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PREFACE

This report contains the findings and recommendations of
the committee appointed Jjointly by The American Bankers Associa-
tion, the Association of Reserve City Bankers and the Federal Re-
serve System to make a comprehensive study of the check collection
system of the nation, The general objective of the study was to
determine whether fundamental improvements could be made in check
collection methods and practices to increase the speed and effi-
ciency of check collections for the benefit of the banking system
and the general public.

The recommendations set forth in this report are based
upon: (1) findings of fact established by extensive surveys of
all aspects of the check collection system; (2) suggestions made
by a number of bankers and others who wrote or talked to the com-
mittee; and (3) the committee's conception of the criteria of an
ideal check collection system. The recommendations are not novel;
most of them have been tested in actual operation, although usual-
ly on a limited scale, Their practical merit is underlined by the
earlier tests and by the findings stated in the report. With ap-
proval and effective sponsorship by representative banking groups,
the changes recommended may be put into effect.

Adoption of the recommendations on a general scale will
minimize handlings, expedite presentation and otherwise contribute
to an improved check collection system for banks and their custom-
ers. With present volume, and a prospective continued growth trend,
check handling is, and will remain, a difficult volume operation.
It is imperative, therefore, to improve the efficiency of current
methods,

The committee has approached the assigned problem ob jec-
tively. Its recommendations are based upon consideration of wheth-
er a given change in current methods will contribute to speed and
efficiency of check collections from the standpoint of the entire
banking system and its depositors; they are not prompted, nor are
they influenced, by the effect which they will have upon the volume
of check activity at any particular bank or class of banks, An
equally objective attitude on the part of bankers i1s essential to
a proper appraisal of the recommendations.

JOINT COMMITTEE ON CHECK COLLECTION SYSTEM

Federal Reserve Bank of St. Louis
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CHAPTER I

SUMMARY OF FINDINGS AND RECOMMENDATIONS

Among the many services performed by
the nation's banking system, the provision
of channels through which money payments
flow from one point to another ranks high
in importance. More than 90 per cent of
the dollar amount of such payments in the
United States is made by check. A check
collection system that functions smoothly .
and efficiently is of key importance in vV
facilitating the flow of these payments.

The volume of check payments has been
growing rapidly in recent years. The
number of checks drawn increased about
10 per cent per year on the average from
1939 to 1952. In the latter year, about
8 billion checks, amounting to $2 trillion,
were drawn and paid. Volume and amount
were even higher in 1953, and the signs
point to continued growth in the future.
Should the 1939-52 trend continue, 14 bil-
lion checks would be written in 1960; and V//
by 1970, check volume would be 22 billion.
These totals may not be reached,of course,
but certainly future volume may be expected
to exceed present levels substantially.

The tremendous increase during recent
years in the volume of check payments has
given rise to increasingly difficult oper-
ating and personnel problems for banks.
Today's problems, coupled with awareness
of the probable continued increase in check
payments, were the primary reasons for the
sponsorship of this study by three repre-
sentative banking groups.

The principal assignment of the Joint
Committee on Check Collection System was
to determine whether speed and efficiency
of check collections through the banking
system could be increased by fundamental
changes in current methods and practices.
Attention has been concentrated on four
principal areas of inquiry: (1) What
are the current methods and practices?
(2) What problems do these methods and
practices create for banks? (3) What
changes in current methods and practices

would remove or alleviate those problems,
and otherwise contribute to speedier and
more efficient collections? (4) What would
be the implications of such changes for the
banking system?

The committee's findings in these
areas are summarized below, under the head-
ings A. Volume, Pattern, and Problems of
Check Collection, B. Summary of Recom-
mendations, and C. Implications for the
Banking System.

A. Volume, Pattern, and Problems
of Check Collection

1. Volume of Check Payments

The number of checking accounts in
this country increased from 27 million to
47 million between 1939 and 1952. 1In the
same period, the number of checks written
annually grew from an estimated 3 1/2 bil-
lion to nearly 8 billion. About 7 billion
of the checks written in 1952 were drawn
on the more than 14,000 commercial banks
throughout the country; of the balance,

450 million were checks drawn on the
Treasurer of the United States, 370 million
were United States postal money orders, and
2 million were checks drawn on Federal
Reserve Banks.

About 63800 of the banks on which
checks were drawn were members of the
Federal Reserve System, about 5,500 were
par remitting nonmember banks, and about
1,800 were banks which did not remit at
par for all items presented to them for

payment.

On an average day in 1952, about
29 million checks were written, and approx-
imately the same number were deposited in
or cashed at banks. Of the checks deposited
in or cashed at the average bank on that
day, one in five was drawn on that bank and
was charged to the drawer's account. The
remaining four were drawn on other banks
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JOINT STUDY OF CHECK COLLECTION

and were collected through the check col-
lection facilities provided by the banking
system of the country.

The collection of items represented
by these four checks is the principal sub-
ject with which this study is concerned.
The objective is to get these checks from
the first collecting bank to the drawee
bank by the most expeditious and direct
route available, and to obtain prompt re-
mittance in a form readily available to
the first collecting bank and its deposi-
tor.

The average check deposited in or
cashed at a bank passed through 2 1/3 banks
in the process of collection from the drawee
bank, and about 2 1/3 business days elapsed
between the date it was deposited or cashed
and the date it was presented for payment.
Checks in process of collection through the
banking system on an average day in 1952
numbered about 69 million,l of which 29 mil-
lion were presented to drawee banks for
payment on that day. Of the remaining
40 million, 15 million were payable at
banks in the same cities as the collecting
banks, 24 million were par items payable at
out-of-town banks, and 1 million were non-
par items.

Forty per cent of all checks written
in 1952 were drawn on 207 banks, each with
$100 million or more in deposits on June 30,
1952. Nearly two-thirds of all check col-
lection activity was centered in these banks
plus the 12 Federal Reserve Banks and their
24 branches. Thus large commercial banks
and the Federal Reserve Banks served to-
gether as the major centers of the check
collection system.

About two-thirds of one per cent of
all items presented for payment in 1952
were returned unpaid. This amounted to
about 175,000 items returned unpaid each
day, or about 50 million for the year. N
Fifty-four per cent of the unpaid items
were returned because of insufficient funds,
and another 19 per cent because of missing
or irregular endorsements. Sixty-four per
cent of all unpaid items were in amounts

1. Because of seasonal and other factors, total
daily volume during the year fluctuated between 60
and 75 million items.

less than $50. On the basis of average
1952 experience, the estimated cost to the
banking system of handling return items
was between 10 and 20 million dollars a
year.

2. The Patterns of Check Collections

In order to ascertain the patterns of
check collections, attention was focused
on three aspects of the check collection
system: (a) the sources from which a bank
receives checks for collection; (b) the
channels through which it forwards such
checks in order to collect them; and
(c) the sources from which a drawee bank
receives items presented to it for payment.
The picture thus obtained has been given
greater detail By considering each of these
aspects in relation to the deposit size of
banks, and in relation to banks' status for
reserve purposes (Reserve City banks? and
country banks).

(a) Sources of checks
received for collection

The two principal sources from which
a bank receives checks for collection are:
(1) checks cashed at the window or received
in deposits of customers, and (2) checks
received from other banks for collection.
In all banks of the country, 74 per cent of
checks received for collection in 1952 were
derived from the first source, and 26 per
cent from the second. Size of bank influ-
enced this ratio considerably. At banks
with less than $25 million in deposits,
virtually no items were received from other
banks, while at banks with $100 million or
more in deposits, about 40 per cent of all
items collected were received from other
banks. The same comparison may be made
between country banks and Reserve City
banks. Of all items received by Reserve
City banks for collection, 40 per cent were
received from other banks, whereas only
6 per cent of items received for collection
by all country banks came from other banks.
These figures show the extent to which
Reserve City banks and larger country banks
(over $100 million in deposits) engage in
check collection activities on behalf of

Ismaller correspondent banks.

2. References in this report to "Reserve City
banks" include both Reserve City banks and Central
Reserve City banks.
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SUMMARY OF FINDINGS AND RECOMMENDATIONS

(b) Disposition of checks
received for collection

Thirty-four per cent of all checks re-
ceived by banks for collection during 1952
were presented to drawee banks in the same
community through local clearings. This
proportion was relatively uniform at banks
of all size classes, allowing for the fact
that many small banks were in one-bank
towns and therefore collected no items
through local clearings. Reserve City
banks collected 37 per cent of the checks
they received through clearings, and coun-
try banks 31 per cent.

At all banks of the country in 1952,
34 per cent of checks received for collec-
tion were sent to Federal Reserve Banks,3
22 per cent were sent to correspondent
banks, and 5 per cent were presented by
mail directly to the drawee banks. The
variations in the proportion of items sent
to Federal Reserve Banks or to correspond-
ent banks by banks of different size
classes or of different reserve status are
significant. Banks with less than $7.5 mil-
lion in deposits sent 48 per cent of the
checks they received for collection to cor-
respondent banks, and only 17 per cent to
Federal Reserve Banks. As the deposit size
of banks increased the percentage of items
sent to correspondent banks became progres-
sively smaller, until in the largest banks
(with deposits exceeding $500 million),
only 5 per cent of checks received for col-
lection were sent to correspondent banks,
while 41 per cent went to Reserve Banks.
Reserve City banks of all sizes tended to
make extensive use of Federal Reserve check
collection facilities, but country banks
depended more upon the facilities provided
by correspondent banks. For example,
Reserve City banks sent 42 per cent of all
items they received for collection to
Federal Reserve Banks, and only 8 per cent
to correspondent banks; in contrast, the
corresponding percentages for country banks
were 23 per cent and 41 per cent,
respectively.

3. Except where the context 1s clearly to the
contrary, references in this report to "Federal Re-
serve Banks" include Federal Reserve Banks and
branches; and references to "Federal Reserve cities"
include cities in which either a Federal Reserve
Bank or branch is located.

Both Reserve City banks and the larger
country banks used direct mail presentation
to collect checks from drawee banks. On
the average, 8 per cent of the items re-
ceived by Reserve City banks and 2 per cent
of the items received by country banks were
collected this way. About half the items
mailed directly were drawn on nonpar banks.

(c) Sources of checks presented
to drawee banks for payment

The final form of the pattern appears
when consideration is given to the sources
from which a drawee bank receives items
presented to it for payment. At all banks
of the country in 1952, 42 per cent of
checks paid were received through local
clearings, 24 per cent were received from
Federal Reserve Banks, 11 per cent were
received direct from other banks, and the
rest were checks cashed at the window or
received in deposits of customers.

The percentage of items received
through clearings varied with the size of
bank, running from 22 per cent for banks
with less than $7.5 million in deposits up
to 68 per cent for the largest banks.

These figures were influenced, at the lower
end of the scale, by the absence of local
clearings in one-bank towns, and at the
opposite end by the fact that many items
presented to a drawee bank through the
clearings in a large city were presented
by other commercial banks or a Federal
Reserve Bank in the city that had received
them from out-of-town banks for collection.

The percentage of checks presented to
drawee banks through the mail by Federal
Reserve Banks varied with the location of
the banks. Reserve City banks got rela-
tively few items by mail from Federal
Reserve Banks. (Most were located in
Federal Reserve cities, and items drawn on
them were presented by the Federal Reserve
Bank through the clearings.) But the
largest country banks got 35 per cent and
the smallest over 39 per cent of all items
presented through the mail to them from
Federal Reserve Banks.

Items presented to drawee banks by
mail direct by other commercial banks were
generally a larger percentage of all items
presented in the case of smaller banks. At
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4 JOINT STUDY OF CHECK COLLECTION

banks with deposits of less than $25 mil-
lion, about 13 per cent of the items pre-
sented for payment were received through
the mail from other banks. These items
included both direct presentations to non-
par drawee banks, and presentations to par
remitting drawee banks by certain corre-
spondent banks.

(d) Extent of use of Federal
Reserve facilities

In 1952, only about 3,300 of the
nation's 14,000 commercial banks made any
direct use of Federal Reserve check col-
lection facilities. About 7,000 nonmember
banks were not eligible to send checks
directly to Federal Reserve Banks. About
6,800 member banks and 250 nonmember clear-
ing banks did have direct access to Federal
Reserve facilities, but of these only about
1,700 made full use, and 1,600 partial use
of them.

Use of Federal Reserve facilities
varied significantly according to size of
bank. Less than 2,000 of nearly 12,000
small banks sent items directly to Federal
Reserve Banks, whereas 550 of the 718 banks
with $25 million or more in deposits made
direct use of the facilities.

Federal Reserve Banks, which handled
about three-quarters of all par transit
items, regularly sent cash letters to
virtually every par remitting bank in the
country.

(e) Items drawn on nearby banks

In 1952, 31 per cent of all out-of-
town items received by country banks for
collection were drawn on banks within 25
miles of the first collecting bank, and
16 per cent more were drawn on banks be-
tween 25 and 50 miles distant. Country
banks generally collect items drawn on
banks in nearby towns the same way they
collect other out-of-town items -- they
send them to a corresnondent bank or
Federal Reserve Bank, often at a consilder-
able distance away. This practice almost
always involves more handling of the items,
more time spent in transit, and more delay
in presentation and payment than would be
involved in collecting the items directly
from the drawee banks.

(f) Nonpar items

Nonpar items were only 1.5 per cent
of the total number of items handled for
collection in 1952. (There were about
1,800 nonpar banks in the country, but
they held only about 1 per cent of all
commercial bank deposits.)

About half of the nonpar items re-
ceived for collection were sent by mail
directly to the drawee banks; the remain-
ing nonpar items were collected through
correspondent banks. Smaller banks col-
lected nonpar items for the most part
through correspondent banks, while larger
banks collected them to a greater extent
by direct mail presentations to the drawee
banks.

(g) Summary of the pattern
of check collections

The general pattern of check coilec-
tions disclosed by the data summarized
above 1is as follows:

(i) Checks cashed at or
deposited in banks, drawn on other
banks in. the same town, are usu-
ally presented and paid locally.

(ii) Methods of collecting
items drawn on out-of-town banks
vary according to the size and
location of the first collecting
bank, and also according to
whether or not it is a member of
the Federal Reserve System.

(iii) All nonmember banks
and many smaller member banks tend
to send all or most of the out-of-
town items they get to correspond-
ent banks (most of which are member
banks). However, some smaller
member banks send items drawn on
or payable through the Federal
Reserve Banks, and items drawn on
commercial banks in Federal
Reserve cities, directly to the
Reserve Banks. Relatively few
smaller menber banks send all par
items directly to the Federal
Reserve Banks.

(iv) Larger member banks
(particularly Reserve City banks)

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



SUMMARY OF FINDINGS AND RECOMMENDATIONS

acquire items for collection not
only from their customers, but
also (because of the check routing
patterns described in the preced-
ing paragraph) from smaller banks
with which they maintain corre-
spondent relationships. Ttems
thus received that are drawn on
other banks in the same city are
collected through local clearing
houses or other arrangements.
Out-of-town items may be collected
by sending them (by mail) directly
to the various drawee banks,
especially if the drawee banks are
nonpar banks. But the larger mem-
ber banks collect by far the
greater proportion of their out-
of-town items (including the items
received from other banks) through
Federal Reserve Banks.

(v) Federal Reserve Banks re-
ceive some items drawn on or pay-
able through them directly from
smaller country member banks. But
they receive more from larger mem-
ber banks, and principally from
the Regserve City banks. These
items, of course, include many re-
ceived by the larger banks from
smaller country banks, both member
and nonmember.

(vi) TFederal Reserve Banks
receive directly from country mem-
ber banks a considerable volume of
items drawn on other banks in the
same cities as the Federal Reserve
Banks.

(vii) Items received for col-
lection by Federal Reserve Banks,
and drawn on banks in Federal
Reserve cities, are collected by
the Federal Reserve through the
local clearing house or arrange-
ment. These items amount to a
substantial part of the total of
all items presented to drawee
banks in Federal Reserve cities.

(viii) Federal Reserve Banks
receive some par items drawn on
out-of-town banks directly from
country member banks. But they
get more such items from larger

member banks (principally Reserve
City banks). As in (v), above,
these items include many received
by the larger banks from smaller
country banks, member and
nonmember.

(ix) By far the greatest
number of items presented by mail
to drawee banks outside Federal
Reserve Bank cities is presented
by Reserve Banks.

3. Problems Arising from Check
Collection Patterns

The check collection problems of the
banking system arise primarily out of the
volume of checks that are written. This
volume complicates collection operations
and delays presentation of items. Yet
there seems to be no feasible way to bring
about any substantial reduction in the
nunber of checks written; in fact, the
trend of volume appears to be in the other
direction.

This does not mean, however, that
there is no possibility of reducing the
volume of check collection operations in
the banking system. The average check
issued in 1952 passed through 2 1/3 banks
in the process of collection. In effect,
therefore, the volume with which the
banking system was concerned from the
standpoint of its check collection opera-
tions consisted not of 8 billion pieces
of paper buf of nearly 19 billion. If
check collection patterns had been modi-
fied so that the average check written in
1952 had passed through only 2 banks, the
total number of individual bank handlings
would have been reduced to 16 billion
without any reduction in the number of
checks written and collected. The result
would have been a reduction of nearly
15 per cent in the check collection work
load of the banking system.

Accordingly, the committee undertak-
ing this study focused its attention on
the guestion: What modifications of
existing check collection patterns can be
made that will provide for presentation
of checks to drawee banks by the most
direct and expeditious routes available,
and that will eliminate unnecessary han-
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6 JOINT STUDY OF CHECK COLLECTION

dlings? The recommendations summarized
in the following section give the com-
mittee's answer. They are based on the
underlying premise that by expediting
presentation of checks, and eliminating
unnecessary handling, the banking system
can not only reduce operating expenses
without any reduction in the number of
check payments, but it and its depositors
can also gain from faster payments and
earlier availability of funds.

The study also covered several prob-
lem areas in check collection operations
not directly associated with volume. Recom-
mendations for changes in these areas are
also summarized in the following section.

B. Summary of Recommendations

Following is a summary of the commit-
tee's recommendations for changes in cur-
rent methods of check collection.? 1In
general, the recommendations are designed
to bring current check collection methods
into closer accord with the following
criteria of an ideal check collection
gystem:

1. Presentation to drawee by
most expeditious and direct
route available.

2. Minimum number of handlings.

3. Prompt remittance of proceeds
in form readily available to
first collecting bank and its
depositor.

4. Prompt notification and prompt
return to first collecting bank
in the event of nonpayment.

The recommendations are summarized
under five main headings: Checks payable
at par in the same Federal Reserve District;
checks payable at par in other Federal
Reserve Districts; nonpar checks; items
(other than nonpar checks) which Federal

4. The principles by which the committee was
guided in formulating the recommendations, the
situations to which they relate, and the facts justi-
fying them are stated at length in Chapters IV and V.
The parenthetical noles following each caption in
this summary refer to the pages in those chapters
where the basis for the recommendations is given.

