
The Washington-Baltimore 
Regional Check Clearing Center

Since its inception the Federal Reserve System 
has worked with bankers to improve the check col
lection process on which the nation’s payments system 
is based. The opening of the Washington-Baltimore 
Regional Clearing Center on January 2, 1970, repre
sents a major step in that direction. Regional 
clearing centers are perhaps the best immediate 
answer to the check collection problem. Moreover, 
a series of such centers, connected by wire with each 
other and with their participating banks, could well 
bridge the gap between the present payments system 
and the “ checkless society” of the future.

Background In virtually all large cities, clearing 
houses have existed for many years for the exchange 
of checks among large city banks, but rarely have 
these arrangements included smaller banks in the 
surrounding areas. The Nassau County Clearing 
Bureau, organized by about 80 banks on Long Island 
in 1952, is a notable exception. Checks are picked 
up each evening from the participating banks, sorted, 
and delivered to the drawee banks early the next 
morning. The Federal Reserve Bank of New York, 
however, was not and still is not a direct par
ticipant ; that is, it does not send checks to, nor 
receive them from, the Clearing Bureau.

The success of this effort resulted in a similar 
clearing system established later in Bergen County, 
New Jersey. This Bureau began operations on O c
tober 20, 1959, serving 31 banks with 70 offices. By 
the end of 1969, the area served by the Bergen 
County Clearing Bureau had been expanded to in
clude nearby counties, with participation by 39 banks 
with 185 offices. As in the case of the Nassau 
Bureau, the Federal Reserve Bank of New York 
does not participate directly.

Meanwhile, the American Bankers Association, 
the Association of Reserve City Bankers, and the 
Conference of Reserve Bank Presidents appointed a 
joint committee to make a comprehensive study of 
the nation’s system of collecting checks. The com
mittee in its report dated June 15, 1954, found that

more than 90 per cent of the dollar value of pay
ments in the United States was being made by 
check. An efficient collection system is thus of key 
importance in facilitating the flow of such payments. 
The committee noted that check collection problems 
arise primarily out of the volume of checks and esti
mated that the average check passes through 2 
banks in the process of collection. The volume prob
lem, furthermore, could be alleviated by reducing 
the number of check handlings.

The committee recommended that, where volume 
warrants, checks drawn on nearby out-of-town 
banks “ should be presented to drawees through a 
central clearing arrangement serving all banks in the 
area, with settlements being made on the books of a 
correspondent bank or on the books of the Federal 
Reserve Bank.” Some of the proposals made by the 
committee, however, met with strong opposition, and 
there was little support for establishing regional 
clearing arrangements until the middle 1960’s.

The Washington-Baltimore Situation The W ash
ington-Baltimore area provided a striking example 
of the inefficiencies possible under existing check 
clearing arrangements. Delays resulted partly from 
the fact that the Federal Reserve Bank of Richmond 
served Washington and Northern Virginia while its 
Baltimore Branch served Baltimore and surrounding 
Maryland counties. A  check drawn on a suburban 
Maryland bank and deposited with a bank in 
Northern Virginia might take as long as four days 
to clear even though the banks were only a few miles 
apart. If this check were deposited on Monday, and 
sent to Richmond that night, the Richmond Fed 
would send it on to Baltimore on Tuesday. The 
Baltimore Branch, in turn, would forward the check 
to the drawee bank on Wednesday and receive pay
ment on Thursday. A  return item would have to 
follow this route back to the bank with which it was 
deposited. The entire process could take up to eight 
or nine business days from the date of original de
posit. As a result, area banks were understandably
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reluctant to collect checks through the Federal 
Reserve.

Instead they resorted to one of several arrange
ments for local clearing. These included clearing 
houses in Washington, Baltimore, and Frederick, 
Maryland. There were also two informal exchanges, 
one made up of two banks in the Maryland suburbs 
of Washington and the other with limited participa
tion of five Northern Virginia banks. No provisions 
had been made, however, for exchanging checks 
among these five groups.

