
Lumbering at Top Speed: 
The Check Collection System, 1952 - 1979 

Banks now have more incentive than ever to collect checks quickly. But the 
historical evidence casts doubt on whether increased local clearing and 
enhanced Fed and correspondent collection services will result in significantly 
faster check collection. 

Like some kind of awkward creature in a race 
for survival, the U.S. check collection system has 
evolved to keep pace in its changing environ-
ment. Yet the speed of collection has remained 
essentially unchanged for the last 27 years. 

Today, the check collection system is facing 
pressures that seem to presage significant change. 
The pricing of Federal Reserve check collection 
services, which began in 1981, and high labor 
and transportation costs are raising the cost of 
check collection, while high interest rates are 
making it more important to collect checks 
quickly. In response to these pressures, banks 
in many areas are creating or reestablishing 
local clearing arrangements, and correspon-
dent banks are upgrading their check collection 
services. 

It seems reasonable to expect a substantially 
streamlined check collection system to emerge 
from these pressures. However, history suggests 
otherwise. The period between 1952 and 1979 
also saw considerable social, structural, and tech-
nological change, but the banking industry's 
responses to these changes produced no signifi-
cant improvement in check collection speed. 

1952 
On a typical day in 1952 the nation's banks of 

first deposit received about 28 million checks 
from their customers. About 20 percent of 
those items were drawn on the banks in which 
they were first deposited ("on-us" checks). 
The remaining 80 percent were "on-others" 
checks. 
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Almost 40 percent of the 22 million on-
others checks processed for collection on day 
2 were drawn on banks in or near the same 
locality as the first receiving bank. These items 
were collected from the local banks either 
directly or through local or regional clearing 
arrangements. Checks drawn on non-local banks 
were collected through correspondents and 
Federal Reserve Banks. Correspondent banks 
received 28.4 percent of all on-others items 
sent for collection by banks of first deposit, and 
the Fed received 32.1 percent. Thus the Fed 
had about a 3.7 percent market share advantage 
over the correspondent banking system. 

Speed of Collection 

Some checks were processed by only one or 
two financial institutions while others were 
processed by as many as seven banks. The 
percentage of items that were paid on each day 
and the weighted average number of days each 
check remained in the check collection system 
are shown in Table 1. Because it is based on a 
model that represents only the essential features 
of a real-world situation, Table 1 "tends to 
overstate the speed of payment and understate 
the volume of items in process of collection... 
In other words, the outl ine shows checks being 
collected about 25 percent faster than they 
actually are collected."1 This suggests the average 
speed may have been as long as 2.6 days. The 
estimated average t ime a check remained in 
the process of collection in 1952 was 2.3 days, 
which is approximately at the mid-point of the 
2.1-2.6 day range.2 

1967 

During the late 1950s and throughout the 
1960s the banking industry focused on auto-
mating check processing operations to alleviate 
the pressure generated by continued check 
volume growth. The concept of electronic funds 
transfer (EFT) was a natural outgrowth of banks' 
automation efforts. A Bank Administration Institute 
(BAI) study for an EFT system design resulted in 

Table 1 

Percent of Bank-of-First-Deposit 
Items Paid Per Day in 1952 

Number paid 
Day (millions) Percent Paid 

1 5.835 21.0 
2 15.431 55.4 
3 5.304 19.1 
4 1.116 4.0 
5 .128 0.5 
6 .012 

7 .004 * 
27.830 100.0 

Weighted average speed of collection 2.1 days 

*Less than 0.05 percent 

an updated model of the check collection system. 
On a typical day in 1967, about 74 million 

items were received by banks of first deposit, 
nearly triple the number received by banks in 
1952.3 A larger population and the increased 
financial activity of consumers contributed to 
the larger check volume. 