Reserve Banks will not handle as cash items;
and return items, check standards, and en-
dorsements.

1. Checks payable at par in the
same Federal Reserve District

a. Checks drawn on banks in
the same town as the first collect-

ing bank (pp. 74-77)

(i) Where there is a formal
check clearing organization, such
checks should be exchanged through
the clearing organization, and net
balances resulting from the ex-
changes should be settled on the
day of the exchanges by entries on
the books of a correspondent bank
or of a Federal Reserve Bank.

(ii) Where there is no formal
check clearing organization, in-
formal arrangements should be made
for the reciprocal exchange of such
checks among all banks in the com-
munity, and settlement of the ex-
changes should be made on the same
day by entries on the boocks of a
correspondent bank or of a Federal
Reserve Bank.

(iii) 1In either case, the
time for exchanges of checks should
be set at such an hour as to permit
checks received in morning mails to
be included in the exchanges.

b. Checks drawn on nearby
out-of-town banks (pp. 77-79)

(i) Where volume warrants,
such checks should be presented to
the drawees through a central
clearing arrangement serving all
banks in the area, with settle-
ments being made on the books of
a correspondent bank or on the
books of the Federal Reserve Bank.

(i1) Where volume warrants
but a central clearing arrangement
is not feasible, such checks
should be presented directly by
mail to the respective drawees,
with settlement through a corre-
spondent bank or the Federal
Reserve Bank.
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SUMMARY OF FINDINGS AND RECOMMENDATIONS

c. Checks drawn on banks in
Federal Reserve cities, when the
first collecting bank is not in a
Federal Reserve city (pp. 79-80)

(i) Checks drawn on commer-
cial banks in a Federal Reserve
city should be sent directly to
correspondent banks in that city.

(i1) TItems payable at the
Federal Reserve Bank (including
Government checks and postal money
orders) should be sent by member
banks directly to the Federal
Reserve Bank, and arrangements
should be available for crediting
the proceeds of such items to a
correspondent member bank if the
sending bank and the correspondent
member bank so desire.

(1ii) The Federal Reserve
System should consider modifica-
tion of its current policy, so
that, upon the Jjoint request of
a member and a nonmember barnk,
the nonmember bank may send items
payable at a Federal Reserve Bank
(including Government checks and
postal money orders) direct to
the Federal Reserve Bank, for
credit to the member bank's
account. This would eliminate
the need for the member bank to
handle these items.

d. All other checks drawn
on banks in the same Federal Reserve

district (pp. 80-82)

(i) Where volume warrants
and where appropriate arrangements
exist or can be made, such checks
should be sent directly to the
drawee banks, for credit of the
sending bank or for remittance to
a correspondent bank or Federal
Reserve Bank for account of the
sending bank.

(ii) When not handled as
suggested above, such items re-
ceived by member banks of the
Federal Reserve System should be
sent directly to the Federal
Reserve Bank, and arrangements
should be available for crediting

the proceeds to a correspondent
member bank, if the sending bank
and the correspondent member bank
so desire.

(iii) 'The Federal Reserve
System should consider modifica-
tion of its current policy, so
that, upon the joint request of a
nonmember bank and a member bank,
the nonmember bank may send direct
to the Federal Reserve Bank for
account of the member bank items
which the member bank otherwise
would receive from the nonmember
bank and collect through the
Federal Reserve Bank. This would
eliminate the need for the member
bank to handle these items.

2. Checks payable at par in
other Federal Reserve
Districts (pp. 82-84)

(1) Where volume warrants
and where appropriate arrangements
exist or can be made, such checks
should be sent directly to the
drawee banks, for credit of the
sending bank or for remittance to
a correspondent bank or Federal
Reserve Bank for account of the
sending bank.

(ii) When not handled as
suggested above, such items should
be collected to the greatest ex-
tent practicable through the
Federal Reserve System's procedures
for direct sendings and consoli-
dated air shipments of inter-
district items.

(iii) Where volume warrants,
Federal Reserve Banks should send
such items directly to drawee banks
located in adjacent areas of ad-
joining districts.

(iv) For expediting presen-
tation of items drawn on banks in
important financial centers where
there is no Federal Reserve Bank
or branch, and where volume and
other circumstances warrant, the
Federal Reserve System should con-
sider providing facilities for con-
solidated direct air shipments to
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JOINT STUDY OF CHECK COLLECTION

such centers, permitting presenta-
tion to the drawees without the items
having to pass through the Federal
Reserve Bank of the district in
which they are payable.

3. Nonpar checks (pp. 84-92)

(i) Although the weight of
informed banking opinion favors
universal par remittance for cash
items as a desirable improvement
in the check collection system,
the committee offers no specific
recommendation, in the light of
controlling circumstances, as to
how that result may be achieved
promptly.

(ii) The committee recom-
mends that rules regarding the
absorption of exchange charges by
collecting banks be uniform as be-
tween member banks of the Federal
Reserve System and insured nonmem-
ber banks. All insured banks, mem-
ber and nonmember, should be pro-
hibited from absorbing exchange
charges, except where absorption
is merely incidental and not re-
lated to the solicitation of de-
posit balances.

(iii) The committee recom-
mends the simplification of record
keeping requirements imposed on
member banks of the Federal Reserve
System in connection with the dis-
position of exchange charges.

4. Ttems (other than nonnar items)
which Federal Reserve Banks
will not handle as cash items

(pp. 92-95)

(i) Except where differ-
ences are required by local laws,
there should be uniform defini-
tive rules among the Federal
Reserve Banks regarding the items
which they will, or will not,
handle as cash items. The Federal
Reserve Banks should try to frame
these rules so as to permit the
handling as cash items of as many
categories of instruments as
practicable.

(ii) The Federal Reserve
Banks should handle as cash items
instruments "payable at" any bank
located outside Arkansas, Georgia,
Idaho, Minnesota, Illinois, Kansas,
Nebraska and Nerth Dakota. In
those States, the respective State
Associations should explore the
possibility of having the legisla-
tures adopt Section 87 of the
Uniform Negotiable Instruments Law,
and should urge banks at which
items of this nature purport to be
payable to arrange with their de-
positors for the issuance of con-
ventional bank checks instead of
items "payable at" such banks.

(iii) Banks having customers
upon whom drafts "payable through"
such banks are drawn in substantial
numbers should arrange with such
customers wherever possible for the
use of conventional bank checks in-
stead of such drafts.

(iv) In areas where the
handling of State and municipal
warrants as cash items is not
currently possible, steps should
be taken by the State Associations
to make such items eligible for
handling in that manner. Where
existing State law permits dis-
bursements by political bodies to
be made by bank check as well as
by warrant, the use of checks
wherever possible should be en-
couraged. Where existing State
law requires such disbursements
to be made by warrants or other
instruments which the depositary
banks of such political bodies
are not authorized by law to pay
upon presentation, appropriate
legislation permitting all such
instruments to be drawn on banks
and payable upon presentation
should be sought.

5. Return items, check stand-
ards, and endorsements (pp. 96-59)

a. Return items

(i) The number of items
returned unpaid would be re-
duced if banks would -
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refuse to retain accounts of
depositors who persist in
drawing checks that are not
good;

exercise greater care to
ascertain that items de-
posited are properly en-
dorsed; and

employ all reasonable means
to "cure" technical defects
in items presented, so that
they may be paid rather than
arbitrarily returned.

(i1) General adoption
of a procedure for returning
unpaid items directly to the
first endorsing bank would
expedite and simplify such
returns.

b. Standardization of check
sizes and design, as recommended
by the Bank Management Commission
of The American Bankers Associa-
tion and others, 1s highly desir-
able. Banks should undertake more
aggressively to carry out the
recommended program and to obtain
compliance by their depositors.

c. In the interests of legi-
bility, bank endorsements should
be reduced 1n size and simplified
in content, and steps should be
taken to avoid as much as possible
the superimposition of mechanical
endorsements.

C. Implications for the Banking System

Adoption and implementation of the
foregoing recommendations will simplify and
expedite the collection of checks, and will
result in economies for the banking system
as a whole. The recommendations will not,
in the committee's opinion, cause any fund-
amental changes in correspondent bank rela-
tions, increase materially the work load of
country banks, or alter substantially the
present distribution of work between corre-
spondent banks and Federal Reserve Banks.

The changes recommended may give rise
to questions, however, regarding some cur-
rent practices, attitudes and policies of
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correspondent banks, country banks, and
Federal Reserve Banks. The principal im-
plications of the recommendations for each
of the components of the banking system,
which have received detailed consideration
in the course of the study, are summarized
below.

1. Relationships and Balances of
Correspondent Banks

Adoption of the changes recommended
will not decrease total collected balances
at correspondent banks; on the contrary,
such balances may increase. There may pos-
sibly be some changes at individual banks,
but the impact and extent of any such
changes cannot be estimated with any pre-
cision at this time. Since one effect of
the recommendations will be to increase the
speed of check collections and provide
earlier presentation and payment, some of
the "float" now reflected in book balances
of correspondent banks (i.e., amounts
credited to correspondent accounts for
items received for collection that have not
yet been actually collected) should be
eliminated.

The conclus}on that total collected
balances at correspondent banks will not
be reduced as the result of the recommended
changes rests upon the following considera-
tions:

a. A survey was made by the
Federal Reserve Banks in 1949 to
determine whether country member
banks which collected all checks
through Reserve Bank offices
tended to show smaller balances
due from banks (i.e., smaller bal-
ances with correspondent banks)
than country menber banks which
made little or no direct use of
Federal Reserve collection facili-
ties. The general indication was
that the full use or non-use of
Federal Reserve collection facili-
ties appeared to make no substan-
tial difference in the amount of
balances carried with correspondent
banks. Banks with $10 million or
less in deposits that sent all
items direct to the Federal Reserve
tended to show somewhat smaller
balances due from banks than banks
of that size that collected all or
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most of their items through corre-
spondents. But banks holding

$25 million or more in deposits
that sent all items to the Federal
Reserve carried larger balances
with correspondent banks than those
that did not send items to the
Federal Reserve.

The significant conclusion
which may be drawn from the 1949
survey is that if all country mem-
ber banks were to send all items
directly to the Federal Reserve
Banks, and concurrently were to
adjust their average balances with
correspondent banks to the level
of the average for banks thereto-
fore making full use of Federal
Reserve facilities, the total de-
cline in balances held by corre-
spondent banks for account of
country member banks throughout
the country might be $250 or
$300 million, or about 5 per cent
of total balances. The recom-
mendations offered in this report,
however, would not have that
effect. With country banks send-
ing items drawn on commercial banks
in Federal Reserve cities to corre-
spondent banks in those cities, and
sending other intradistrict items
directly to Federal Reserve Banks
(with the option of having the pro-
ceeds credited to their accounts
with correspondent banks), any
change in correspondent bank bal-
ances should be upward rather than
downward.

b. Federal Reserve Banks
can neither lend nor invest re-
serve balances of member banks,
and they have nothing to gain from
the maintenance by member banks of
reserve balances in amounts exceed-
ing the reserves required by law.
Accordingly, Federal Reserve Banks
will not solicit member banks to
carry excess reserves at the ex-
pense of correspondent bank
balances.

5. It has been observed, in this connection,
that a member bank will find it advantageous to
carry funds in excess of the legal reserve require-
ment with a correspondent bank, rather than in its
reserve account at the Federal Reserve Bank. The
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c. Balances with correspond-
ent banks constitute part of the
liquidity reserves of the deposit-
ing bank. Except to increase the
amount of its vault cash, the only
reason for a bank to reduce its
total deposits with correspondent
banks would be to increase loans
or investments. Any decision by
a bank to reduce liquidity and to
increase loans or investments by
using correspondent balances would
be a matter of management policy,
and not the result of a _change in
check routing patterns.6

Thus there will be no decrease in total
collected balances with correspondent banks,
and there should be no adverse change in
basic correspondent relationships. Although
the recommendations contemplate certain
changes in check routing patterns, corre-
spondent banks will continue to occupy the
same important positior in the check col-
lection mechanism. Not only will they con-
tinue to handle items for account of other
banks, but they will be in a position to
receive for the account of country member
banks the proceeds of checks sent by such
banks directly to Federal Reserve offices.

2. Work Load of Country Banks

The recommended check routing pattern
will require additional sorting on the part
of some country banks. Since the recom-
mendations will result in earlier presenta-
tion and payment, the additional sorting
will contribute to a better banking system
and will result in improved service to de-
positors without imposing an undue burden
on the banks.

It appears that the maximum effect of
the recommended changes in check routing

reason is that balances due from correspondent banks
which are subject to immediate withdrawal may be
deducted by a member bank from gross demand deposits
in determining its required reserves, whereas bal-
ances due from the Federal Reserve Bank (including
balances in excess of required reserves) may not be
deducted for that purpose. See Regulation D of

the Board of Governors of the Federal Reserve
System, Section 2(b).

6. It is possible that a given correspondent
bank might lose balances as the result of a change
in check routing. But if such balances exist in
connection with uneconomic collection procedures,
they do not rest upon a very firm foundation. In
general, a satisfactory and continuing correspond-~
ent relationship must result in profit to both sides.
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patterns on the work load of country banks
would be the addition of two (or in a
regional clearing arrangement, three) more
sorts of par transit items than are now
being made at banks which do a minimum
amount of sorting.7 Many country banks

are already making several sorts, and those
handling any substantial*volume of checks
for collection tend to use mechanical
equipment for sorting. Country bankers who
met with the committee in each Federal
Reserve district did not regard the recom-
mendations as onerous from the standpoint
of country bank operations.

3. Practices and Policies of
Federal Reserve Banks

Part of the committee's assignment
specified that its study "should include a
careful review of all current (Federal
Reserve) System policies affecting check
collections, but no such policy should
necessarily 1limit either the scope of the
study or the recommendations of the com-
mittee". The committee made such a review
as part of the study, and there is one major
respect in which its recommendations may
conflict with established Systetm policy.

The policy of the Federal Reserve
System has been that Federal Reserve Banks
would accept checks for collection only for
account of member banks and nonmember
clearing banks. Apparently, the reasons why
Federal Reserve Banks generally have not
been willing to receive checks directly
from nonmember banks for collection have
been (1) the feeling that such a step would
throw open to nonmember banks one of the
principal services of the Federal Reserve
System without requiring them to assume the
normal obligations of membership, and (2) a
reluctance to take a step which might be
regarded with disfavor by country member
banks or might be construed by city member
banks as an infringement upon their corre-
spondent relationships with nonmember banks.
Federal Reserve Banks, of course, present

7. Depending on volume, a further breakdown
might be required currently in the case of par
transit items sent to some Federal Reserve offices.
These requirements stem from operating rules of the
Federal Reserve Bank and not from recommendations
in this report. Such requirements are not regarded
as static; improved operating conditions under
changed collection patterns may lead to some
modifications.

checks to virtually every bank in the coun-
try, member and nonmember, for payment.

The committee's findings are (1) that
all Government checks, postal money orders
and checks drawn on a Federal Reserve Bank
which are received by correspondent member
banks from nonmember banks, are deposited
by the correspondent member banks with the
Federal Reserve Banks, and (2) that most
par transit items received by correspondent
menber banks from nonmember banks are de-
posited by the correspondent member banks
with the Federal Reserve Banks for collec-
tion. Recognizing the opportunity in these
circumstances to minimize the number of
check handlings by the banking system, and
to expedite presentation and payment of the
items involved, the committee has recom-
mended, in effect,that a Federal Reserve
Bank, upon the joint request of a nonmember
bank and a member bank, should receive such
items directly from the nonmember bank for
account of the member bank.

The arguments favoring a change in the
current policy of the Federal Reserve
System are clear. From a practical stand-
point, the items which it is recommended
that Federal Reserve Banks receive directly
from nonmember banks would ultimately be
handled by the Reserve Banks in any event.
With no increase in the work load of the
Reserve Banks, it is possible to save un-
necessary handlings of the items by member
banks and to expedite their presentation
and payment. The effect of the recommenda-
tion would not be to extend to nonmember
banks Federal Reserve services not currently
available to them, since the items in ques-
tion are now being collected through the
Federal Reserve System. There need be no
real fear of an infringement upon corre-
spondent relationships of member banks, in-
asmuch as the consent of the member banks

8. These recommendations involve the gquestion
of the legal authority of a Federal Reserve Bank to
receive items directly from a nonmember bank, which
would have to be resolved by counsel for the Federal
Reserve System. There appears to be a basis, how-
ever, for concluding that a Federal Reserve Bank
would have authority to receive items from a non-
menber bank as recommended (see 1920 Federal
Reserve Bulletin 948). Although the question of
authority would be resolved if each nonmember bank
were to open a nonmember clearing account, the com-
mittee does not recommend that action, since it
recognizes that it would not be acceptable to the
Federal Reserve System or to its member banks.
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would be involved and they would continue
to recelve as correspondent balances the
proceeds of collections for nonmember banks.

From the standpoint of general policy,
the public obligations of the Federal
Reserve System should not be overlooked.
The statutory duty of each Federal Reserve
Bank to exercise the functions of a clear-
ing house is intended to afford both to
the general public and to the country's
banking institutions a direct, expeditious
and economical gystem of collecting checks
and settling balances. In & narrow sense,
the advantages of the System may be viewed
perhaps as limited to those institutions
which are willing to assume the obligations
inherent in membership. More realistically,
however, the duty of each Federal Reserve
Bank to facilitate and improve the payment
mechanism of the economy by providing eco-
nomical and expeditious check collections
does not run to member banks, as opposed
to nonmember banks, but to the general
public. The recommendations regarding the
receipt of certain items directly from non-
member banks will benefit member banks
directly and will contribute to the speed
and efficiency of the check collection
system; they should not, therefore, be con-
gidered inconsistent with Federal Reserve
System policy.

4, Benefits if Recommendations
are Adopted

Following 1s a summary of some of the
benefits which the banking system would

derive from adoption of the recommendations:

a. Earlier presentation of items.
b. Faster collection of proceeds.

c. Quicker availability of pro-
ceeds.

d. Earlier notification and
earlier return of items to
first collecting banks in
the event of nonpayment.

e. Improved customer relations.

f. Additional collection facili-
ties (e.g., regional clear-
ings and direct sendings).

g. Elimination of unnecessary
handling and circuitous
routing.

h. Improved efficiency and
accuracy of operations, with
reduced chances of errors or
loss of items.

i. Lower operating costs.

