hile this method of obtaining protection will not be open
to depositors whose balances are too large to be distributed in $5,000
sections, they will continue to be adble to shift balances from weak to
strong banks, or to convert deposits into low-risk securities, with the
consequences indicated by the foregoing statistics. It may be that
some depositors of this type, who would otherwise withdraw their ac-
counts entirely, will leave a $5,000 balance because of insurance pro-

teotion. Aside from this consideration, which is of minor quantitative
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importence, it seeme likely that the unstable behmvior of large bal-
ances which characterized the banking difficulties of 1930-1933 will

reappear in future periods of banking difficulty.

v

Deposit losses by Residence of Depositor

An analysis of deposit losses by the residence of the depos-
itor is given in Tables 11 end 1l2. There has been considerable dis-
cussion of the pert played in bank suspensions in smaller cities by
withdrawals of comparatively large balances owned by corporations with
headquarters in the financisl and industrial centers of the country.
The group of banks under examination here include no large institution
in New York or Chicago, so that the term "non-local" as used to des-
cribe the accounts in these banks includes the accounts of corporations
with head offices in those centers, elthough many accounts included in
the non-local classificstion belong to holders in other cities. The
group of institutions included in the semple are perhaps too few in
number and too small in size to permit a reliable determination of the
relative importance of withdrawals of non-local balences. In three of
the five groups of banks for which the figures are presented in Table
11, the percentage reductions in local accounts exceed the percentage
reductions in non-local accounts. In the two groups for which the bal-
ances of non-local holders show greater percentage decreases than the

balances of local holders, the differences bhetween the two categories
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PERCENTAGE CHANGES BETWEEN JUNE 30,

Tablo 11

1931, AND DATE OF SUSPENSION IN DEMiND DEPOSIT BALANCES, BY RESIDENCE OF DEPOSITOR

BanksL/ Banks Banks suspended after December 31, 1931
Type of deposit All suspended suspended Banks in Banks in

and sample before betwoen ocltiocs of | cities of | Banks in

residonce of depositor banks June 30, 1931 | June 30 and All 100,000 loss than | suburben
Dec. 31, 1931 | banks | end over 100,000 arcas
Total demand deposits -40,2 -37.2 =27.7 =43,6 -44,2 =39,1 =51,.8
Public funds -17.8 +80,4 +2,2 -34,5 =32,7 «33,.1 =54.8
Certificates of deposit =54,0 =775 +208,9 -88,6 -77.9 =93,.1 -87,1
Other demand deposits -43,5 -47,3 -32.8 44,8 -46,1 =39.5 -51,56
Inaoctive and unlisted =6,8 =75,3 +2,7 +24,3 +11,2 +361,1 -38,.9
Unidentified depositors =375 -50.8 =-20.5 -38.8 -38,9 =33.3 -44,1
Looal depositors "47‘1 -46 .3 -38 '6 -4903 -50.1 "'46 00 -54v9
Non=local depositors -41,8 ~29,1 ~21,2 -47.3 «55,0 =33.1 -59,2

y For benks suspended before June 30, 1931, the loss of doposit balances is measured from June 30, 1928.
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Table 12

ALIOCATION BY RESIDENCE OF DEPOSITOR OF THE DECREASE IN DEMAND DEPOSIT BALANCES
BETWEEN JUNE 30, 1931, AND DATE OF SUSPENSION
{Porcent of docrease in each group to total decrease shown by doereasing groups)

Banksy/ Banks Banks suspendod after Decombor 31, 1931
Type of deposit { All suspended suspended Banks in Banks in

and sample before betwoen cities of | aitics of | Banks in

rosidonce of dopositor benks June 30, 1931 | June 30 eond All 100,000 loss than | suburben
Dec, 31, 1931 | banks | and over 100,000 areas
Total demend doposits 100,0 100,0 100,0 100.0 100.0 100.0 100.,0
Public funds 5.7 2/ g/ 11.3 11.3 13,7 6.9
Certificates of doposit 0.8 0.3 Z/ 1.5 0.8 3.2 0.3
Othor demand deposits - - - - - - -
Inactive and unlisted 0.5 9.3 rz/ 2/ 2/ 2/ 4,0
Unidentified depositors 14,1 16.1 13.1 12,9 12,2 8.9 21.1
Local dopositors 69,9 69.4 82,0 64,3 64,1 66,3 58,7
Non"local depositors 9.0 4.9 4.9 10.0 11.6 7.9 9.0