A second change revealed by the 1967 model 
was that a larger proportion of bank-of-first-
deposit items were on-us checks that were 
paid on the same day they were deposited. In 
1952 about 1 in 5 bank-of-first deposit items 
were on-us checks; in 1967 the ratio was nearly 
3 in 10. This change may have been due to the 
concentration and branch expansion that took 
place during 1952-1967. In 1967 there were 
347 fewer banks and 12,185 more bank offices 
than in 1952.4 

Third, the proportion of on-others items 
collected from local banks either directly or 
through local clearing arrangements dropped 
almost 6 percentage points from the 39.5 
percent calculated from the 1952 model to 

'Joint Committee onCheck Collection System, Study of Check Collection 
System (Washington, D. C., 1954), p. 133, cited as the Wurts Report. 

2lbid., p. 22. 

3 ln the late 1960s the Bank Administration Institute began an EFT study that 
was the basis of the BAI project report titled An Electronic Network for 
Interbank Payment Communications: A Design Study. Data about check 
flows in the United States were collected for that study, and later they were 
used as the foundation of another BAI report. The Check Collection 
System: A Quantitative Description. 
'Federal Deposit Insurance Corporation. Annual Report of the Federal 
Deposit Insurance Corporation for the Year Ended December31,1952 
(Washington, D.C, 1953), pp. 84 and 85; and Annual Report of the Federal 
Deposit Insurance Corporation: 1967 (Washington, D C. 1968), pp. 156 
and 157. 
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33.6 percent in 1967. A considerable portion 
of this change may be related to a 27 percent 
decrease in the number of local clearinghouses 
in operation between 1952 and 1967.5 How-
ever, it is not clear whether the demise of many 
clearinghouses was the result of a decline in 
the percentage of local items in the mix of 
bank-of-first-deposit checks in some locations 
or if local clearinghouses were displaced by 
other check collection intermediaries without 
regard for the local and non-local components 
in the item mix. 

A final difference was in the number of days 
necessary for all checks received in a single 
day's deposits to completely clear the system. 
The 1952 model indicated that a total of seven 
days was required, but the 1967 model showed 
the elapsed t ime to be only five days. Since 
both models appeared to assume overnight 
transportation,6 this difference suggests that 
some of the circuitous check routing that took 
place in 1952 had been el iminated. The 
improvement may have been related to the 
virtual disappearance of non-par checks by 
1967. Some of the circuitous routing in 1952 
was caused by banks' effort to avoid exchange 
charges on non-par checks. 

Model Similarities: 1952 and 1967 

The 1952 and 1967 check f low models 
displayed two striking similarities. First, the 
relationship between correspondents' and 
Federal Reserve Banks' market share of on-
others checks received from banks of first 
deposit was virtually unchanged. Both corre-
spondents and Federal Reserve Banks gained 
market share as the number of local clearing 
arrangements declined; the Fed gained 3.1 
percentage points; and correspondents gained 
2.8 percentage points. This relatively equitable 
distribution of items formerly sent to local 
clearings seems to support the hypothesis that 
clearinghouse closings were largely the result 
of social, structural and technological develop-
ments, rather than of a concerted effort to 
improve the check collection system. 

Second, the average number of institutions 
that processed each check was essentially the 
same. While the BAI reported that on average 
each check written was processed by 2.6 insti-
tutions, it apparently did not consider the 
difference to be significant. The BAI report 
noted, "Two theoretical patterns were used by 
the 1952 'Study of the Check Collection System' 
to arrive at a similar figure of 2.4; one pattern 
developed 2.6, and the other 2.2."7 

1979 

A third model was developed in 1979 as part 
of a study conducted by the Federal Reserve 
Bank of Atlanta for the American Bankers Asso-
ciation, the Bank Administration Institute, and 
the Federal Reserve System. That model showed 
an increase in check volume but stability in the 
average number of institutions that processed 
each check. The study stated, " O n average, 
each of the 32 billion commercial bank checks 
written in 1979 was processed by 2.4 insti-
tutions.8 The study also noted, "The iDest con-
dition' estimate of the average speed of collection 
was 1.9 days," a miniscule improvement over the 
model developed in 1952.9 