J. Improvements 1n operations
and better distribution of
work loads at Federal Reserve
Banks which may permit
(1) later closing hours for
receipt of certain classes of
items, and (ii) modification
of sorting requirements.
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CHAPTER II

BACKGROUND

A. Origin of Proposal for Study original proposal of the Federal Reserve
of Check Collection System System. A summary of the statement
follows:

o Aprdl 1558, tie Federal Bessrve 1. Study of recent trends in the
System proposed to The American Bankers volume of check payments and
A§soc1at10n and the AssQC}atlgn of R?serve prospects for increases in
City Bankers that they join with it in a such volume in the near term
comprehensive study of the check collection Potre .
system of the nation. It was proposed that
the general obJjective of the study be to 2. TFactual survey to determine
determine whether fundamental improvements the present methods of col-
could be made in current check collection lecting various classes of
methods and practices, with a view to in- checks throughout the country.
creasing the speed and efficiency of check
collections in the interests of the banking 3. Formulation of a working set
system and the general public. of principles of efficient

check collection methods
B. Appointment of Joint Committee (e.g., minimum collection
time, handling by minimum

The proposal was accepted by the two number of banks, and handling
bankers' associations, and a Jjoint commit- by banks best able by loca-
tee was appointed to conduct the study. tion, etc. to handle par-

The American Bankers Association designated ticular classes of items).

as its representatives Orval U. Habberstad,

President of The Union National Bank of 4. 1In the light of the facts

Rochester, Minnesota, and James H. Kennedy, developed in the survey, and

Vice President and Cashier of The Philadel- applying the principles formu-

phia National Bank. The Association of lated, determination of appro-

Reserve City Bankers appointed C. Edgar priate changes to improve the

Johnson, Vice President of The First Nation- check collection system.

al Bank of Chicago. The Federal Reserve

named Frederick L. Deming, Vice President of 5. Study of a number of related

the Federal Reserve Bank of St. Louis,l and fems, such bE TEASTHlS dm-

John H. Wurts, Vice President of the Federal provements in equipment for

Reserve Bank of New York, the latter being sorting, endorsing and list-

designated as chairman of the committee. ing checks; simplification and
expedition of handling return

C. Approved Scope of Study items; possible expansion of

city and county clearing

At the direction of the constituent arrangements; improved facili-
groups sponsoring the project, the com- ties and schedules for trans-
mittee formulated a statement of the portation of checks; and the
proposed scope of its study based on the like.
general obJjectives indicated in the

The committee's statement indicated that
1. Since January 1, 1953, Mr. Deming has been approach to the factual study would be ob-
First Vice President of the Federal Reserve Bank jective, and that recommendations would be
Bl 55 s directed to improvements in the speed and
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efficiency of check collections for the
benefit of the entire banking system and
its depositors. Recognizing that any
changes recommended would have to be made
in relation to the check collection system
as a going institution, the committee pro-
posed to approach the study without any
preconceived desire to obtain either more
or less check activity for commercial banks
or Federal Reserve Banks, or to interfere
with established correspondent bank re-
lationships. On the other hand, any com-
mitment to maintain present check collection
patterns without change was implicitly
denied, since improvements would neces-
sarily involve some changes.

This statement of the proposed scope
of the study was approved by each of the

constituent groups.

D. Work of the Committee

The committee held numerous meetings.
It conferred with many bankers, business-
men, equipment manufacturers, government
officials, and others. It conducted a
nationwide survey of check collection
methods and volume of operations, and ana-
lyzed the results.

E. Bank Collection Operations

and Equipment

As an early phase of the study, con-
sideration was devoted to the extent to
which bank operations and equipment had
adjusted to the substantial increase in
the volume of check collections that had
occurred.

The check handling operation in a bank
involves listing, adding, endorsing and
sorting; in addition checks drawn on the
bank must be posted. Forty years ago,
listing and adding were done on an adding
machine, endorsing was done by hand stamp,
and sorting was done by hand into compart-
ments of a sorting rack. Later a mechanical
endorsing machine was introduced. A more
recent development has been the proof
machine, which lists and adds incoming
work, endorses, sorts to a limited number
of compartments or "pockets", and lists and
adds the checks sorted into each pocket.
This machine, which is the only real ad-
vance in the equipment field, still

requires manual operation, and still in-
volves the risk of the "human element" in
so far as accuracy of listing and sorting
is concerned. In addition, the machine
may create errors even when operator per-
formance is perfect. The proof machine has
been a great help in handling check opera-
tions in large volume, but by no means can
it be said to be the answer to all the
problems arising from those operations.

Except for local items, the collection
of checks is closely related to and depend-
ent upon transportation facilities. The
most significant development in that area
over the last forty years has been the use
of air transportation in the collection of
checks on distant points. Items drawn on
banks in distant Federal Reserve Bank
cities, ‘which required three or four days
to collect when ground transportation was
used, are now collectible overnight in
many instances; the return of unpaid items
is similarly expedited. In the same
manner, the collection of "country" items
in distant areas requires three or four
days less than before. On the other hand,
the collection of items within a radius of
150 or 200 miles has not improved in

2., The committee is not unmindful of the de-
velopment of checks in punch card form and of the
equipment designed to sort, list and add such
checks, but i1t regards the development in its
present state as significant primarily in relation
to the issuance and payment of checks, rather than
in relation to the collection of checks. In theory,
if all checks were issued as punch cards of uniform
size and type, if at the time of issuance the
amounts of the checks and the fractional routing
symbols of the drawee banks were punched in stand-
ardized fields, and if all banks handling any
considerable volume of checks for collection were
furnished with appropriate sorting and listing
equipment, the punch card check would be a devel-
opment of outstanding significance in the check
collection operation. In actual practice, however,
only a small percentage of checks are in punch card
form; they are of several different sizes and of
at least two incompatible types; neither the
amounts nor the routing symbols of the drawee banks
are customarily punched at the time of issuance,
and there is little standardization of punching
fields. The result is that use of the card check
may represent an advantage to the issuer or to the
drawee bank, but even a collecting bank having
appropriate equipment available is unable to take
advantage of the punch card form and must handle
such checks manually in the same manner as paper
checks. For this reason, the punch card check is
not to be regarded as a development of significance
to the check collection operations of banks at the
present tise.
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40 years; instead, in some instances, col-
lection has deteriorated because of cur-
tailed train and mail services. A recent
trend toward utilizing services of con-
tract motor carriers for the collection of
such items in some areas may be the begin-
ning of a new development.

It appears, therefore, that except
for the development of the proof machine
and the use of air transportation for the
collection of items on distant points, the
check collection mechanism of the country
igs about where it was 40 years ago. The
existence of this situation, when the vol-
ume of check payments has increased so
significantly, and when business and in-
dustry in this country have made unprec-
edented technological advances particularly
in the fields of automation and mass pro-
duction, seems to lead inevitably to the
conclusion that bank operations have not
kept pace with the times. This observation
is not restricted to banking; modernization
and mechanization of office procedures in
general have lagged far behind comparable
developments in the production field.

Before embarking on an extensive survey
of present collection methods in the light
of currently available equipment, it seemed
advisable to ascertain with some degree of
assurance that no completely revolutionary

development in check handling equipment,
that would render present methods obsolete,
was impending. The committee therefore con-
sulted with research and development execu-
tives of the principal manufacturers of bus-
iness machines and similar equipment, to re-
view in confidence each company's plans for
improvements in equipment adapted to han-
dling checks. The information thus obtained
indicated that while improvements and re-
finements in existing types of equipment
were being perfected, there was no funda-
mental innovation of major significance suf-
ficiently close to realization to justify
making this study and its recommendations
for improvements in check collection methods
in any terms other than those of the equip-
ment and methods currently available.

Information furnished in confidence by
manufacturers in the fall of 1952 indicated,
however, that from the longer range point of
view, techniques then in the process of ex-
perimentation and development offered inter-
esting possibilities of mechanizing substan-
tial segments of check collection operations.
Although the perfection of such techniques
seemed rather remote at that time, later de-
velopments appear to give some reason for
anticipating earlier realization of substan-
tial mechanization of the operations at the
largest banks.
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CHAPTER III

VOLUME OF CHECKS AND THEIR FLOW THROUGH THE COLLECTION SYSTEM

An old adage says that money makes the
world go 'round. Whether or not that state-
ment is correct, there is no doubt about
what makes money go ‘'round in the United
States, and that is the check collection
system. More than 90 per cent of the dollar
amount of all of our money transactions is
said to be accomplished by check payments.
Checkbook money, the demand deposits in the
nation's banks, is by far the most important
part of our money supply.

A. Growth in Check Use

There are approximately 47 million
checking accounts in banks in this country,
about the same number as there are families.
Most businesses have checking accounts, many
of them have a number, and individuals or
families often have more than one account.
Although many individuals, as well as some
small businesses, still do not have checking
accounts, the number of people using checks
is increasing steadily; there are now about
20 million more checking accounts than there
were 12 years ago. The number of checks
written appears to have increased even more
rapidly than the number of checking accounts.

Reasonably accurate figures have been
available for some time on the dollar amount
of checks paid annually, but until recently,
estimates of the number of checks paid have
been little better than informed guesses.
Now a fairly reliable benchmark is available,
as the result of a series of surveys made as
part of this study. The surveys indicate
that the number of checks paid during the
calendar year 1952 was in the neighborhood
of 8 billion.

The lack of reliable earlier data makes
it difficult to be precise concerning the
trend in check use. Some approximation of
trend may be obtained, however, by using
data on the number of checks handled by Fed-
eral Reserve Banks. Volume flowing through
these offices in 1952 amounted to 2 1/3'times
the volume handled by them in 1939. On this
basis, the total number of checks paid in
1939 was about 3.4 billion, compared with
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the 8 billion checks paid in 1952. The
value of checks paid in 1952 amounted to
something like 2 trillion dollars.

Increased population and a rising level
of economic activity, both of which are as-
sociated with larger numbers of payments,
account for much of the gain in volume.
even more influence, perhaps, are factors
not directly related to economic and popu-
lation trends: Dbanking efforts to popular-
ize check use (pay-as-you-go accounts, for
example), growth in Treasury payments and
receipts, changes in payroll practices of
employers,l the increase in installment pur-
chases, and the like.

of

No attempt was made in this study to
predict the future volume of check activity.
It may be noted, however, that should the
trend of the past thirteen years continue,
the number of checks written in 1960 would
approximate 14 billion, and in 1970 would
be about 22 billion. Although these levels
may not be reached, an upward trend in vol-
ume is expected to continue. A severe de-
pression might curtail the number of check
payments, or at least moderate the growth
trend, although the recent record indicates
that short-lived downward economic adjust-
ments have no appreciable effect on check
volume. As previously indicated, moreover,
factors not directly related to economic
and population levels may be expected to
have a substantial influence.

B. The Check Collection Network

When the owner of a demand deposit in
a bank draws a check against the deposit and
delivers it to the payee, the payee either

1. According to the National Industrial Confer-
ence Board, the number of employers paying wages by
check, rather than in cash, increased from 70 per
cent in 1937 to 77 per cent in 1948; the number pay-
ing wages weekly, rather than at less frequent inter-
vals, increased during the same period from T3 per
cent to 81 per cent. These changes add substantially
to check volume; for example, an employer changing
from biweekly to weekly wage payments doubles the
number of payroll checks issued without any change
in the number of persons employed.
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cashes it or deposits it for collection. In
either case, except when the check is cashed
or deposited at the same bank on which it is
drawn, it comes into the hands of a bank
which must collect it from the drawee bank.
The drawee bank may be in the same town as
the collecting bank, or it may be in a near-
by community, or it may be across the con-
tinent. The essence of the check collection
problem is to get the check from the first
collecting bank to the drawee bank by the
most expeditious and direct route available,
and to obtain prompt remittance in a form
readily available to the collecting bank
and its depositor.

Most checks deposited in or cashed at
a bank must be sent to another bank for pay-
ment. On an average day in July, 1952, about
28 million checks were deposited in or cashed
at banks in the United States. Only one out
of every five of these checks was deposited
in or cashed at the bank on which it was
drawn. The other four had to be sent else-
where for payment.

Eighty per cent of the checks written,
therefore, are processed through the check
collection system in order that they may be
presented to the drawee banks for payment.
In this process, checks pass through big and
little commercial banks, through clearing
houses, and through Federal Reserve Banks V¥
and branches. They are carried by messen-
ger, by car and truck, by railroad, bus,
airplane, and boat. They go by mail, by ex-
press, and by hand, and notices concerning
them are sent by the same means, as well as
by telegraph and telephone. )

The check collection system of the
United States consists of a network of proc-
essing points tied together by transporta-
tion and communication systems. The proc-
essing points are the nation's 14,000 com-
mercial banks and their 5,500 branches,
about 300 city clearing houses, and the 12
Federal Reserve Banks and their 24 branches.
The Reserve Banks and about 200 large com-
mercial banks are the major switching cen-
ters of the check collection network; through
them flow more than half of the checks writ-
ten.

In the process of collection, some
checks make only short trips in brief peri-
ods of time, others cross the continent
(some going abroad), and some follow very
roundabout routes, stopping at as many as

ten or twelve processing polnts. Remit-
tances for items processed through the net-
work flow in the opposite direction.

Most of the checks moved with reason-
able facility and speed through the collec-
tion network in 1952, although many were
handled at more banks and traveled far more
miles in the process than an objective ob-
server would have considered necessary.
Relatively few, however, were sent over very
circuitous routes with many stopovers; most
of these were nonpar items, which numbered

about 180 million, or less than 2 per cent
of the total.. Still fewer, about 50 million
items, or two-thirds of one per cent of the
total, were returned unpaid through the net-
work for one reason or another. A little
more than 50,000 items -- about one-thou-
sandth of one per cent of total collections
-- were lost in the network during the year.

C. Committee Surveys

This general picture of the check col-
lection system can now be brought into
sharper focus as a result of a series of
surveys initiated by the Joint Committee on
Check Collection System. In the summer of
1952, The American Bankers Association, the
Association of Reserve City Bankers, and
the Federal Reserve System distributed to
thelr constituents questionnaires prepared
by the committee to elicit factual data on
check volume, its sources and disposition,
operating procedures and problems, and to
obtain specific suggestions for improvement
in the present check collection system.

The returns from the surveys were most
gratifying. Almost 600 ABA member banks out
of 1,100 solicited returned usable completed
questionnaires. All banks from which the
membership of the Association of Reserve
City Bankers is drawn were sent forms and
172 usable returns came in. All Federal Re-
serve Banks and branches returned completed
questionnaires. The usable returns covered
check activity at commercial banks of the
country holding more than half of all depos-
its; coverage was adequate at all size
classes of banks, and almost complete at
very large banks; and coverage was fairly
uniform among the twelve Federal Reserve
districts.2 The samples obtained in the

2. Appendix A contains a detailed discussion
of the sampling process, coverage of the surveys, and
the questions asked.
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surveys, therefore, were broad enough and
deep enough to produce a very reliable pic-
ture of the check collection system. This
ig the first time that such a sharply fo-
cused picture has been possible.

The surveys actually provide several
sets of three dimensional views of the check
collection system. One set covers the vol-
ume of check activity in all of the commer-
cial banks of the country on an average day
in July, 1952. The first dimension shows
the kinds of checks handled -- checks drawn
on the reporting bank and presented to it
for payment; checks deposited with it for
collection from other banks in the same
city, from other banks in the same Federal
Reserve district, from other banks in other
Reserve districts, and from nonpar banks;
and checks which the Reserve Banks do not
handle as cash items. To add a second di-
mension, this volume of handlings 1s class-
ified by sources of receipt -- checks re-
ceived through the clearing house, in cash
letters from Federal Reserve Banks, in cash
letters from commercial banks, or in other
deposits, and checks cashed. The classi-
fication by disposition supplies the third
dimension -- checks debited to deposit ac-
counts, local items presented through the
clearing house or by messenger, checks
cleared through special arrangements, checks

Table I

sent to the Federal Reserve Bank of the dis-
trict, to other Federal Reserve Banks, and
to correspondent banks.

Other sets of three dimensional views
are obtained by classifying the banks ac-
cording to several bank size groups, or by
Reserve City or country bank status. Still
other views are obtained by classifying ac-
cording to Federal Reserve districts. All
views can be given still more color and
depth by blending in supplementary informa-
tion supplied by the responding banks and
complementary data obtained through the Fed-
eral Reserve surveys. Practically all of
the data in the following parts of this sec-
tion come from the surveys, and the analy-
sis and interpretation are based on the sur-
vey results.

1. Check Volume

Table I shows the pattern of check vol-
ume in all of the commercial banks of the
country on an average day in July, 1952.
Tables I-A and I-B show percentage distribu-
tions of the figures presented in Table T.

The figures shown in Table I relate to
an average day in July, 1952. Check volume
in July is about 4 per cent smaller than
average monthly volume for the year. Conse-

Check Volume on an Average Day in July 1952
By Size Class of Commercial Bank
(Items in thousands, deposits in millions)

Items Received for Collection

Total On Par Nonpar and
Commercial Banks Number Total Check Items Local Transit Restricted
with Deposits of*- of Banks Deposits Volume Paid Banks Items Items
1. Less than $7.5 million 11,486 $ 27,706.0 11,255 6,657 1,377 2,990 231
2. $7.5 million-$24.9 million 1,802 22,957.8 9,137 4,616 1,526 2,874 120
3. $25 million-$99.9 million 511 23,310.7 9,305 3,995 1,923 3,089 298
4, $100 million-$499.9 million 170 34,512.3 11,831 4,502 3,164 3,849 317
5. $50q million and over ) 37 53,861.0 13,277 5,211 3,970 4,042 54
Subtotal 14,006 $162,347.8 54,805 24,981 11,960 16,844 1,020
6. Federal Reserve Banks 11,552 2,849%* 2,702 6,001 -
Total 66,357 27,830 14,662 22,845 1,020

* As of June 30, 1952.