Banking Characteristics of the Area The ac
companying table summarizes some of the banking 
characteristics of the area that was under considera
tion for a new regional collection system. It con
firms that the area within a 40-mile radius of Wash
ington had a very heavy concentration of the Fifth 
District’s total banking activity. In 1967, there were 
94 banks with 666 banking offices, representing 11.7 
per cent and 22.2 per cent respectively of the totals 
for the entire Fifth District. The deposits of these 
banks totaled about $6 billion, or 32 per cent of the 
District total. The population of the area represented 
about a quarter of the total District population.

Development of the Plan Bankers in the area 
have long been aware of the need for a better clearing 
procedure. During the 1960’s many of these bankers 
approached representatives of the Federal Reserve 
Bank of Richmond about the possibility of establish
ing some type of clearing center. They did suggest, 
however, that the Federal Reserve should take the 
initiative in setting up such a facility.

The Richmond Reserve Bank decided to initiate 
efforts to establish a better collection system early in 
1967. Accordingly, in March it invited the banks 
belonging to the Washington and Baltimore clearing 
houses, the Northern Virginia Bankers Association, 
and the various banking associations in nearby Mary
land counties to participate in a check clearing 
survey of the Washington-Baltimore area. This led 
to the appointment of a team of area bankers and 
representatives of the Richmond Reserve Bank to 
conduct a survey and develop plans for a regional 
check clearing center if one seemed desirable.

The survey team studied check movements in the 
area during June 1967 and concluded that a clearing 
center definitely was needed. Its report to the Rich
mond Reserve Bank contained the following recom
mendations :

1. The establishment of a regional check clear
ing center to be owned and operated by the Rich
mond Bank without cost to participating banks.

2. The formation of a six-man committee of 
area bankers to advise the Reserve Bank on the 
operation of the center.

3. The location of the center at a point con
venient to participating banks, airports, and belt- 
ways.

4. The extension of participation privileges to 
all banks within a 40-mile radius of Washington 
and to any others near enough to make participa
tion feasible. Federal Reserve offices wrould also 
be allowed to send items directly to the center.

5. The settlement of clearing balances through 
the reserve accounts of member banks.

6. The establishment of pickup and delivery 
service so as to effect presentation of items to 
drawee banks by 10 a.m.

Establishment of the Center After a lengthy dis
cussion within the Federal Reserve System, 
the Federal Reserve Bank of Richmond agreed to 
establish a regional check collection center, the first 
operation of its kind to be established by a Federal 
Reserve Bank. The Washington-Baltimore Regional 
Check Clearing Center officially began operations 
on January 2, 1970.

The Clearing Center initially serves 90 banks 
within a 40-mile radius of Washington (see map). 
Included in the service area are the city of Wash
ington ; the city of Baltimore and the counties of Anne 
Arundel, Baltimore, Calvert, Charles, Howard, 
Montgomery, and Prince Georges in Maryland; and 
the cities of Alexandria, Falls Church, and Fairfax 
and the counties of Arlington, Fairfax, Loudoun, and 
Prince William in Virginia.

For operational reasons the Center is located at 
the Baltimore Branch of the Richmond Reserve 
Bank, with a relay station in downtown Washington 
for use by participating banks that may find it more 
convenient. Banks depositing their items at the 
relay station are subject to the same cut-off hours 
as those sending directly to the Center in Baltimore. 
The Federal Reserve Bank bears the expense of 
transporting checks from the station to the Baltimore 
Branch. Participating banks, both member and non
member, and Federal Reserve Banks may send 
checks, unsorted, drawn on other banks in the region 
to the Center by 1 a.m. If a participating bank de
sires, it may fine sort its checks by drawee bank 
and deliver them to the Center by 5 a.m. for inclusion 
in the daily shipment. Nonparticipating member 
banks from outside the area may also send to the 
Center, but for them the cut-off hour is 4 p.m. of 
the previous day.
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Spotsylvania

Area served by the W ashington-Baltimore Clearing Center. The circle has a radius of 40 miles around W ashington.

Regional Clearing Center personnel using high 
speed computer equipment sort the checks by drawee 
bank, make up the shipments and dispatch them by 
motor carrier in time to reach each bank by 10 a.m.

Member banks settle through their reserve ac
counts and nonmembers through the reserve account 
of member correspondents. Thus, participating banks 
each morning receive credit for all deposits made 
prior to the cut-off hours and likewise are debited 
for all items presented to them.