2./ For banks suspended before June 30, 1931, the loss of deposit balancos is measured from June 30, 1928,
Incrcase
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of deposits are not marked. Non-local depositors accounted for only
12% of the total loss of demend deposits in the group of banks
located in larger cities which suspended after December 31, 1971,
where their share in the totel loss of deposits was greater than in
any other greup of banks, Differences between groups of banks in
this respect are attributable to diffcrences in the proportions of
non-local to total deposits in various groups of banks, as well as
to differences in the percentage reductions shown by non-~local de-

posits,

VI

The Relative Importance of Size, Type of Deposit, Residence of
Depositor, and Type of Depositor as Determinents of Deposit Behavior

The difference between the behavior of large and small ac-
counts is more narked than the difference between the behavior of de-
mand and time deposits, or the difference between the beshavior of
local and non-local accounts, or the difference between the behavior
of business and personsl accounts. These differences are summarized

in Tebles 13, 14, and 15,

https://meilu.sanwago.com/url-687
Federal Reserve Bank of St. Louis



Digitized for FRASER

-38~

Table 13

PERCENTAGE REDUCTIONS IN DEMAND DEPOSITS
BETWEEN JUNE 30, 1931, AND DATE OF SUSPENSION, BY SIZE OF ACCOUNT AND
IN TIME DEPOSITS IN SELECTED BANKS SUSPENDED AFTER DECEMBER 31, 1931

Type of deposit
and Percentage
size of account on June 30, 1931 reductions
Demand deposits
Less than $5,000 31,7
5,000 and over 58.8
Totel demand deposits, exclusive of public funds 45.2
Total time deposits, exclusive of pudblic funds 34.4

The figures suggest that the explanation of large scale de-
posit withdrawals in times of stress is to be found in the circum-
etances that differentiate the behavior of the large depositor from
the small depositor, rether than in the circumstances which differen-
tiate the behavior of the demand depositor from the time depositor,
the non-local depositor from the local depositor, or the business de-
positor from the personal depositor. The importance of size is indi-
cated in a striking way in Table 14 which shows that personal accounts
are slightly more unstable than business accounts of compareble size,
but business balances as a whole are more unsteble than personal bal-
ances as a whole.‘ This result is attributable to the fact that large
balances are a much more important factor in the compoeition of busi-
ness balances than in the composition of personal balances. A more
detailed attempt to measure the degree of association between insta-
bility and type of deposit, betwseen instability and size of deposit,

and between instebility and type of holder, will be found in a later
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chepter of the general study.

Table 14

PERCENTAGE REDUCTIONS IN DEMAND DEPOSITS BETWEEN JUNE 30, 1931,
AND DATE OF SUSPENSION, BY TYPE OF HOLDER BY SIZE OF ACCOUNT
(Selected banks suspended after December 31, 1931)

Business &/
Size of account on June 30, 1931}Business|Personal and
: personal
Less than $5,000 29.8 37.3 33.5
5,000 and over 57.6 65,0 58.4
Total 50,6 45,5 49,3

1/ The percentages in this column differ from those in Table 13
because they are based on figures which exclude fraternal
and cha;itable accounts and accounts classified as to size
but not as to type of holder.

Table 15

PERCENTAGE REDUCTIONS IN DEMAND DEPOSITS BETWEEN JUNE 30, 1931,
AND DATE OF SUSPENSION, BY RESIDENCE OF DEPOSITOR BY SIZE OF ACCOUNT
{Selected banks suspended after December 31, 1931)

Local
Size of account on June 30, 1931 | Local | Non-local and 1
non-local-/
Less then $5,000 ‘32.6 25,0 32.1
5.000 and over 50.5 51.9 5809
Total 49,3 47,3 49,0

1/ The percentages in this column differ from those in Table 13 be-
cause they are based on figures which exclude accounts classi-~
fied as to size but not as to residence of depositor and differ
from those in Table 14 because the basic figures include frater-
nal and chariteble accounts.
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