** Ttems paid by Federal Reserve Banks include U. S. Treasury checks and postal money orders, as well as
checks drawn on the Federal Reserve Banks.
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Table I-A

Check Volume on an Average Day in July 1952
Per Cent Distribution by Size Class of Commercial Bank

Excluding Federal Reserve Banks

Including Federal Reserve Banks

Items Received
for Collection

Items Received
for Collection

Total On Par Nonpar and Total On Par

Commercial Banks Total Check Items Local Transit Restricted Check Items Local Transit
with Deposits of*- Deposits Volume Paid Banks Items Ttems Volume Paid Banks Items
1. less than $7.5

million 17.1% 20.5% 26.6% 11.5% 17.7% 22.6% 17.0% 23.% 9.4% 13.1%
2. $7.5-$24.9

million 14.1 16.7 18.5 12.8 17.1 11.8 13.8 16.6 10.4 12.6
3. $25-$99.9

million 14.3 17.0 16.0 16.1 18.3 29.2 14.0 14.4 13.1 13.5
4. $100-$499.9

million 21.3 21.6 18.0 26.4 22.9 31.1 17.8 16.2 21.6 16.8
5. $500 million

and over 33.2 24.2 20.9 33.2 24.0 5.3 20.0 18.7 27.1 17.7

Subtotal 100.0%  100.0%  100.0% 100.0%  100.0% 100.0% 82.6% 89.8% 81.6% 73.7%
6. Federal Reserve

Banks 17.4 10.2%% 18.4 26.3

Total 100.0%  100.0% 100.0%  100.0%

* As of June 30, 1952.
**¥ Ttems paid by Federal Reserve Banks incluae U. S. Treasury checks and postal money orders, as well as checks
drawn on the Federal Reserve Banks.

Table I-B

Check Volume on an Average Day in July 1952
Per Cent Distribution by Class of Check

Commercial Banks
with Deposits of*-

Less than $7.5 million

$7.5 million-$24.9 million
$25 million-$99.9 million
$100 million-$499.9 million
$500 million and over

Average
Federal Reserve Banks

Average

¥ As of June 30, 1952.
%% Ttems paid by Federal Reserve Banks include U. S. Treasury checks and postal money
orders,as well as checks drawn on the Federal Reserve Banks.
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Total
Check
Volume

100.0%
100.0
100.0
100.0
100.0

100.0%

Items
Paid
59.1%
50.5

42.9
38.1

45.6%
24 .6%%

42.0%

Items Received for Collection

On Par Nonpar and
Local Transit Restricted
Banks Items Items
12.2% 26.6% 2.1%
16.7 31.5 1.3
20.7 33.2 3.2
26.7 32.5 2.7
29.9 0.4 0.4
21.8% 30.7% 1.9%
23.4 2.0 =
22.1% 34.4% 1.5%



PROPORTION OF PAR CHECKS HANDLED BY THE COMPONENT PARTS OF
THE CHECK COLLECTION SYSTEM ON AN AVERAGE DAY IN JULY 1952
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DISTRIBUTION BY CLASS OF CHECK AND BY SIZE OF BANK OF
CHECKS RECEIVED BY BANKS ON AN AVERAGE DAY IN JULY 1952
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quently, the figures in the table understate
average daily volume for the year as a whole
Seasonally adjusted figures would show about
29 million checks presented to drawee banks
and paid, and about 40 million checks handled
for collection each day. The variation in
the total number of checks handled in a day
(items pald and items received for collec-
tion), as the result of seasonal influences
and various other factors, ran from a low
of perhaps 60 million items to a high of
perhaps 75 million items. For the year as
a whole, the number of checks paid (and thus
presumably the number written) was about 7.8
billion.

About two-fifths of all items handled
in the network on an average day in July,
1952, were paid on that day. Presumably
about the same ratio applied on other days.
Thus the pattern implied is a flow of new
checks into the network each day as they are
cashed or deposited at banks, matched by an
outflow of items as they are paid. The items
in process of collection constitute the stock
in the network. That stock, of course, con-
stantly changes in terms of the individual
items composing it, but on balance it re-
mains about the same relative size. As total
volume goes up or down because of cyclical,
seasonal, irregular or trend factors, both
the amounts of the inflow and outflow of
items and the amount of the inventory in the
network will vary, but, with present routing
patterns, the general relationship between
inflow, outflow, and stock should tend to
hold.

The ratio of the number of items paid
to the number of items in process of collec-

3. There may be some duplication as between
checks included in the caption "Items Paid" and those
listed under "Items Recelved for Collection - On
Local Banks". 1In some city clearings both the pre-
senting bank and the receiving bank may have counted
the same item on the same day. Such overstatement as
would result, however, would not be in "Items Paid"
but in "Items Received for Collection - On Local
Banks" and would have the effects of (1) slightly
overstating, by the amount of the duplication, the
total of items received for collection, and (2)
slightly overemphasizing local items as a per cent
of total items received for collection. It would not
distort the patterns of sources and disposition of
the various types of items received for collection.
The committee does not regard the possible overstate-
ment as important enough to warrant an arbitrary
ad justment.

4. Some checks written at the close of the year
were not paid until early 1953; in offset, some writ-
ten at the close of 1951 were paid in early 1952.
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tion on an average day in July, 1952, indi-
cates that the average item remained in the
network for about 2 1/3 business days, and
was handled at about 2 1/3 different banks.>
Therefore, the 7.8 billion checks written
and paid in 1952 evidently requireg about 19
billion individual bank handlings. In
other words, from the viewpoint of opera-
tions, the banking system was concerned with
19 billion pieces of paper rather than 7.8
billion.

One interesting fact is the relatively
small influence which payments by the Feder-
al Government have upon the volume of opera-
tions in bank collection activities. (Vol-
ume of operations is not affected much by
dollar amount of payments.) The total num-
ber of U. S. Treasury checks handled by banks
in 1952 was less than 450 million -- not
quite 6 per cent of total check volume. Ac-
cordingly, even a substantial change in the
number of Government payments, either upward
or downward, would not have a significant
effect upon the total volume of collection
operations. The number of postal money or-
ders issued in a year approximates the num-
ber of Treasury checks, but money orders
represent payments of private individuals.
(About 10 per cent of postal money orders
issued do not enter the check collection
network, being handled within the Postal
System.)

The tables also illustrate differences
in the proportionate volume of check activ-
ity at larger banks as compared with smaller
banks. In relation to shares of total bank

5. This figure 1s supported generally by results
from two theoretical patterns worked out by the com-
mittee. One pattern took the items in process of col-
lection on the average day in July, 1952 and carried
them back through the collection chain to the original
banks of deposit and forward through the chain to
drawee banks, thereby getting total handlings by banks;
the other took the new entrants into the network and
carried them through to final payment. The first pat-
tern worked out to 2.6 days and handlings; the second
to 2.2. The average of the two patterns is 2.4. 1In
none of these ratios was any allowance made for time
held or number of handlings by holders other than
banks.

6. These figures relate to the number of banks
at which items are handled in the course of collec-
tion, not to the number of "handlings" in the sense
of the number of times the items are picked up and
put down. Some students of bank operations have
estimated that on the average there are three han-
dlings at each bank through which a check passes in
the process of collection; on the basis of this esti-~
mate, the number of check "handlings" in banks would
have approached 60 billion in 1952.
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deposits, proportionately greater numbers of
checks were drawn on smaller banks than on
larger banks. The relationship between de-
posit size and the dollar amount of checks
drawn was probably appreciably closer.

The proportions of total deposits held
and of numbers of items received for collec-
tion were more nearly alike in the different
size classes, with the smaller banks tending
to recelve a smaller number of checks for
collection than their share of total depos-
its would indicate and the larger banks (ex-
cept for the very big ones) tending to get
relatively more. Looking at the types of
items received for collection, the volume,
both of items on other local banks and of
transit items, relative to total check vol-
ume was larger at the big banks than at the
smaller ones. This reflects the check col-

- lection activities of the correspondent
banks, and the fact that because a number

of small banks are located in one-bank towns
they handle no items on other local banks.

In the case of nonpar items, the largest
banks handled the smallest volume; activity
in collecting nonpar items was concentrated
in banks with deposits between $25 and $500
million. 1In part, this reflects location --
within the four principal nonpar areas, there
was at the time of the survey only one bank
with more than $500 million in deposits --
and in part it represents the business habits
of the very big banks.

The 207 commercial banks with deposits
of $100 million or more and the 36 Federal
Reserve offices are the major components of
the check collection network.T Nearly half
of all checks presented for payment on the
average day were drawn on or payable through
them, and they handled on that day almost
two-thirds of all checks in process of col-
lection.

T. TFollowing is a breakdown of commercial banks
in the different size classes according to their stat-
us as "Reserve City" or "country" banks (deposits in
billions):

Reserve City Banks Country Banks

Total Total

Size Class Number Deposits Number Deposits
Under $7.5 million - - 11,486  $27.7
$7.5 - $24.9 million 72 $1.2 1,730 21.8
$25 - $99.9 million 130 6.9 381 16.4
$100 - $499.9 million 116 25.6 54 8.9
Over $500 million 37 53.9 - s
Totals 355 $87.6 13,651 §74.8

One point, developed in greater detail
later, should be noted here. This one di-
mensional view of total check volume on an
average day in July may give a distorted im-
pression of the place of Federal Reserve
Banks in the collection system. Total vol-
ume figures show that Federal Reserve Banks
handled on the average day one-fourth of all
items in process of collection. The facts
are accurate, but should be viewed in the
light of the following additional facts. A
certain portion of the total number of checks
deposited in or cashed at the nation's banks
on a given day would not pass through a Fed-
eral Reserve Bank in any event; these in-
clude (1) one-fifth of the total consisting
of items drawn on the banks in which they
are deposited or at which they are cashed,
and (2) one-third of the total consisting
of items drawn on commercial banks in the
same community as the collecting bank and
presented locally, or drawn on nonpar banks.
The balance, about one-half of the checks
deposited in or cashed at commercial banks
daily, and consisting primarily of out-of-
town par items, is eligible for collection
through Federal Reserve Banks; about 75 per
cent of these items pass through Federal
Reserve Banks in process of collection.

2. Sources and Disposition of Checks

Data on sources and disposition of
checkg add the other dimensions to this pic-
ture.

The checks in the hands of a commercial
bank at any given time may be divided into
two principal categories: (1) checks drawn
on the bank -- so called "on us" items --
which have been cashed at the window, re-
ceived in deposits, or presented by collect-
ing banks for payment either through the

8. 1Information on sources of checks received at
commercial banks was obtained on a broad scale only
from ABA banks, and the data related to total han-
dlings rather than to specific types of checks. A
subsequent spot survey of some 200 banks in five Re-
serve districts provided information for estimating
sources of checks for each type of check (checks
paid, other local, transit, etc.) for each of the
four size classes of ABA banks. Other information
of more limited character provided the basis for es-
timating sources of checks handled by Reserve City
banks. Distribution of checks, by type of check, was
reported specifically by the Reserve City banks, and
ABA banks reported distribution of total handlings by
such detailed classifications that estimates by type
of check were readily obtained.
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clearings, by messenger or by mail; and (2)
checks drawn on other banks, which have been
cashed at the window or received for collec-
tion for account of a depositor (including
a commercial bank depositor where a corre-
spondent relationship exists). The surveys

Checks presented to a drawee bank for
payment may come from several sources; ob-
viously there 1s only one disposition: they
are charged to the drawers' accounts (dis-
regarding for this purpose the small number
returned unpaid). Tables IT and II-A illus-

trate the sources of checks presented to
drawee banks for payment on one day.

provided information regarding the sources

of receipt and disposition of items in the
bank collection network, which sheds con-
siderable light on established check collec-
tion patterns. The information is best un-
derstood, however, if the two principal cate-
gories mentioned are considered separately.
For the purposes of this presentation, checks
in the hands of Federal Reserve Banks will be
disregarded temporarily.

(a) Sources of Items Presented
to Drawee Banks for Payment

Tables II and II-A indicate that about
two-thirds of the items presented to the
commercial banks of the country for payment
were received either through local clearings

Table IT

Sources of Items Presented to Commercial Banks
for Payment on an Average Day in July 1952
By Size Class of Commercial Bank
(Thousands of items)

Total From From From
Commercial Banks Items From Federal Other Other Cashed
with Deposits of*- Received Clearings**  Reserve Banks Deposits Checks
1. Less than $7.5 million 6,657 1,438 2,584 803 1,103 729
2. $7.5 million-$24.9 million 4,617 1,576 1,586 700 303 452
3. $25 million-$99.9 million 3,995 1,526 1,149 307 622 391
4, $100 million-$499.9 million 4,501 2,401 624 356 504 616
5. $500 million and over 5,211 3,555 *Rk 541 518 597
Total 24,981 10,496 5,943 2,707 3,050 2,785

% As of June 30, 1952.
¥* (Clearing House, local messenger presentations, special clearing arrangements.
*¥¥ Nominal; only one bank in this size class is located outside a Federal Reserve City.

Table II-A

Sources of Items Presented to Commercial Banks for Payment
on an Average Day in July 1952
By Size Class of Commercial Bank
Per Cent Distribution by Source

Total From From From From
Commercial Banks Items Clear- Federal Other Other Cashed
with Deposits of¥*- Received  ings** Reserve Banks Deposits Checks
1. Less than $7.5 million 100.0% 21.6% 38.8% 12.1% 16.6% 10.9%
2. $7.5 million-$24.9 million 100.0 34.1 34.3 15.2 6.6 9.8
3. $25 million-$99.9 million 100.0 38.2 28.8 7.7 15.5 9.8
4. $100 million-$499.9 million 100.0 53.3 13.9 7.9 11.2 137
5. $500 million and over 100.0 68.2 KKK 10.4 9.9 11.5
Average 100.0% 42.0% 23.8% 10.8% 12.2% 11.2%

* As of June 30, 1952.
** Clearing House, local messenger presentations, special clearing arrangements.
*¥¥  Nominal; only one bank of this size is located outside a Federal Reserve City.
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DISTRIBUTION BY SOURCE OF CHECKS AND BY SIZE OF BANK OF CHECKS PRESENTED FOR PAYMENT
ON AN AVERAGE DAY IN JULY 1952
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or in cash letters from Federal Reserve
Banks. The remaining third of the items
presented were received in relatively equal
proportions in cash letters of other banks,
in deposits of customers, and over the
counter for cash.

The relative proportion of items re-
ceived through the clearings and received
in Reserve Bank cash letters varied accord-
ing to the size of the drawee bank. 1In
smaller banks the proportion of items re-
ceived through the clearings tended to be
smaller and the proportion received in Re-
serve Bank cash letters tended to be larger;
in larger banks, this relationship was re-
versed. One reason for this variation is
that in the case of many smaller banks clear-
ing arrangements were either nonexistent
(because there was no other bank in town) or
limited in effect (because the number of
other local banks was small). Another rea-
son is that banks in Federal Reserve Bank
cities counted as items received through
the clearings items which were so presented
by the local Reserve Bank; the surveys in-
dicate that if these items had been classi-
fied as received from the Reserve Bank, the
total proportion of items received through
the clearings and from the Reserve Banks
would have been about equal -- about one-
third of all items presented coming from
each source.

A further point to be emphasized in
assessing the figures contained in TablesIT
and II-A is that many items presented to
drawee banks -- particularly the larger
banks -- through the clearings originated
with out-of-town banks, which sent them to
city correspondents or to Reserve Banks for
collection.

(b) Sources of Items
Received for Collection

It has been observed previously that
items of the first category considered --
i.e., those presented to drawee banks for
payment -- were retired from the collection
system by being charged to the accounts of
the drawers, and therefore this study is not
concerned further with their disposition. On
the other hand, in the case of checks in the
second category mentioned -- i.e., those re-
ceived by one bank for collection from an-
other bank -- we are interested not only in
the sources from which the collecting banks

received the items, but also in the manner
in which the collecting banks disposed of
them in order to effect collection. Tables
IIT and ITTI-A illustrate the sources of re-
ceipt of such items and the disposition
which was made of them.

In all of the commercial banks of the
country, 74 out of every 100 items received
for- collection were either cashed at the
window or included in deposits of customers;
the remaining 26 items were deposited by
other banks. The relationship between the
proportionate amounts deposited by customers
and by other banks varied according to the
size of the bank receiving the deposits.
Banks in the two smallest size groups re-
ceived virtually no items deposited by other
banks,9 whereas banks in the larger size
groups received a considerable portion of
their collection volume -- two-fifths in the
case of the large banks -- in deposits of
other banks. These figures begin to show
the place in the collection pattern occupied
by correspondent banks; the pattern becomes
clearer when attention is directed to the
disposition of checks received for collec-
tion.

(c) Disposition of Items
Received for Collection

In the disposition of items received
for collection, all banks combined presented
about one-third through local clearings, sent
about one-third to Federal Reserve Banks,
one-fifth to correspondent banks, and dis-
posed of the balance about equally between
direct sendings to drawee banks and collec-
tions through miscellaneous channels. Of
the items presented through clearings, the
only substantial deviation among the several
size groups was the naturally lower percent-
age in the smallest size group, reflecting
the absence of clearings in one-bank towns.
Except for banks in the two smallest size
groups, which seldom engage in the practice,
there was little variation among the size
groups in the percentage of items sent di-
rect to drawee banks. The significant vari-
ations among the several size groups occurred

9. The small number of items shown consisted
principally of (1) items on nonpar banks in the same
town to be presented over-the-counter for payment at
par, (2) items on other local banks received from
certain large direct sending banks (mostly the cen-
tral midwest) which often send items on all banks in
a town to the principal correspondent in that town,
and (3) items sent to some small Reserve City banks.
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Table III

Sources and Disposition of Items Received for Collection
By Commercial Banks on an Average Day in July 1952
By Size Class of Commercial Bank
(Thousands of items)

Sources Disposition
oent
Total Direct To To
Commercial Banks Items Nonbank  Deposits Cashed to Corre- Federal Miscella-

with Deposits of*¥- Received Deposits of Banks Checks Clearings** Draweeff spondents Reservef# neous¥**

1. Less than $7.5

million 4,598 3,827 42 729 1,188 37 2,216 800 357
2. $7.5 million-
$24.9 million 4,520 3,817 151 552 1,371 91 1,959 953 146
3. $25 million-
$99.9 million 5,310 3,683 1,306 321 1,782 329 1,185 1,913 101
4, $100 million-
$499.9 million 7,330 4,226 2,839 265 2,646 602 812 3,043 227
5. $500 million )
and over 8,066 4,375 3,491 200 3,231 533 374 3,297 631
Total 29,824 19,928 7,829 2,067 10,218 1,592 6,546 10,006 1,462

¥ As of June 30, 1952.
** Tncludes local messenger presentations and some special clearing arrangements.
*¥*¥% County and country clearing houses, as well as various special arrangements. Includes some items
payable at Federal Reserve Banks.
Transit items only, including nonpar items. (See footnote 10, page 29)
## Includes some but not all items payable at Reserve Banks.