Among other features of the Regional Clearing 
Center are:

1. A  requirement that participating banks that 
are members of the Washington or Baltimore 
Clearing House sort and package clearing house 
items separately.

2. A  requirement that all items sent to the 
Center must be amount encoded if a sending bank 
averages more than 100 items per day in its de
posit.
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3. The establishment of an Advisory Group 
made up of two commercial bankers from Northern 
Virginia, twro from Washington, and two from 
Maryland.

Advantages of the Center The Regional Clear
ing Center has now been in operation more than 
four months and has already produced a significant 
improvement in the check collection system for 
the Washington-Baltimore area. Among the ad
vantages are:

1. Earlier Collection of Items A  regional 
center of this type enables both participating banks 
and banks outside the area to present and collect 
many checks more promptly. Checks now clear in 
one day, rather than up to four days as was pre
viously the case.

2. Earlier Credit on Checks Because of the 
faster process, participating banks collecting 
through the Center receive earlier credit on their 
checks in most instances.

3. Earlier Return of Unpaid Items The 
faster check collection process generally enables 
participating banks to receive their return items 
two or three business days sooner.

4. Reduction in Check Kiting The general 
public had become increasingly aware of the length 
of time required to collect checks in the Washing
ton-Baltimore area, and this had given rise to a 
number of check kiting schemes. By reducing col
lection time significantly, the Center greatly re
duces the opportunities for such kiting operations.

5. Reduction in Commercial Bank Float By 
reducing collection time on checks the Center

reduces commercial bank float on both intra-area 
items and those presented from outside the area 
by direct-sending banks and Federal Reserve 
Banks.

6. Fewer Check Handlings In terms of the 
payments system, the most significant advantage is 
the reduction in the number of times each check is 
processed.

The Clearing Center is now functioning smoothly, 
although some start-up problems were experienced 
by the Federal Reserve Bank and participating banks. 
Probably the most difficult situation resulted from 
significantly higher volume than expected. Forecasts 
of check volume, based on the 1968 survey, had in
dicated that the Center would be processing about
600,000 items per day. Actual volume for the first 
quarter of 1970. however, averaged 874,000 items per 
day and necessitated diverting some of the checks 
to Richmond for processing. With the installation of 
additional computer equipment scheduled for this 
month, the Center should be able to handle present 
volume and its projected growth.

It is now evident that a regional clearing center 
can provide a significant improvement in the check 
collection process. If the idea spreads throughout 
the country, both the banking system and the general 
public should benefit. The Federal Reserve’s new 
communications network could conceivably provide 
an electronic link between such centers. In any 
case, both these innovations represent considerable 
progress toward an improved payments system of 
the future.

H. Lee Boatwright, III 
C. P. Kahler

BANKING CHARACTERISTICS OF THE WASHINGTON-BALTIMORE AREA

POPULATION  
(July 1, 1967)

NUMBER OF 
BANKS 

(July 1, 1967)

NUMBER OF 
BAN KIN G OFFICES  

(July 1, 1967)
BANK DEPOSITS 
(June 30, 1966)

Northern V irginia1 846,500 35 170 $ 842,429,000
W ashington, D. C. 809,000 14 108 2,310,960,000
Suburban M aryland' 2,004,600 38 276 1,391,370,000

Baltimore, M aryland 913,000 7 112 1,485,245,000

TOTAL SURVEY AREA 4,573,000 94 666 $6,030,004,000

Survey Area as a Percentage 
of Fifth District 24.8 11.7 22.2 31.7

1 Cities: A lexandria , Falls Church, and Fairfax.
Counties or parts thereof: Arlington, Fairfax, Loudoun, and Prince William.

J Counties or parts thereof: Anne Arundel, Baltimore, Calvert, Charles, Howard, Montgomery, and Prince Georges.

Source: Bureau of the Census, Current Population Reports, Series P. 25 No. 373, September 5, 1967; M aryland State Department of Health, 
Division of Statistics, Population Estimates of M aryland, August 30, 1967; University of Virginia, The Bureau of Population and 
Economic Research, Estimates of the Population of Virginia Counties and Cities, July 1, 1967, October 1967; Federal Deposit In
surance Corporation, National Summary of Accounts and Deposits in All Commercial Banks, June 30, 1966.
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