Check Disposition Patterns 

The nation's banks received 126 million 
bank-of-first-deposit items on a typical day in 
1979. Of these, 36 million items (29 percent) 
were drawn on the banks in which they were 
first deposited and were paid on the day they 
were received. The 89 million on-others items 
received by banks of first deposit were sent to 
the three categories of check collection inter-
mediaries in the following proportions: 

Federal Reserve Banks 41.2 percent 
Local clearinghouses 22.1 percent 
Correspondents and 

other banks 36.7 percent 

5Rand McNally & Company, Rand McNally Bankers Directory (First 1953 
Edition) Chicago, IL, 1953, pp. 298-305; and Rand McNally International 
Bankers Directory (First 1968 Edition) Chicago, II., 1968, pp. 62-65. 
6The assumptions underlying the BAI model were not clearly specified in the 
report or in the technical appendices, which are contained in the earlier 
document, An Electronic Network for Interbank Payment Communi-
cations. The appendices only suggest that the Wurts Report model was 
used in developing the BAI's model. 

'Linda M. Fenner and Robert H. Long, The Check Collection System: A 
Quantitative Description. (Park Ridge, Illinois: Bank Administration Institute, 
1970), p. 18. This study will be cited as the BAI Study. 
"Federal Reserve Bankof Atlanta. A Quantitative Description of the Check 
Collection System (American Bankers Association and Bank Administration 
Institute: Washington, D C, 1981), p. 5. This study will be cited as the Atlanta 
Fed Check Study. 
"Ibid. p. 4.'°Rand McNally & Company. Rand McNally International Bankers 
Directory (First 1968 Edition), Chicago, II., 1968, pp. 62-65; and Rand 
McNally International Bankers Directory. (First 1980 Edition), Chicago, IL 
1980, pp. 50-54. 
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The percentage of on-us checks received as 
bank-of-first-deposit items in 1979 was very 
similar to what it was in 1967, and the change in 
the distribution of on-others checks was con-
sistent with the 1967 pattern. That is, as the 
number of local clearinghouses fell (from 237 
in 1967 to 146 in 197910) the share of bank-of-
first-deposit items collected through local clear-
ing arrangements fell from 33.6 to 22.1 percent. 
Analysis of the 1979 model showed that corre-
spondent banks picked up 5.5 of the 11.5 
percentage points lost by local clearinghouses, 
and the Federal Reserve System picked up 6.0 
percentage points. This consistency with the 
market share shift patterns of 1967 suggests 
that commercial banks, acting in their role as 
banks of first deposit, did not initiate the 
changes to improve the check collection system 
but only reacted to changes in their external 
environment. 

10Rand McNally & Company. Rand McNally International Bankers Directory 
(First 1968 Edition), Chicago, II., 1968, pp. 62-65; and Rand McNally 
International Bankers Directory. (First 1980 Edition), Chicago, II., 1980, 
pp. 50-54. 

Impact of RCPCs 

A change in availability schedules at the Fed, 
not a major shift in check collection patterns, 
appears to have been responsible for most of 
the reduction in the best-condition average 
speed of check collection between 1967 and 
1979. The change in availability was a part of 
the Fed's Regional Check Processing Center 
(RCPC) program implemented in the early 
1970s. 