Table III-A

Sources and Disposition of Items Received for Collection
By Commercial Banks on an Average Day in July 1952
By Size Class of Commercial Bank
Per Cent Distribution by Source and Disposition

Sources Disposition
Sent
Total Direct To To
Commercial Banks Items Nonbank  Deposits Cashed to Corre- Federal Miscella-

with Deposits of* Received Deposits of Banks Checks Clearings** Drawee# spondents Reservef#f neous¥**

1. Less than $7.5

million 100.0% 83.2% 0.9% 15.9% 25.8% 0.8% 48.2% 17.4% 7.8%
2. $7.5 million-
$24.9 million 100.0 84.5 3:8 12.2 30.3 2.0 43.4 21.1 3.2
3. $25 million-
$99.9 million 100.0 69.4 24.6 6.0 33.6 6.2 22.3 36.0 1.9
4. $100 million-
$499.9 million 100.0 57.7 38.7 3.6 36.1 8.2 11.1 41.5 3.1
5. $500 million
and over 100.0 54.2 43.3 2.5 40.1 6.6 4.6 40.9 7.8
Average 100.0% 66.8% 26.3% 6.9% 34.3% 5.3% 21.9% 33.6% 4.9%

* As of June 30, 1952.
*¥ Tncludes local messenger presentations and some special clearing arrangements.
*%% County and country clearing houses, as well as various special arrangements. Includes some items payable

at Reserve Banks.
# Transit items only, including nonpar items. (see footnote 10, page 29)
## Includes some but not all items payable at Reserve Banks.
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in the percentage of items sent to corre-
spondent banks or to Reserve Banks for col-
lection. The smallest banks sent a large
percentage of out-of-town items to corre-
spondent banks and a comparatively small
percentage of such items to the Reserve
Banks; these figures change progressively
through the size groups, until amorg the
largest banks the relationship is reversed,
with a very small percentage of out-of-town
items being sent to correspondents and the
major portion being collected through the
Reserve Banks. These relationships are the
complements of those noted in the previous
paragraph, insofar as the pattern of corre-
spondent bank check collection activity is
concerned.

3. Source and Disposition Patterns
of Various Types of Items
Received for Collection

Another view of sources and disposition
of items received for collection by commer-
cial banks is given in Tables III-B and
III-C. Here the items are classified by
type: those drawn on other local banks, on
other par banks in the same Reserve district
(intradistrict par items), on other par
banks in other Reserve districts (interdis-
trict par items), and nonpar and restricted
items.

For all commercial banks combined there
was relatively little difference in the pro-
portions of the different classes of items
received from the various sources. Roughly
two-thirds of each class was received in de-
posits of customers, between a quarter and
a third came in cash letters from other
banks, and the balance represented checks
cashed at the window. The source patterns
varied by size of bank, as noted earlier,
but within each size class they were quite
similar for all types of items.

The disposition patterns varied both
with type of item and with size of bank.
Most items on other local banks were pre-
sented through clearing arrangements, either
formal clearing houses or informal clearings
(including some messenger presentation). The
local items shown as going to the Federal
Reserve represented mainly items drawn on or
payable through the Federal Reserve Banks;
some ltems included in the miscellaneous dis-
position category also were items payable at
the Reserve Banks. Variations between banks
of different size classes with respect to

disposition of local items reflected princi-
pally points noted earlier: more formal
clearing arrangements in large cities, less
formal arrangements in smaller towns (and
consequently more frequent presentation by
messenger and through miscellaneous channels).

The disposition of nonpar and restrict-
ed items by all banks as a group shows that
a little more than half were sent directly
to drawee banks and a little less than half
were sent to correspondent banks for collec-
tion. Banks in the smaller size classes
tended to collect such items for the most
part through correspondents, whereas larger
banks engaged extensively in direct sendings
to the drawee banks. As noted earlier, banks
with deposits exceeding $500 million re-
ceived relatively few nonpar items for col-
lection. - In contrast to other correspondent
banks, the very large banks sent very few
nonpar items directly to drawee banks, but
sent most of the items to other correspond-
ent banks for collection.

The patterns of distribution of inter-
district and intradistrict par items by all
banks show that about the same proportion of
each class of item was sent to Federal Re-
serve Banks. Proportionately more interdis-
trict items than intradistrict items were
collected through correspondent banks. Col-
lections by direct sendings to drawee banks
were more prevalent in the case of items
drawn on banks located within the district
than in the case of items drawn on banks in
other districts. There were some variations
in this pattern of distributlion among the
different size classes of banks. As in the
case of checks generally, the proportion of
both interdistrict and intradistrict par
items sent to Federal Reserve Banks in rela-
tion to those sent to correspondent banks in-
creased as size of bank increased; and direct
sendings to drawee banks were heavier among
larger banks.

10. It should be noted that banks generally
tend to count as direct sendings to drawee banks only
items sent out in letters going specially to drawee
banks; such letters seldom contain any items other
than those on the drawee banks. Actually, a number
of items substantially larger than indicated by the
tables goes directly to drawee banks. The small
banks particularly send items of all types to corre-
spondent banks and included in such letters are a
number of items drawn on the correspondent. The
small banks generally do not count such sendings as
direct, and in this report the disposition category
"direct to drawee bank" covers mainly the direct
letters containing only items drawn on the banks
to which such letters are sent.
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Table III-B

Sources and Disposition of Items Received for Collection
by Commercial Banks on an Average Day in July 1952
By Type of Item

(Thousands of items) .
Sources Disposition
Sent
Direct To
Items Received Nonbank Cashed  Deposits to To Corre- Federal Miscella-
for Collection- Total Deposits Checks of Banks Clearings¥* Draweef spondents Reservef# neous***
On Local Banks 11,960 7,797 658 3,505 10,218 - * 1,011 731
On Other Par Banks in
Same F. R. District 11,732 8,044 1,019 2,669 - 888 3,789 6,344 711
On Other Par Banks in
Other F. R. Districts 5,112 3,398 390 1,324 - 147 2,294 2,651 20
Nonpar and Restricted
Items 1,020 689 - 331 - o257 463 - -
Total 29,824 19,928 2,067 7,829 10,218 1,592 6,546 10,006 1,462

¥ Some local items go to correspondents; these are included in miscellaneous.
%% TIncludes local messenger presentations and some special clearing arrangements.
¥%¥% TIncludes county and country clearing houses, as well as various special arrangements. Includes some items
payable at Reserve Banks. .
Transit items only, including nonpar items (See footnote 10, page 29)
## Includes some, but not all, items payable at Reserve Banks.

Table III-C

Sources and Disposition of Items Received for Collection
By Commercial Banks on an Average Day in July 1952
By Type of Item
Per Cent Distribution by Source and Disposition

Sources Disposition
Sent
Direct To
Items Received Nonbank Cashed Deposits to To Corre- Federal Miscella-
for Collection - Total Deposits Checks of Banks Clearings** Draweeff spondents Reserve ## neous¥*¥**
On Local Banks 100% 65.2% 5.5 29.3% 85.4% - * 8.5% 6.1%
On Other Par Banks in
Same F. R. District 100 68.6 8.7  22.7 - 7.6 32.3 54.1 6.0
On Other Par Banks in
Other F. R. Districts 100 66.5 7.6 25.9 - 2.9 44.9 51.8 0.4
Nonpar and Restricted
Items 100 67.5 - 32.5 - 54.6 45.4 - -
Average 100% 66.8% 6.9% 26.3% 34.3% 5.3% 21.9% 33.6% 4.9%

* Some local items go to correspondents; these are included in miscellaneous.
*%¥ Includes local messenger presentations and some special clearing arrangements.
*¥*¥ TIncludes county and country clearing houses, as well as various special arrangements. Includes some items
payable at Reserve Banks.
Transit items only, including nonpar items (See footnote 10, page 29)
## Includes some, but not all, items payable at Reserve Banks.
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Table IV completes the picture of
sources and disposition of items in the proc-
ess of collection by showing the flow of work
through the Federal Reserve Banks and branch-
es on a typical day.

“4. Routing Patterns Applicable to
Collection of Out-of-town Items

From the standpoint of a collecting
bank, out-of-town items may be classified as
follows:

A. Intradistrict items-

1. Items drawn on or pay-
able through the Federal
Reserve Bank of the dis-
trict.

2. Items drawn on commercial
banks in the city of the
Federal Reserve Bank.

3. Items drawn on banks in
communities adjacent to

4, Ttems drawn on other banks
within the district.

B. Interdistrict items-

1. Items drawn on or pay-
able through the Federal
Reserve Bank of another
district, or drawn on com-
mercial banks in the Fed-
eral Reserve Bank city of
another district.

2. TItems drawn on all other
banks in other districts.

(The first two groups of intradistrict items
would not apply in the case of a bank in the
Federal Reserve Bank city, since such a bank
would regard them as local items to be han-

dled in the clearings or presented directly.)

Some indication of routing patterns ap-
plicable to collection of out-of-town items
appears from the data regarding disposition
of intradistrict and interdistrict items

the community of the col- presented in Tables III-B and III-C. The
lecting bank.
Table IV
Check Volume, by Source and Disposition, in Federal Reserve Banks
on an Average . Day in July 1952
(Thousands of items)
Sources Disposition
From Member From
Banks Other F.R. From To Direct to To
Types of From Own in Other Offices in Other F.R. Clearing Commercial Other F.R.
Items Total Members Districts District Banks House Banks Banks Debits
Ttems Drawn
on or Payable
through the
Reserve Bank¥ 2,849 2,849 - - - - - - 2,849
Other Ttems
Payable in
the Reserve
Bank City 2,702 1,525 936 35 206 2,196 506 - -
Other Items
Payable in
the Same
District 5,423 4,146 897 59 321 - 5,423 - -
Items Payable
in Other
Districts 578 578 - - - - 30 548 -
Total 11,552 9,098 1,833 94 527 2,196 5,959 548 2,849

¥ Includes U. S. Treasury checks and postal money orders.

Note:

out precisely with the complementary data from the commercial bank surveys.

and a reconciliation is shown in the appendix.

These data are taken from the surveys made of the Federal Reserve Banks and branches and do not check

The differences are small, however,

Also to be noted is the fact that the above classifications are from the standpoint of the Federal Reserve

offices handling the items and not from the standpoint of the sending commercial banks.

For example, local items

in this table represent local, intradistrict and interdistrict items as seen by the sending bank.
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32 JOINT STUDY OF CHECK COLLECTION

following facts developed in the survey shed correspondents about 2.4

further light on these patterns:

(1) Most items payable at Federal
Reserve Banks were presented
by commercial banks in the
same city, which shows that
country banks tended to send
a substantial portion of such
items to correspondent banks
rather than to Federal Re-
serve Banks.ll

(2) A large proportion of items
payable at commercial banks
in Federal Reserve cities
were sent to Federal Reserve
Banks for presentation through
local clearing arrangements.
The Federal Reserve survey
disclosed that 755,000 items
payable at commercial banks
in Federal Reserve cities
were received daily by the
Reserve Banks from country
banks in the same Federal
Reserve district. The Re-
serve City bank survey
showed that of 1.4 million
items payable at commercial
banks in Federal Reserve
cities where the sending
banks also had accounts with
correspondent banks, 949,000
were sent to Federal Reserve
Banks and 438,000 to corre-
spondent banks. Commercial
banks in Federal Reserve
cities received daily from

11. Table IV shows that the Federal Reserve
Banks received 2,849,000 items payable by them on an
average day in July, 1952. These were postal money
orders, Treasury checks, and items drawn on the Fed-
eral Reserve Banks. Since 10 per cent of the money
orders processed by the Reserve Banks came from the
post offices, and did not enter commercial bank col-
lection channels, the number of items payable by the
Reserve Banks sent in by commercial banks daily was
about 2.7 million. Of these, the great bulk (ver-
haps 80 pér cent) came from banks in the same cities
as the Reserve Banks, although they normally would
have received as original deposits and cashed checks
Jjust about 55 per cent of the volume for collection.
In other words, between 550,000 and 600,000 items on
the Reserve Banks were sent by the first collecting
banks to correspondents for presentation to the Fed-
eral Reserve rather than directly to the Reserve
Banks. This reflects the fact that nonmember banks
do not send items directly to Federal Reserve Barnks,
and also 1t reflects the regular routing habits of
country banks, both member and nonmember.

million items payable at
other commercial banks in
those cities. Well over
half of these were received
from country banks in the
same district.

(3) As a rule, it appeared in
July, 1952, that in handling
out-of-town intradistrict
items, country banks did not
differentiate between items
payable at nearby banks and
items payable elsewhere in
the district. 1In a relative-
ly few scattered instances,
an effort was made to collect
such items locally by direct
presentation or through local
clearing arrangements. In
order to ascertain what pro-
portion of out-of-town items
were drawn on nearby banks,
the questionnaire directed
to country banks asked them
to classify par transit items
according to the distance
from the drawee banks. For
all country banks combined,
31 per cent of par transit
items were drawn on banks
within a 25 mile radius of
the collecting bank, and 16
per cent more were payable
at banks from 25 to 50 miles
away from the collecting bank.
In terms of numbers of items,
2.5 million items were pay-
able within 25 miles and 1.3
million were payable from 25
to 50 miles away, out of the
8.2 million par transit
itemsl? handled daily by coun-
try banks. Most of these
items on nearby points would
be intradistrict items.

(4) In collecting other intra-
district items, some country
member banks sent them di-
rectly to the Federal Reserve
Bank. Most country member

12. Some of these items would be payable at
Federal Reserve Banks or at commercial banks in Fed-
eral Reserve cities, since some country banks are
within 25 or 50 miles of a Federal Reserve city.
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banks, however, and all non-
member banks customarily sent
such items to correspondent
member banks, and the latter
as a rule collected the items
through the Federal Reserve.
The Federal Reserve Banks re-
ceived daily from commercial
banks in their own districts
4.1 million intradistrict
items payable outside their
cities. Almost 3 million of
these came from banks in Fed-
eral Reserve cities.

(5) Most interdistrict items were
collected through Federal Re-
serve facilities. Table IV
shows that the Federal Re-
serve Banks received directly
from commercial banks in other
districts a daily volume of
936,000 items drawn on banks
in the cities of the receiv-
ing Reserve Banks.

(6) As shown by Table IV, the Fed-
eral Reserve Banks received
daily 897,000 items payable
outside their cities but else-
where in their districts di-
rect from commercial banks
outside their districts. They
also received 578,000 items
payable at commercial banks
in other districts from banks
in their own districts.

Bearing on the routing patterns applic-
able to the collection of out-of-town items
are the following findings relative to the
extent of direct use of Federal Reserve col-
lection facilities by member banks:

(1) According to Federal Reserve
survey data, only 3,315 of
the nation's 14,189 banks
sent items directly to Feder-
al Reserve Banks in July,
1952. At that time, there
were 7,197 nonmember banks
that were not eligible to
send items directly to the
Federal Reserve; there were
6,739 member banks and 253
nonmember clearing banks
that did have direct access
to Federal Reserve facilities.
0f the latter, 230 sent only

)

items payable at Reserve
Banks, 998 sent only such
items plus those payable at
commercial banks in the same
city, 409 sent only items
payable elsewhere, and 1,678
banks sent all types of items.
Less than 2,000 of nearly

12,000 small banks (each
with less than $7.5 million
in deposits) sent items to
Federal Reserve Banks; 800
of the 1,800 barks with de-
posits between $7.5 million
and $25 million sent items
directly to the Federal Re-
serve, and 550 of the 718
banks with $25 million or
more in deposits made direct
use of Federal Reserve fa-
cilities.

(2) Federal Reserve Banks pre-
sented items directly to
virtually all banks on which
checks were drawn. Local
items usually were presented
through clearings, intradis-
trict items were presented
directly by mail to drawee
banks, and interdistrict
items as a rule were sent
to the Federal Reserve of-
fice serving the territory
of the drawee bank. A few
interdistrict items were
sent directly to drawee
banks across district lines.

These facts, considered with the data
presented in Tables III, III-A, III-B, and
III-C, and IV, show the customary check
routing patterns prevailing in the United
States. Checks deposited by customers or
cashed at the window flow into the check
collection system daily. Items drawn on
the banks receiving them are paid, and items
on other local banks are presented through
the clearings. The pattern, insofar as "on
us" and local items are concerned, prevails
regardless of the size or status of the bank.
In the case of out-of-town items, however,
the pattern varies according to whether the
bank is a member of the Federal Reserve Sys-
tem and, among member banks, it also varies
with the size of the bank. Almost all non-
member banks and many smaller member banks
tend to send all or most out-of-town.items
to correspondent banks. Some smaller member
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1678
Banks sending all types of items

3315

230

7197
NONMEMBER BANKS
INELIGIBLE TO DIRECTLY
USE F.R.FACILITIES

MEMBER AND __--—

NONMEMBER CLEARING
ACCOUNT BANKS ———

_ELIGIBLE AND USING

~— FACILITIES DIRECTLY

_— Banks sending only items
payable at a Reserve Bank

998
- Banks sending only items payable
at a Reserve Bank or a bank

located in the same city as the
Reserve Bank

3677
MEMBER BANKS
ELIGIBLE BUT
NOT USING
FACILITIES DIRECTLY

409
Banks sending only interdistrict
items or intradistrict country items

* Federal Reserve Survey data.
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banks send directly to Federal Reserve Banks
items drawn on or payable through the Feder-

al Reserve Banks and items drawn on other
banks in the Federal Reserve city; a com-
paratively small number of smaller member
banks send all types of par items to the
Federal Reserve Banks.
banks send to the Federal Reserve Banks all
items drawn on or payable through the lat-
ter, including such items received from
member and nonmember correspondent banks.
They also tend to send most out-of-town par
items, including many received from country
banks, to the Federal Reserve Banks for
collection.

A schematic outline of the flow of
checks through the check collection system
is contained in Appendix B.

D. Check Activity Patterns at

The larger member

Banks of Different Sizes

and Reserve Status

The foregolng discussion concerns pri-
marily the sources and disposition of check
collection volume in terms of the entire
check collection system -- the nation's
14,000 commercial banks and the Federal Re-
References to differences ac-
cording to size or type of collecting bank
have been incidental for the most part.

serve Banks.

Major differences in volume of checks
handled and in check routing patterns appear
among banks of different reserve status and
Two additional sets of

different size.

three dimensional views of the check collec-
tion network are presented in this section,
the first showing differences between Re-
serve City and country banks, the second
showing differences between banks of dif-
ferent size classes.

1. Contrast Between Reserve
City and Country Banks

Tables V, V-A, and V-B present data on
sources and disposition of check volume at
Reserve City banks and country banks. The
tables make clear the differences between
the two types of banks. They point up the
following facts:

(1) The Reserve City banks are a
much more homogeneous group,
from the standpoint of their
check collection operations,
than are the country banks;
the percentage distributions
among the various categories
in the tables do not vary
among the size groupings to

the same extent as in the
case of country banks. Most
Reserve City banks, regard-
less of size, do a corre-
spondent banking business
and serve as maJjor collect-
ing banks. This is reflected
in the fact that in all size
classifications of Reserve
City banks, the volume of

Table V

items received for collection

Patterns of Check Volume, Sources and Disposition
on an Average Day in July 1952

Reserve City Banks

Country Banks

Banks with Deposits of*

$7.5-24.9 $25-99.9 $100-499.9 Million

Banks with Deposits of*
Less Than
$7.5

$500
$7.5-24.9 $25-99.9 $100-499.9

Total Million Million Million and Over Total Million Million Million Million
% % % % % % % % %
Total Volume 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Items Paid 37.5 36.6 34.4 35.7 39.2 53.4 59.1 51.4 47.7 48.0
Items for
Collection 62.5 63.4 €5.6 64.3 60.8 46.6 40.9 48.6 52.3 52.0
Items for
Collection 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
On Local Banks 45.8 47.8 38.7 43.8 49.2 32.7 29.9 32.5 34.5 40.0
Intradistrict Par 34.2 34.1 44.0 34.6 31.3 45.8 49.8 46.4 42.2 39.0
Interdistrict Par 17.3 15.0 13.0 16.9 18.8 17.0 15.3 18.5 16.8 18.8
Nonpar and
Restricted 2.7 3.1 4.3 4.7 0.7 4.5 5.0 2.6 6.5 2.2

* As of June 30, 1952.
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Table V-A

Patterns of Check Volume, Sources and Disposition
on an Average Day in July 1952

Reserve City Banks

Country Banks

Banks with Deposits of*

Banks with Deposits of*

$500 Less Than
$7.5-24.9 $25-99.9 $100-499.9 Million $7.5 $7.5-24.9 $25-99.9 $100-499.9
Total Million Million Million and Over Total Million Million Million Million
% % % % % % % % % %
Sources of
Items Paid 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Clearings** 62.4 42.6 42.8 61.2 68.2 28.5 21.6 33.7 36.3 29.0
Federal Reserve 5.8 25.6 25.4 7.0 L 35.6 38.8 34.8 30.1 35.3
Other Banks 9.4 8.5 7.9 8.6 10.4 11.8 12.1 15:5 7.6 5.9
Other Deposits 9.4 10.8 9.5 8.6 9.9 14.1 16.6 6.4 18.0 19.2
Cashed Checks 13.0 12.5 14.4 14.6 11.5 10.0 10.9 9.6 8.0 10.6

* As of June 30, 1952.

*% Clearing House, local messenger presentations, special clearing arrangements.
**¥*% Nominal; only one bank in this size class is located outside a Federal Reserve City.

TABLE V-B

Patterns of Check Volume, Sources and Disposition
on an Average Day in July 1952

Reserve City Banks

Country Banks

Banks with Deposits of¥

Banks with Deposits of*

$500 Less Than
$7.5-24.9 $25-99.9 $100-499.9 Million $7.5 $7.5-24.9 $25-99.9 $100-499.9
Ttems for Collection Total Million Million Million and over Total Million Million Million Million -
% % % % % % % %
Sources: 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Deposits of

Banks 41.6 31.4 36.7 42.0 43.3 6.4 0.9 0.9 16.2 21.8
Nonbank Deposits 54.7 60.0 57.2 54.5 54.2 82.2 83.2 86.7 77.8 74.0
Cashed Checks 3.7 8.6 6.1 3.5 2.5 11.4 15.9 12.4 6.0 4.2
Disposition: 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Clearings** 37.0 28.1 32.2 35.5 40.1 30.6 25.8 30.6 34.5 -+ 39.3
Direct to Drawee# 8.3 16.7 9.3 9.6 6.6 1.8 0.8 0.6 4.1 1.2
Correspondents 7.5 16.1 10.0 9.7 4.6 40.5 48.2 45.8 30.9 18.3
Federal Reservei# 42.0 38.2 46.2 42.1 40.9 22.7 17.4 19.6 28.9 38.3
Miscellaneous*** 5.2 0.9 2.3 3.1 7.8 4.4 7.8 3.4 1.6 2.9

* .As of June 30, 1952.

*% TIncludes local messenger presentations and some special clearing arrangements.

KKK

Reserve Banks.
# Transit items only, including nonpar items.
## Includes some but not all items payable at Reserve Banks.

substantially exceeded the
number of items presented to
them for payment. For all
country banks combined, the
number of items paid was
larger than the number re-
ceived for collection. Some
of the larger country banks
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do a correspondent business,
of course, and this is re-
flected in higher percent-
ages of items received for
collection, but generally
country correspondent banks
are less active as collect-
ing banks than are Reserve
City banks.
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VOLUME OF CHECKS AND THEIR FLOW THROUGH THE COLLECTION SYSTEM 39

(2) Differences between Reserve The large percentage of such
City banks and country banks items received by Reserve
in the proportions of vari- City banks in deposits by
ous types of items handled other banks emphasizes the
for collection reflect main- function of the Reserve City
ly the location of Reserve banks as collecting banks,
City banks in larger cities, and is in sharp contrast to
where there are proportion- the pattern shown for the
ately more items on other country banks.
local banks and proportion-
ately fewer intradistrict (6) The pattern of disposition
transit items. of items received for col-

lection points up again the

(3) Table V-A, showing where check routing habits of com-
items paid came from, indi- mercial banks. The smaller
cates that a relatively small country banks made major use
proportion of the items were of correspondents for collect-
received by Reserve City ing out-of-town items; the
banks from the Federal Re- bigger the country bank, the
serve, as mentioned earlier. more it used the Federal Re-
This reflects the location serve collection service.
of Reserve City banks mainly Reserve City banks, with
in Federal Reserve cities, little regard for size, made
so that items received from major use of the Federal Re-
the Federal Reserve show up serve check collection fa-
as items received through cilities.
local clearings.

(7) Among commercial banks,

(4) A striking fact is that most check collections by
about one-third of all items direct sendings to drawee
presented to country banks banks are by correspondent
for payment, regardless of banks; a substantial part
the size of the banks, were of these direct sendings
received from Federal Re- are to nonpar banks.
serve Banks. More than half
of all country banks are not Check collection patterns and activi-
members of the Federal Re- ties vary not only in relation to reserve
serve System, with the pro- classification but also according to the
portion of nonmembership size of banks. Although Reserve City banks
(and the proportion of non- of all sizes tended to show the same general
par banks) much larger in patterns in their check activity, the char-
the small size class than acteristics at country banks differed ac-
in the larger size classes. cording to size. Most banks in the two
Yet nonmember country banks smallest size classes were country banks,
covered by the survey actu- about 75 per cent of the third size class
ally received from Federal were country banks, and most banks in the
Reserve Banks a slightly two largest size classes were Reserve City
higher proportion of their banks. In order to point up the contrasts
total check volume than did in patterns and activities, discussion of
menmber banks. These facts the two smallest size classes is followed
illustrate the extent to immediately by discussion of the two larg-
which items drawn on nonmem- est, and the more heterogeneous middle group
ber banks flow through the is treated last.
Reserve Banks.

2. Banks with Less than $25

(5) The pattern of sources of Million in Deposits
items received for collec-
tion is shown in Table V-B. Almost 13,300 out of the 14,000 commer-
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40 JOINT STUDY OF CHECK COLLECTION

cial banks in the United States fell in the
two smaller size classes -- those with less
than $7.5 million in deposits and those with
deposits between $7.5 and $25 million. All
of the 11,486 banks with less than $7.5 mil-
lion in deposits were country banks; 1,730
of the banks with deposits between $7.5 and
$25 million were country banks, and 72 were
Reserve City banks. Total deposits on June
30, 1952, of banks in the two size classes
amounted to almost $51 billion. During 1952
about 3.2 billion checks were drawn on these
banks, approximately 40 per cent of all
checks drawn in that year.

(a) Banks with Deposits of
Less than $7.5 Million

The 11,486 country banks making up this
gize class held deposits of $28 billion on
June 30, 1952, and paid about 1.9 billion
checks in the year as a whole. Less than
5,000 of these banks were menmbers of the
Federal Reserve System, and about the same
number were nonmember par remitting banks.
Most of the nation's nonpar banks were in
this size group. Banks in this size class
were located predominantly in the midwest
and south.

The average bank in this group, which
held about $2.4 million in deposits, handled
about 980 checks on an average day in July,
1952. About 580 items drawn on the bank
were presented to it and paid and 400 items
drawn on other banks were received by it for
collection. The number of checks handled
per day by banks of this size seemed to vary
directly with the amount of deposits, with
about 400 items being handled daily for each
million dollars of deposits. Thus a $500,000

-bank handled about 200 items; a $7.5 million
bank handled about 3,000 items. Geographic
differences in check volume seemed to re-
flect primarily differences in average size
of banks in the areas. In the east, far
west, and southwest, where the average bank
tended to be larger than in the midwest or
south, check volume was larger also.

Of the 580 items paid each day, about
230 were received in cash letters from the
Federal Reserve, 120 from local clearings,
160 in deposits of customers or in checks
cashed at the window, and 70 in cash letters
from other banks. The 400 items received
for collection consisted almost entirely of
checks depostted by customers or cashed at
the window. The few items received from

other banks for collection reflected for the
most part the practice of certain midwestern
correspondent banks which sent to their
principal correspondent in & town all items
payable at banks in the town. Some of these
items also represented nonpar items received
for collection.

The 400 items received for collection
consisted of 120 items drawn on other local
banks, 200 payable at par banks in the same
Federal Reserve district, 60 payable at par
banks in other districts, and 20 items which
elther were drawn on nonpar banks or were
otherwise restricted as to handling as cash
items. Most local items were collected
through local clearing arrangements;l3 some
nonpar items were sent directly to drawee
banks and the balance were sent to corre-
spondents; transit items were collected by
sending them either to a city correspondent
bank or to a Federal Reserve Bank.

Only 5,000 of the banks in this size
group were members of the Federal Reserve
System. The 6,500 nonmembers for the most
part did not have direct access to Federal
Reserve collection facilities and therefore
had to have other outlets for collection
of their transit items. Of the 5,000 small
member banks, less than 2,000 actually sent
items directly to their Reserve Banks, and
only 1,100 sent any items other than those
payable at the Reserve Banks or drawn on
commercial banks in the Federal Reserve city.
In other words, only one small bank out of
six sent any items to a Federal Reserve Bank.
The average small menmber bank which sent
items to Federal Reserve Banks sent about
400 items; all other banks sent none.l4 This
works out to an average of about 65 transit
items going to the Federal Reserve per small
bank. On the other hand, practically all
banks in the smallest size class received

13. In meetings held with groups of bankers in
the twelve Federal Reserve districts, the committee
learned of a number of cases where items on one local
bank, received by another local bank for collection,
were not cleared locally but were sent to out-of-town
«correspondents for collection. The total volume in-
volved in all such cases combined apparently is quite
small relative to the number of local items cleared
locally, and the number of instances cited also is
small. Therefore, the effect on the total collec-
tion system is negligible.

14. The average small member bank tends to be
larger than the average small nonmember and conse-
quently would have more check volume to handle. Also,
small member banks that send items to Federal Reserve
Banks tend to be larger than those which do not.
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daily cash letters from the Federal Reserve
Bank containing items drawn on them. The
differences between the number of items per
bank sent to and received from the Federal
Reserve and the number sent to and received
from other banks serve as rough indicators
of the volume actually routed indirectly .
through correspondents to Federal Reserve
offices for presentation by mail to drawee
banks.

Of the 260 transit items received by the
average small bank for collection, about 9O
were payable at banks within 25 miles and
another 40 were payable within 25 to 50
miles. A very small number of the banks
collected any of these items through local
area clearing arrangements.

(b) Banks With $7.5 to $25
Million Deposits

The 1,802 banks in this size class held
$23 billion in deposits on June 30, 1952,
and paid 1.3 billion checks during that year.
Most of the banks are country banks; the 72
Reserve City banks held only 5 per cent of
the group's deposits and handled only 6 per
cent of the group's check volume. Reserve
City banks in this size class are located
in four Federal Reserve districts -- Rich-
mond, Chicago, St. Louis and Kansas City.

Since the Reserve City banks made up
such a small part of the group, their pres-
ence had little effect on the collection
patterns of the group, and it is, therefore,
discussed as a whole. )

The average bank in this size class had

$13 million in deposits on June 30, 1952, and

handled about 5,100 checks daily during
July of that year. About 2,600 items drawn
on the bank were presented to it and paid.
About 2,500 items drawn on other banks were
received by it for collection. About one-
third of the items received for collection
were drawn on other local banks, a little
less than half were intradistrict par items,
about one-sixth were interdistrict par
items, and about 2 per cent were nonpar or
restricted items.

Ttems drawn on these banks were re-
ceived as follows: about 870 items were re-
ceived from Federal Reserve Banks and a like
number through local clearings; about 430
items were received in deposits of customers
or were cashed at the window, and about the

same number were received in cash letters
from other banks. Items received for col-
lection were derived almost entirely from
customers' deposits and cashed checks, a
pattern almost identical with that of the
smallest size group.l5

Items on other local banks were col-
lected for the most part through local
clearing arrangements. A larger share of
transit items went to Federal Reserve Banks,
and a smaller share to correspondents, than
was the case among banks in the smallest
size class. Three-fourths of the banks in
the $7.5-$25 million deposit group were mem-
bers of the Federal Reserve System, and 60
per cent of the members (less than half of
the group as a whole) sent some items to
Federal Reserve Banks for collection. The
number of items sent to correspondent banks,
however, was more than double the number
sent to Federal Reserve Banks: 60 per cent
of intradistrict par items and 80 per cent
of interdistrict par items were sent to cor-
respondents, in contrast to the 36 per cent
and 17 per cent, resgectively, sent to Fed-
eral Reserve Banks.l0 Seven out of every
ten nonpar items were sent to correspondents;
the rest were presented to drawee banks by
direct mail.

Of the 2,500 items received for collec-
tion daily by the average bank, about 850
local items (including some on the Federal
Reserve Banks) were collected locally. Of
the 1,650 transit items, 500 were sent to
the Federal Reserve,l7 1,050 were sent to
correspondents, and the remaining 100 items
were sent directly to drawee banks or col-
lected through miscellaneous channels, in-
cluding regional clearing arrangements for

15. Reserve City banks in this group received
relatively more items drawn on them from clearings
and relatively fewer from the Federal Reserve and
from other banks; almost one-third of the items re-
ceived for collection were deposited by other banks.
These facts reflect (1) location of most such banks
in Federal Reserve cities, and (2) their correspond-
ent bank activity pattern.

16. 1In this instance the Reserve City banks do
influence the figures for the group. While they han-
dle only 6 per cent of total volume, they account for
15 per cent of the group's sendings to Federal Re-
serve offices.

17. This figure is for the "average" bank.
Less than half of all banks in this size class sent
any items to the Federal Reserve. Thus, this figure
is an average of (1) about 1,200 items per member
bank using Federal Reserve facilities directly, and
(2) no items per bank not sending anything to the
Federal Reserve.

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



42 JOINT STUDY OF CHECK COLLECTION

certain local area checks. Slightly smaller
proportions of transit items were payable
nearby than in the case of the smallest
banks -- 29 per cent within 25 miles; 15 per
cent from 25 to 50 miles.

The picture shown by banks of this size
class is not greatly different from that
shown by banks in the smallest class. Pat-
terns of check volume and sources of items
were quite similar; the major difference is
that more banks were eligible to send items
to Federal Reserve Banks and more banks did
so.

3. The Larger Bamnks

There were 207 commercial banks which
had $100 million or more in deposits on
June 30, 1952. Of these, 153 were Reserve
City banks and the remaining 54 were coun-
try banks. They held an aggregate of $388
billion in deposits, more than half of all
commercial bank deposits. Almost all of
these banks did a correspondent banking
business and handled a substantial volume
of checks received for collection.

Most of the larger banks were members
of the Federal Reserve System, and used its
check collection facilities extensively.
More than 60 per cent of all items received
by Federal Reserve Banks came from these 207
commercial banks. Most of them sent inter-
district items directly to the Federal Re-
serve office serving the drawee bank.

(a) Banks with $500 Million
or More in Deposits

There were 37 banks in this size class,
with aggregate deposits of almost $55 bil-
lion, an average of $1.5 billion per bank.
A1l were Reserve City banks. They were lo-~
cated in seven of the twelve Federal Reserve
districts, although two of the seven dis-
tricts each contained only one bank this
size. Most were found in three districts,
New York, Chicago, and San Francisco.

One out of every five checks drawn in
the United States in 1952 was drawn on these
37 banks. Altogether, they paid 1.5 billion
checks, or more than 5 million checks each
day.l The average bank in the group paid
140,000 checks and handled about 220,000

18. On an average day in July 1952, these 37

banks paid 5,211,000 checks and handled 8,066,000
checks for collection.

for collection daily in July, 1952. Roughly
half of all items received by them for col-
lection were drawn on other banks in the
same city (including Federal Reserve Banks),
and half were par transit items. The average
bank in this size class handled relatively
few nonpar items -- about 1,500 per day in
July, 1952.

The patterns of receipts and disposi-
tion of check volume, both items presented
to the 37 banks for payment and items re-
ceived by them for collection, were not
greatly different from those shown by all
Reserve City banks combined. In relation
to total volume handled, the number of checks
pald by these banks and the number received
by them for collection from other local banks
and from banks outside their Reserve dis-
tricts were slightly higher, and the number
of nonpar items handled was lower, than the
average for all Reserve Clty banks. This
pattern is easily understood; the big banks
did a nationwide business, they were locafed
in the big financial centers, in concentra-
tions of other big banks, and only one of
them was in a district containing any nonpar
banks. Since all but one were located in
Federal Reserve cities, virtually all of the
items drawn on them that were presented by
Federal Reserve Banks are shown in the ta-
bles as items received through the clearings.
As a group, they did relatively little di-
rect sending to drawee banks and sent rela-
tively few items to correspondents for col-
lection. Most of the items deposited with
or cashed by them were collected through
Federal Reserve Banks or through local clear-

ings.