The RCPC concept evolved out of the recom-
mendations presented in the Wurts Report in 
1954. In some regions of the country the Fed 
established regional check processing facilities 
that were remote from a Fed head office or 
branch and designated the geographical area 
surrounding these facilities as RCPC areas. In 
other instances, RCPC areas were established, 
but check processing was actually performed 
at a Fed head office or branch. The RCPC 
program incorporated three major changes in 
the Fed's check collection policies. First, imme-
diate credit (same day availability) was granted 
on items drawn on RCPC banks. Second, the Fed 
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Table 2 

Impact of RCPCs on Weighted Average 
Speed of Check Collection 

Percent of Average Day's Bank-of-First-
Deposit Items Paid Over 5-Day Check Flow 
Period 

Day AFCS* Model 
Extrapolation from 

AFCS Model** 

1 2 8 . 9 % 2 8 . 9 % 
2 51.1 36 .8 
3 18 .0 28 .3 
4 1.8 6.1 
5 0 .2 0 .6 

1 0 0 . 0 % 1 0 0 . 0 % 

Weighted Average 
Speed of 
Collection 1.9 2.2 

•Atlanta Fed Check Study 
"Extrapolation based on assumption that check disposition patterns 
remained constant but availavility of RCPC items was 2 days. 

required RCPC banks to make immediate pay-
ment in a form readily available to the presenting 
bank (i.e., reserve account balances at the Fed) 
for the cash letters it delivered to them. Finally 
nonmember RCPC banks were permitted limited 
access to Fed check collection services. 

The impact that RCPCs had on the average 
speed of check collection under optimal condi-
tions is shown in Table 2. The first column shows 
the percentage of items that were paid on each 
day of the 5-day f low period depicted in the 
1979 check f low model. The second column 
shows the percentages that would have been 
paid on each day if items drawn on RCPC banks 
had received deferred credit (next-day availability), 
as they did under the Fed's pre-RCPC policies. 
Table 2 shows that the RCPC program resulted in 
about 0.3-day improvement in weighted average 
speed of collection. 

Conclusion 

The check collection system has shown a 
surprising degree of stability over the past 30 
years. There has been a gradual reduction in 
the number of local clearinghouses in operation 
and, hence, in the proportion of items collected 
via local clearings. However, the volume dis-
placed by local clearinghouse closings has 
been redistributed to correspondents and 
Federal Reserve Banks in nearly equal propor-
tions. The difference between the proportion 
of on-others items sent by banks of first deposit 

to the Fed and the proportion sent to correspon-
dents increased less than 1 percentage point 
between 1952 and 1979. Neither intermediary 
has gained a substantial market advantage over 
the other. 

Furthermore, on average each check written 
has been processed by 2.2 - 2.6 financial 
institutions throughout the period. In 1952 
and 1967, the average speed of collection was 
equal to the average number of processors per 
item. The only development that appears to 
have had a noticeable impact on the average 
speed of collection is the Fed's RCPC program, 
which changed the availability schedule for 
items drawn on over 9,000 RCPC banks. 

In view of the historical evidence, it seems 
reasonable to question whether present efforts 
to establish local clearing arrangements and 
enhance Fed and correspondent check collection 
services will result in significant improvements 
in check collection speed. In fact, one can 
question whether the speed at which the 
system operates can be substantially improved 
(as long as the system relies solely on a paper 
document). Certainly the industry can work to 
reduce the number of rejects and exception 
items and improve the rate at which return items 
are handled. However, the best possible speed 
of collection under ideal processing and transpor-
tation conditions can only be improved to 1.7 
days if the 30/70 percent split between on-us 
and on-other items in bank-of-first-deposit checks 
remains steady and if all on-others items are paid 
on day 2. The potential of the check collection 
system is l imited by the need to transport checks 
physically and to batch process them. 

Because of the limitations inherent in the 
check collection system, banks must carefully 
evaluate their responses to the changes that 
are occurring today. While the check collection 
system must continue to function to serve the 
needs of payors and payees, and while banks 
will certainly seek to profit from the changes, in 
the long run investments in the check collection 
system may only maintain the status quo in a 
system that is reaching its maximum potential. 
A delicate balance must be sought between 
resources commit ted to maintaining the check 
collection system and those invested in devel-
oping and promoting alternatives to the check. 

—Donald L. Koch, 
Veronica M. Bennett, 
and Paul F. Metzker 
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