(b) Banks with Deposits of
$100 to $500 Million

The 170 banks in this group held $35
billion in deposits on June 30, 1952. The
group contained 116 Reserve Clty banks aver-
aging $220 million in deposits and 54 coun-
try banks averaging $165 million in deposits.
The average country bank in this size class
paid about 20,000 items and received about
22,000 items for collection from other banks
on an average day in July, 1952. Since the
Reserve City banks were somewhat larger, and
since, as a group, they tended to engage more
actively 1in correspondent bank functions, the
average number of items which they paid was
29,000 and the number received for collec-
tion was 52,000 daily.
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The patterns of sources and disposition are Federal Reserve members, but the check
of check volume of Reserve City banks and routing patterns for the group are the most
country banks in this group differed prima- heterogeneous of the five classes. The Re-
rily in the following respects: serve City banks for the most part show

. characteristics common to those of Reserve
(1) Substantially more items pre- City banks in the other size classes. On
sented to Reserve City banks the other hand, because some of the country
for payment were received banks do a correspondent bank business like
through clearings and sub- the country banks in the next larger size
stantially less were received class while others do virtually no corre-
directly from the Federal Re- spondent bank business, the totals for the
serve, than in the case of group reflect mixed influences.
the country banks. As noted
earlier, items presented by The average number of items paid daily
Federal Reserve Banks to local in July, 1952, for each of the 130 Reserve
Reserve City banks are shown City banks in this group was 9,000, and the
in the tables as received average number of items received for collec-
through clearings. tion was 17,000. The items collected con-
sisted of about 6,600 items on other local
(2) The Reserve City banks re- banks, 7,500 intradistrict par items, 2,200
ceived proportionately twice interdistrict par items, and 7OO nonpar or
as many items for collection restricted items. More than one-third of
from other banks as did the all items received for collection were de-
country banks, glving evi- posited by other banks. Almost half the
dence of greater correspond- items were collected through Federal Reserve
ent bank activity in the Re- Banks, about one-third went to clearings,
serve Cilty group. one-tenth were sent directly to drawee banks,
and a like amount went to other correspond-

(3) Direct sending to drawee ents for collection.

banks was relatively heavy

in banks of this size class; The average bank among the 381 country

about 8 per cent of all banks paid about 7,500 items daily. It re-

items collected were sent ceived a little more than 8,000 items daily

direct. The prevalence of for collection, about one-sixth of which

direct sending is explained were sent to it by other banks. Country

by two facts: (1) banks in banks in this class collected about the same

this size class handled a proportion of items through local clearings

very large volume of nonpar as did the Reserve City banks of the same

items (almost one-third of, group, but sent three times as many items

the total), and collected to correspondents, and only about half as

most of them by direct send- many to Federal Reserve Banks or directly

ings; and (2) a few banks in to drawee banks.

this size class tradition-

ally have collected much of E. The Federal Reserve Banks

their transit volume by di- and Branches

rect mail presentations to

drawee banks. The 12 Federal Reserve Banks and theilr
24 branches handled 2.3 billion items for

4, The Middle-sized Banks -- collection in 1952. About 820 million addi-
$25-$100 Million Deposits tional items were presented to them and

paid.l9 The details of volume handled by

The 511 banks in this class held $23 the Federal Reserve System, and sources and
billion in deposits on June 30, 1952, an —_—
average of $47 million per bank. The group 19. Included in this figure are 446 million
contained 130 Reserve City banks averaging Treasury checks and 371 milltzn pgigal ntxone{ ori;rs.
about $53 million in depOSits’. s 381 coun= £2:1$:ciglp§;n§iﬁ; Zisit::?n ‘:tL)it :Zre pa;lg b;ntiz vaii—
try banks with an average deposit liability ous post offices and sorted and tabulated by Federal
of about $43 million. Most of these banks Reserve offices.)
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dispositions of that volume, have already
been given. (Table IV gives this informa-
tion for the System as a whole, and Tables
VI and XI, appearing at the end of this
chapter, give it by districts.) This sec-
tion discusses Federal Reserve operating
procedures and practices in connection with
check collection activities. Also, it con-
tains a summary of comments of commercial
bankers regarding such practices, obtained
from letters to the committee, from the
questionnaires, and from observations made
at meetings with the committee.

Only member banks and nonmember clear-
ing banks deposit checks with the Federal
Reserve Banks for collection. In July, 1952,
253 nonmember banks maintained clearing ac-
counts with Federal Reserve offices. Most
of these were maintained primarily to facil-
itate participation by nonmember banks in
city or group clearing arrangements, and to
permit settlement of the balances arising
from clearings to be made on the books of
the Federal Reserve Banks.

Although the Federal Reserve Act (with
some restrictions) authorizes nonmember par
banks to maintain clearing accounts and to
send items for collection to Federal Reserve
Banks, it has not been the policy of the
Federal Reserve System to encourage the open-
ing of these accounts, or the direct use of
its check collection facilities, by nonmember
banks. 1In part, this attitude in the System
has reflected the view that the direct bene-
fits of its facilities should be extended
only to those banks willing to assume the
responsibilities of membership; also, it has
probably reflected a desire to avoid a situ-
ation that might be regarded with disfavor
by country member banks, or that might seem
to interfere with established correspondent
arrangements.

The statutory authority of the Federal
Reserve Banks limits them to the collection
of checks payable at par. They collect
checks regularly, by direct presentation, to
practically every par remitting bank in the
country, nonmember as well as member. In
addition, they present checks payable to the
United States Government or its agencies to
nonpar banks, and receive remittances at par
for these items.

While the Reserve Banks do not accept
items directly from nonmember banks for col-
lection, in actual practice they receive from

member banks and present to the drawee banks
many items originally deposited with nonmem-
ber banks for collection. The preceding
sections point up the fact that the bulk of
par transit items flows through the Federal
Reserve Banks. Nonmember banks, including
nonpar banks, send par transit items to cor-
respondent banks for collection, and most of
these items, other than those payable at the
correspondent bank or in its city, are sent
by the correspondent banks to Federal Re-
serve offices.

The preceding sections also have indi-
cated that only four of every ten small mem-
ber banks send items for collection directly
to Federal Reserve Banks. In large measure,
this is a product of (a) the System's prac-
tice of deferred availability credit for
transit items, (b) the small banks' reluc-
tance to disturb their reserve accounts, cou-
pled with their disinclination to handle the
accounting entries incident to deferred
availability credits, and (c) the long-es-
tablished relationships of small banks with
their city correspondents. The larger mem-
ber banks tend to use Federal Reserve check
collection facilities extensively.

1. Federal Reserve Practices in
Receiving Checks for Collection

20

In general the Federal Reserve Banks
establish definite closing hours for receipt
of checks, for the purpose of fixing the
date on which they will give credit accord-
ing to their availability schedules. The
closing hours are geared to Federal Reserve
operating facilities and to transportation
schedules; they are set on the general theory
that items received up to the hour specified
can be processed and either presented to lo-
cal drawee banks, or dispatched to out-of-
town drawee banks, on the day of receipt.

Sorting requirements of Federal Reserve
Banks are the subject of much discussion,
and are sometimes misunderstood. Sorting
requirements generally are established by
the individual Reserve Banks. They are set
so that the Banks can process as many items
as possible on the day of receipt, are re-
quired only when volume warrants, are not
rigid but may be changed under changed con-
ditions, and are not complex. Most Reserve

20. The practices noted in this and subsequent
portions of this section of the report were those ex-
isting in July 1952. Changes since that time have
been minor.

Digitized for FRASER
https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis
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Banks relate their sorting requirements to
their availability schedules.

(a) Immediate Credit Items

These items fall into two broad cate-
gories: (1) items drawn on the Federal Re-
serve Bank, official checks of other Feder-
al Reserve Banks, U. S. Treasury checks and
postal money orders, and (2) items drawn on
commercial banks, which are either in the
same city as the Federal Reserve Bank,21 or
which are members of special clearing or
collection arrangements providing for imme-
diate presentation and payment. Closing
hours for receipt of items in the first
category are generally later than those for
the second. (Closing hours for receipt of
items drawn on or payable through the Re-
serve Bank usually are set so that these
items can be processed and charged to the
appropriate accounts on the day received.)

The hours for receiving items payable
at other local banks for immediate credit
are generally geared to the final clearing
hours of local clearing houses or other
clearing arrangements. Seven Federal Re-
serve offices?2 grant immediate credit (on
day of receipt) only if the items are re-
ceived in time to be cleared (or presented
for payment in some other way) on that day;
those offices have no specific closing hours
for receipt of local items. The other 29
offices set definite hours, and give credit
whether or not the items arrive in time to
be processed and presented for payment on
the day of receipt. 1In five districts, con-
cessions are made to a few member banks
faced with inadequate or unsatisfactory
transportation facilities, and immediate
credit is given even though the items from
these banks come in after regular closing
hours.23

21. Items on other local banks accepted for
immediate credit are limited to those that can be
presented over the counter or through clearings the
same day.

22. In this and following parts of this sec-
tion, reference to number of offices pertains to the
12 Banks and 24 branches except where the text spe-
cifically refers to districts or to Banks alone. For
check collection purposes, the System may be regarded
as operating 36 separate offices, each one tending to
set its own operating rules within the framework of
general operating policies developed by the System as
a whole.

23. In July 1952, 151 banks were so treated;
their total volume was only 14,000 items daily.

Twelve offices require no sorts at all
of immediate credit items, fifteen require
sorting only if volume warrants, four re-
quire only one split, and five require a
three-way break -- commercial bank items,
Treasury checks, and money orders.

(b) 1Intradistrict Items

Closing hours for intradistrict items
vary from noon to 3 p.m. and are related
primarily to transportation schedules. The
closing hours of five offices are as early
as noon; of four, as late as 3 p.m. Closing
hours at the majority of offices, however,
are between 1 p.m. and 2 p.m. And all of-
fices but five accept items for large
amounts after regular closing hours. The
cut-off time for large items is keyed to
processing ability and outgoing transporta-
tion schedules.

With few exceptions, there are no for-
mal sorting requirements for intradistrict
items, but the cooperation of sending banks
is solicited informally when intradistrict
volume 1s so heavy that some sorting will
expedite collections.

In general, Federal Reserve offices
will not accept from one office of a bank
items drawn on another office of the same
bank in the same town or city. In some dis-
tricts, this restriction extends to items
drawn on out-of-town offices as well.

(c) 1Interdistrict Items

In order to eliminate one handling and
to expedite presentation, any member bank
customarily receiving a substantial volume
of checks drawn on banks in another Federal
Reserve district will ordinarily be request-
ed by the local Federal Reserve Bank to send
them direct to the Federal Reserve office of
the area in which they are payable, rather
than to send them to the local Reserve of-
fice for transmission to the other district.
If a bank receives between 200 and 300 items
payable in another district, it usually is
requested to send direct to the other Re-
serve office. The Reserve Banks pay trans-
portation costs on such shipments, and com-
pute availability of credit from date of
dispatch.

Nine Federal Reserve offices send items
drawn on banks in adjacent areas of an ad-
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VOLUME OF CHECKS AND THEIR FLOW THROUGH THE COLLECTION SYSTEM A7

Jjoining district directly to the drawee
banks, for remittance through the Federal
Reserve office of the area in which the
drawees are located. Such arrangements,
which require cooperation by both Reserve
offices concerned and by the drawee bank,
are relatively few.

2. Night Forces and Saturday Work

About one-third of the Federal Reserve
offices use night forces to process work.
These are employed where transportation
facilities warrant them. Where mail and

express facilities are not available after
normal working hours, or where volume can
be processed in normal hours, night forces
are not employed.

While 25 of the Reserve offices are
located in cities where banks are closed on
Saturdays, all these 25 offices process
checks on Saturdays. Saturday work is de-
voted primarily to deferred credit items,
since items cannot be presented to the lo-
cal banks, which are closed. All but two
offices dispatch both intradistrict and in-
terdistrict items on Saturdays, however.

3. Remittances for Items Presented
by Federal Reserve Offices

Drawee banks remit the proceeds of
1tems received from Federal Reserve offices
in a variety of ways: some by drafts on
correspondents; some by drafts on (or au-
thorization to charge) their reserve ac-
counts; some by shipments of currency.

4, Banker Comments

Federal Reserve check collection opera-
tions generally are regarded by the nation's
banks as being efficient. A number of bank-
ers, however, do not like the accounting
procedures required by aeferred credit
availability, and these are probably the
ma jor factor responsible for the relatively
limited direct use of Federal Reserve fa-
cilities by the smaller member banks. Fed-
eral Reserve sorting requirements may also
be a deterrent, since bankers sometimes sug-
gest that if all items were received by Fed-
eral Reserve Banks for immediate credit,
there would be no occasion to require banks
to sort items according to availability
schedules.

A more pertinent bankers' suggestion
is that Federal Reserve Banks accept items
from country member banks for credit to
those banks' accounts with a designated city
correspondent. Such a practice would re-
lieve the country bank of the accounting re-
quirements of deferred availability credits,
since the bank would presumably receive
immediate book credit in its account with
the correspondent bank. The Reserve Bank
would give credit to the city correspondent
bank on the basis of the regular availa-
bility schedule. This procedure would pre-
sumably create no new problem, since the city
bank is accustomed to deferred credit avail-
ability. The practice is now being followed
in the Minneapolis District, with apparently
satisfactory results both for country and
city banks. The Federal Reserve Banks,asked
by the committee about their attitudes with
respect to this practice, indicated no ob-
Jection to it provided the country and city
banks wished to adopt it.

A number of bankers also suggested that
the Reserve Banks and branches establish
later closing hours for receipt of items,
and that Federal Reserve offices not using
night forces might employ them. Most Re-
serve Bank officers feel, however, that
their closing hours are already set about
as late as they can be, and that setting
them any later would not leave enough time
to process items and to meet outgoing trans-
portation schedules. They believe that
later closing hours would result in holding
work over, because of insufficient time for
processing. And they point out that night
forces are useful only if transportation
facilities are available for sending out
the work the night forces proceasr=d.

To meet the objection (based on lack
of transportation facilities)to more night
operations, one banker urged the Reserve
Banks to explore the possibility of using
trucks (either their own or those of con-
tract motor carriers) for delivery of cash
letters to drawee banks within a suitable
radius. Then, he pointed out, transporta-
tion schedules could be geared to working
hours, rather than the reverse. A few Re-
gerve Banks have already taken steps in the
direction suggested.

Another point mentioned by bankers had
to do with so-called "restricted items",
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those which Federal Reserve Banks will not
receive for collection as cash items, but
which are frequently regarded as cash items
by commercial banks. Bankers apparently
believe that the practices of the Reserve
Banks in handling restricted items should
be more uniform, and that efforts should
be made to persuade the issuers of such
items to use checks instead. One of the
committee's recommendations deals with this
matter.

The number of "restricted" items is
really quite small. According to the sur-
vey, only 86,000 such items were in the
check collection system on an average day
in July, 1952. This figure represents less
than 0.3 per cent of all items in the proc-
ess of collection at all commercial banks
on that day. In the statistical portions
of this report, restricted items have been
combined with nonpar items, because neither -
class of items is handled by Federal Re-
serve offices and because they represent
too small a proportion of total items to
warrant separate clasgsification.

F. Variations Among Federal
Reserve Districts

In this section, data on check volume,
sources and disposition are subdivided ac-
cording to Federal Reserve districts.24 The
basic data are the same as those used earli-
er to show the pattern of check collections
among banks of different sizes and different
reserve classifications.

The tables at the end of this chapter
give all the pertinent district data. Ta-
bles VI through XI show data (by Federal
Reserve district) on check volume by type
of item handled, by sources of check volume,

24. The figures shown as totals for the 12
districts do not correspond exactly with correspond-
ing national totals shown in earlier tables. Most of
the differences, which result largely from the round-
ing of the figures for each district, are minor and
may be ignored. In Tables IX and X, however, the
differences are somewhat larger, amounting to about
one per cent, because in the data obtained in the
survey, the number of items presented to drawee banks
for payment did not exactly match the number of items
charged to depositors' accounts. In the national
figures, these items were brought into balance by ad-
Justing a miscellaneous category in the data; the
comparable adjustment was not made on a district
basis, since the differences are too small to have
any appreclable effect upon the percentage computa-
tions or to distort the patterns of distribution.

and by disposition of check volume, for all
commercial banks and all Federal Reserve
offices, all Reserve City banks, all country
banks with more. than $7.5 million in depos-
its, all country banks with less than $7.5
million in deposits (as of June, 1952), and
all Federal Reserve offices.

Tables XII through XIV show data (by
Federal Reserve district) on number of bank-
ing offices, by number of offices sending
items to Federal Reserve Banks, and by bank-
ing offices receiving items from the Federal
Reserve Banks. This information is subclas-
sified by type of item sent and by size and
reserve status of sending and receiving
banks.

Tables XV through XVI-3 present a dis-
trict' breakdown of certain information de-
veloped specifically to point up certain
recommendations contained in the report.
They show percentages of items payable with-
in various distances from the first collect-
ing bank, and proportions of various types
of items handled by Reserve City banks and
Federal Reserve Banks.

The variations from district to dis-
trict are apparent from the tables and re-
quire no extended discussion. The follow-
ing points, which bear upon interpretations
of the district figures, should be noted
however:

(1) Check collection patterns do not
differ greatly among the various districts.
Differences in collection patterns seem to
be related more directly to differences in
sizes of banks than to differences in loca-
tions of banks. The different mixtures of
bank sizes in the various Reserve districts
account in large measure for the geographic
differences that exist.

(2) Apart from differences attribut-
able to mixtures of bank sizes, geographic
differences reflect four factors: (a) con-
centrations of big banks in important fi-
nancial centers; (b) large scale branch
banking; (c) correspondent bank activity,
e.g., solicitation of check collections and
direct serndings to drawee banks; and (d)
concentrations of nonpar banks.

(3) The volume of items received by
Reserve City banks for collection, includ-
ing the volume of transit items, is pro-
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portionately heavier than deposit volume
would indicate in the Philadelphia, Cleve-
land, Chicago and Kansas City districts.

The proportion of items presented directly
to smaller banks by correspondents is also
relatively large in those districts, re-
flecting a substantial amount of direct
sendings. These facts indicate intensive
activity in check collections characteristic
of the correspondent banks in those areas.

(4) Direct sendings to drawee banks
are prevalent also in the Richmond, Atlanta,
Minneapolis and San Francisco districts. In
the first three areas, this reflects largely
the concentrations of nonpar items handled;
in the last, it reflects inter-office clear-
ings of the large branch banking systems in
that area.

(5) The volume of items received at
Reserve City banks for collection from other
local banks is proportionately heavier in
the New York and San Francisco districts,
reflecting concentrations of big banks.

(6) Tables XV and XV-A show, on a dis-
trict basis, the rough orders of magnitude
of local area check volume potentially avail-
able for collection through regional clear-
ing arrangements. Generally speaking, the
checks payable within a 25 mile radius of
the collecting bank would seem amenable to
collection through regional arrangements;
perhaps some of those in the 25 to 50 mile
circle might also be counted. Naturally
enough, the concentrations are greater in
the more populous districts.2

(7) Table XVI-1 shows the proportions
of local items handled by Federal Reserve
Banks and by Reserve City banks in each Fed-
eral Reserve district. It points up the
fact that a substantial number of items are
sent to Federal Reserve Banks for collection
from local commercial banks, mainly by pres-
entation through local clearings. High per-
centages for Reserve Bank handlings tend to
indicate more double handling than is neces-
sary. If all items payable at commercial

25. The committee recognizes that mere dis-
tance is not the controlling factor in establishing
regional clearing arrangements. As pointed out
earlier, some of the checks payable within 25 miles
or 50 miles of the collecting bank actually are pay-
able in big cities and would be sent to banks there
rather than cleared in a regional arrangement.
Nevertheless, the very fact that such large propor-
tions of transit items are payable at nearby points
indicates that the regional clearing arrangement
potential is far greater than is actually being
realized today.

banks in a Federal Reserve city were sent to
correspondent banks for collection, a cer-
tain proportion of the items received by
each bank would be drawn on it and would not
have to be collected through clearings; no
matter how small that proportion, it would
represent an economy in handlings as con-
trasted with the handlings required when
items drawn on other local banks are sent

to Federal Reserve Barnks.

The items shown in the table under Fed-
eral Reserve Banks are limited to items pay-
able at commercial banks in their cities
which were received by the Federal Reserve
Banks from country banks in the same Federal
Reserve district. The comparison would be
more pointed if it were possible to limit in
the same manner the items shown under Re-
serve City banks, but such a breakdown is
not available. Included in the Reserve City
figures are items drawn on or payable at
other local banks (including the Federal Re-
serve Bank) received from both city and coun-
try banks in the same and other districts,
and other items of that nature received in
customers' deposits or cashed at the window.

(8) Table XVI-2 gives the same sort of
information for intradistrict country items.
The table on intradistrict country items is
subject to the same sort of limitations noted
with respect to that for city items, in that
the Reserve (City figures include items re-
ceived in deposits of nonbank customers or
cashed at the window. High percentages for
the Reserve City banks indicate double han-
dlings, representing many items received by
them from country member banks and there-
after deposited by the Reserve City banks
with Federal Reserve Banks for collection.

(9) Table XVI-3 presents the picture
for interdistrict items. Federal Reserve
handlings come only from city or country
members, and do not include items sent by
member banks direct to other districts. Cor-
respondent bank handlings, whether received
in nonbank deposits or in sendings from
banks, can be sent directly to the Federal
Reserve offices of the territories in which
the drawee banks are located, in order to
save time and minimize handlings. In the
table, high percentages for Reserve City
banks and low ones for Federal Reserve Banks
indicate a substantial use of direct send-
ings to other districts. This technique is
used more extensively by banks in the New
York and St. Louis districts than by banks
elsewhere.

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



PROPORTION OF PAR TRANSIT ITEMS HANDLED BY ALL COUNTRY BANKS
DRAWN ON BANKS WITHIN VARYING DISTANCES

Over 100 miles

31%

Drawn on banks
within a
25 mile area

31%

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

51



52

PROPORTION OF INTERDISTRICT PAR ITEMS HANDLED BY RESERVE CITY

AND FEDERAL RESERVE BANKS IN EACH FEDERAL RESERVE DISTRICT

BOSTON

NEW YORK // R AR L R L F R R R D SN S IO

PHILADELPHIA AN .%e ISR EIRE e®eene,", .

CLEVELAND

RICHMOND R R OO A U SOOI ST A

ATLANTA bbb s e it e P 330 0

CHICAGO /222” AR CCI LI T

ST. LOUIS Zﬂ T
MINNEAPOLIS ////////////7 AT

KANSAS CITY piisssipdian i in

DALLAS ‘..::.'.-. XA AU R T P AR AL ALY

o o . .
PR RATILR TR AP TS LR R R T L Y

SAN FRANCISCO

ALL DISTRICTS e se'si? '-.:'. ':E.’:’.:'..'.': AN ':.;.-'-::,'.:.0_-',' R ._..-_.: KA

I l

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

20 40
Per cent

60

80

m Federal Reserve Banks

100



Table VI

Check Volume on an Average Day in July 1952
By Federal Reserve District
(Items in thousands, deposits in mill_ons)

Commercial Banks Federal Reserve Banks
Items Received for Collection Items Received for Collection
Total Subtotal Other
Federal Commercial Subtotal On  Intra-  Inter- Nonpar and Reserve “mediate Intra-  Inter-
Reserve Bank Total Commercial Items Local district district Restricted  Bank Items Credit# district district
District Deposits*  Volume# Bank Volume Paid Total  Banks Par Items Par Items Items Volume# Paid¥* Total Items*** Par Items Par Items
1. Boston $ T7,642.6 3,966 2,980 1,410 1,570 470 811 282 7 986 145 841 134 669 38
2. New York 38,840.1 11,129 9,082 4,389 4,693 2,249 1,569 853 22 2,047 390 1,657 725 878 54
3. Philadelphia 8,569.4 3,981 3,149 1,269 1,880 582 T34 548 16 832 199 633 149 433 51
4, Cleveland 13,046.5 4,989 4,113 1,906 2,207 743 912 537 15 8716 220 656 130 428 98
5. Richmond 8,774.6 3,930 3,238 1,461 1,777 685 686 308 98 692 208 484 59 353 T2
6. Atlanta 8,948.3 4,357 3,709 1,692 2,017 781 590 321 325 648 268 380 78 268 34
7. Chicago 26,585.3 10,552 8,994 3,915 5,079 1,892 2,322 805 60 1,558 436 1,122 239 777 106
8. St. Louis 7,468.7 3,742 3,151 1,465 1,686 674 533 321 158 591 219 372 75 283 14
9. Minneapolis 5,179.7 2,543 2,225 1,031 1,194 432 390 170 202 318 89 229 35 168 26
10. Kansas City 8,391.2 4,549 3,859 1,692 2,167 725 1,007 387 48 690 185 505 87 386 32
11. Dallas 8,476.8 4,468 3,935 1,829 2,106 1,021 745 288 52 533 145 388 63 303 22
12. San Francisco 20,424.6 7,381 6,370 2,922 3,448 1,706 1,434 291 17 1,011 345 666 158 ATT 31

Total $162,347.8 65,587 54,805 24,981 29,824 11,960 11,733 5,111 1,020 10,782 2,849 7,933 1,932 5,423 578

* As of June 30, 1952.
** Treasury checks, postal money orders, and checks drawn on the Federal Reserve Banks.
*¥¥% Mostly on banks in same city as handling Reserve Bank.
# These figures exclude 770,000 local items handled as packages by the Federal Reserve Banks of New York, Philadelphia, Chicago, and St. Louis.
Consequently the total of other immediate items is shown as 1,932,000 items rather than the 2,702,000 shown in Tables I and IV, and total Federal Reserve
volume is shown as 10,782,000 rather than 11,552,000 items. Total volume is shown as 65,587,000 rather than 66,357,000.
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Table VI-A

Check Volume on an Average Day in July 1952
Per Cent Distribution by Federal Reserve District

Commercial Banks Federal Reserve Banks
Items Received for Collection Items Received for Collection
Total Subtotal Other

Federal Commercial Subtotal On Intra- Inter- Nonpar and Reserve Immediate Intra- Inter-
Reserve Bank Total Commercial Items Local district district Restricted Bank Ttems Credit# district district
District Deposits* Volume# Bank Volume Paid Total Banks Par Items Par Items TItems Volume#f Paid** Total Items*** Par Items Par Items

1. Boston 4.7 6.0 5.4 5.6 543 3.9 6.9 5.5 0.7 9.1 5.1 10.6 6.9 12.3 6.6

2. New York 23.9 17.0 16.6 17.6 15.7 18.8 13.4 16.7 2.1 19.0 13.7 20.9 37.5 16.2 9.4

3. Philadelphia 5.3 6.1 5.7 5.1 6.3 4,9 6.3 10.7 1.6 7.7 7.0 8.0 7.7 8.0 8.8

4. Cleveland 8.0 7.6 7.5 7.6 7.4 6.2 7.8 10.5 1.5 8.1 7.7 8.3 6.7 7.9 16.9

5. Richmond 5.4 6.0 5.9 5.8 5.9 5.7 5.8 6.0 9.6 6.4 7.3 6.1 3.1 6.5 12.5

6. Atlanta 5.5 6.6 6.8 6.8 6.8 6.5 5.0 6.3 31.9 6.0 9.4 4.8 4.0 5.0 5.9

7. Chicago 16.4 16.1 16.4 15.7 17.0 15.8 19.8 15.8 5.9 14.5 15.3 14.1 12.4 14.3 18.3

8. St. Louis 4.6 5.7 5.8 5.9 5.6 5.7 4.6 6.3 15.5 5.5 7.7 4.7 3.9 5.2 2.4

9.. Minneapolis 3.2 3.9 4.1 4.1 4.0 3.6 3.3 3.3 19.8 2.9 3.1 2.9 1.8 3.1 4.5

10. Kaneas City 5.2 6.9 70 6.8 7.3 6.1 8.6 7.6 4.7 6.4 6.5 6.3 4.5 7.1 5.5

11. Dallas 5.2 6.8 7.2 7.3 7.1 8.5 6.3 5.6 5.1 5.0 5.1 4.9 3.3 5.6 3.8

12. San Francisco 12.6 11.3 11.6 11.7 11.6 14.3 12.2 5.7 1.6 9.4 12.1 8.4 8.2 8.8 5.4

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

* As of June 30, 1952.
**% Treasury checks, postal money orders, and checks drawn on the Federal Reserve Banks.
*¥% Mostly on banks in same city as handling Reserve Bank.
# These figures exclude 770,000 local items handled as packages by the Federal Reserve Banks of New York, Philadelphia, Chicago, and St. Louis.

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



VOLUME OF CHECKS AND THEIR FLOW THROUGH THE COLLECTION SYSTEM 55

Table VI-B

Items Received for Collection on an Average Day in July 1952
By Federal Reserve District
Per Cent Distribution by Type of Item

Commercial Banks Federal Reserve Banks
Federal Total On Intra- Inter- Nonpar and Total Immediate Intra- Inter-
Reserve Items Local district district Restricted Items Credit* district district
District Received* Banks Par Items Par Items Items Received* TItems** Par Items Par Items
1. Boston 100.0 29.9 5L T 18.0 0.4 100.0 15.9 79.6 4.5
2. New York 100.0 47.9 33.4 18.2 0.5 100.0 43.8 53.0 3.2
3. Philadelphia 100.0 31.0 39.0 29.1 0.9 100.0 23.5 68.4 8.1
4. Cleveland 100.0 33.7 41.3 24.3 0T 100.0 19.8 65.3 14.9
5. Richmond 100.0 38.6 38.6 17.3 5.5 100.0 12.2 T2.9 14.9
6. Atlanta 100.0 38.7 29.3 15.9 16.1 100.0 20.5 70.5 9.0
T. Chicago 100.0 37.3 45.7 15.8 Lo 100.0 213 69.3 9.4
8. St. Louis 100.0 40.0 31.6 19.0 9.4 100.0 20.1 76.1 3.8
9. Minneapolis 100.0 36.2 32.7 14.2 16.9 100.0 15.3 T3.4 11.3
10. Kansas City 100.0 33.4 46.5 17.9 2w 100.0 IT-2 76.5 6.3
11. Dallas 100.0 48.5 35.4 13.7 2.4 100.0 16.2 78.1 5.7
12. San Francisco 100.0 49.5 41.6 8.4 0.5 100.0 23.7 71.6 4.7
Average 100.0 40.1 39.4 LT ok 3.4 100.0 24.3 68.4 T3

* These figures exclude 770,000 local items handled as packages by the Federal Reserve Banks of New York,
Philadelphia, Chicago, and St. Louis.
** Mostly on banks in same city as handling Reserve Bank.

Table VII-1

Check Volume on an Average Day in July 1952
Reserve City Banks
By Federal Reserve District
(Thousands of items)

Items Received for Collection

Federal On Intra- Inter- Nonpar and

Reserve Total Items Local district district Restricted

District Volume Paid Total Banks Par Items Par Items Items

1. Boston 788 305 483 174 235 13 1

. New York 5,589 2,527 3,062 1,808 597 640 17

3. Philadelphia 1,429 337 1,092 397 354 326 15

4, Cleveland 2,022 763 1,259 458 511 285 5

5. Richmond 1,293 440 853 402 283 153 15

6. Atlanta 1,156 415 741 311 209 111 110

7. Chicago 4,556 1,418 3,138 1,299 1,256 553 30

8. St. Louis 1,157 375 782 330 198 164 90

9. Minneapolis 678 207 471 193 99 62 117

10. Kansas City 1,804 595 1,209 421 543 231 14

11. Dallas 1,513 494 1,019 504 374 114 27

12. San Francisco 4,738 2,089 2,649 1,382 1,074 ;83 _10
Total 26,723 9,965 16,758 7,679 5,733 2,895 451
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Table VII-2

Check Volume on an Average Day in July 1952
Country Banks with $7.5 Million or More Deposits*
By Federal Reserve District
(Thousands of items)

Items Received for Collection

Federal On Intra- Inter- Nonpar and
Reserve Total Items Local district district Restricted
District Volume Paid Total Banks Par Items Par Items Items
1. Boston 1,631 779 852 260 425 162 5
2. New York 2,888 1,523 1,365 366 805 190 4
3. Philadelphia 1,151 619 532 118 249 164 1
4, Cleveland 1,373 733 640 229 223 179 9
5. Richmond 1,146 522 624 180 282 115 47
6. Atlanta 1,567 694 873 352 236 136 149
T. Chicago 2,645 1,424 1,221 417 619 164 21
8. St. Louis 940 448 492 203 15T 96 36
9. Minneapolis 596 278 318 108 127 53 30
10. Kansas City 776 355 421 145 162 89 25
11. Dallas 1,000 476 524 243 187 88 6
12. San Francisco 1,115 508 607 284 238 8 T
Total 16,828 8,359 8,469 2,905 3,710 1,514 340
% As of June 30, 1952.
Table VII-3
Check Volume on an Average Day in July 1952
Country Banks with Less Than $7.5 Million in Deposits*
By Federal Reserve District
(Thousands of items)
Items Received for Collection
Federal On Intra- Inter- Nonpar and
Reserve Total Ttems Local district district Restricted
District Volume Paid Total Banks Par Items Par Items Ttems
1. Boston 561 326 235 36 151 47 1
2. New York 605 339 266 5 166 24 1
3. Philadelphia 569 313 256 67 132 57 *x
4. Cleveland 718 409 309 56 178 73 2
5. Richmond 799 499 300 103 121 40 36
6. Atlanta 986 583 403 118 144 75 66
7. Chicago 1,793 1,073 720 176 446 89 9
8. St. Louis 1,054 642 412 141 178 61 32
9. Minneapolis 951 546 405 132 164 54 55
10. Kansas City 1,279 743 536 159 302 66 9
11. Dallas 1,422 859 563 274 184 86 19
12. San Francisco 517 325 192 40 122 30 **

Total 11,254 6,657 4,597 1,377 2,288 702 230

* As of June 30, 1952.
*¥%¥ TLess than 500 items.
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Check Volume on an Average Day in July 1952
Reserve City Banks
By Type of Item
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Check Volume on an Average Day in July 1952

Items Received for Collection

On Intra- Inter- Nonpar and

Local district district Restricted
Total Banks Par Items Par Items Ttems
2.9 2.3 4.1 2.5 0.2
18.3 23.5 10.4 22.1 3.8
6.5 5.2 6.2 11:3 3:3
7.5 6.0 8.9 9.9 1.1
5.1 5.2 4.9 5.3 33
4.4 4.0 3T 3+8 24.4
18.7 16.9 21.9 19.1 6.7
4.7 4.3 3.5 S5 20.0
2.8 2.5 1.7 2wl 25.9
T.2 5.5 9.5 8.0 Fld
6.1 6.6 6.5 3.9 6.0
15.8 18.0 18.7 6.3 2.2
100.0 100.0 100.0 100.0 100.0

Table VII-A-2

Country Banks with $7.5 Million or More Deposits*

By Type of Item

Percentage Distribution by Federal Reserve District

Total Items
Volume Paid
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Total 100.0

June 30, 1952.

Items Received for Collection

On Intra- Inter- Nonpar and

Local district district Restricted
Total Banks Par Items Par Items Ttems
10.1 9.0 11.5 10.7 5
16.1 12.6 21.7 12.5 1.2
6.3 4.1 6.7 10.8 0.3
7.5 7.7 6.0 11.8 2.6
T.4 6.2 7.6 7.6 13.8
10.3 12,1 6.4 9.0 43.8
14.4 14.4 16.7 10.8 6.2
5.8 7.0 4.2 6.4 10.6
3.7 3.7 3.4 3.5 8.8
5.0 5@ 4.4 5.9 T.4
6.2 8.4 5.0 5.8 1.8
Tel 9.8 6.4 5.2 2.0
100.0 100.0 100.0 100.0 100.0
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Table VII-A-3

Check Volume on an Average Day in July 1952
Country Banks with Less Than $7.5 Million in Deposits¥
by Type of Item
Percentage Distribution by Federal Reserve District

Items Received for Collection

Federal On Intra- Inter- Nonpar and
Reserve Total Items Local district district Restricted
District Volume Paid Total Banks Par Items Par Items Items
1. Boston 5.0 4.9 5.1 2.6 6.6 6.7 0.4
2. New York 5.4 5.1 5.8 5.4 7.2 3.4 0.4
3. Philadelphia 5.0 4.7 5.6 4.9 5.8 8.1 **
4. Cleveland 6.4 6.1 6.7 4,1 7.8 10.4 0.9
5. Richmond 7.1 7.5 6.5 7.5 5.3 5.7 15.7
6. Atlanta 8.8 8.8 8.8 8.6 6.3 10.6 28.7
7. Chicago 15.9 16.1 15.7 12.8 19.5 12.7 3.9
8. st. Louis 9.4 9.6 9.0 10.2 7.8 8.7 13.9
9. Minneapolis 8.4 8.2 8.8 9.6 7.2 7.7 23.9
10. Kansas City 11.4 11.2 11.6 11.5 13.2 9.4 3.9
11. Dallas 12.6 12.9 12.2 19.9 8.0 12.3 8.3
12. San Francisco 4.6 4.9 4.2 2.9 5.3 4.3 **
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

* As of June 30, 1952,
*¥*¥  Less than 0.05%.

Table VII-B-1

Items Received for Collection on an Average Day in July 1952
Reserve City Banks by Federal Reserve District
Percentage Distribution by Type of Item

Federal On Intra- Inter- Nonpar and
Reserve Local district district Restricted
District Total Banks Par Items Par Items Ttems

1. Boston 100.0 36.0 48.7 15.1 0.2
2. New York 100.0 59. 19.5 20.9 0.6
3. Philadelphia 100.0 36.4 32.4 29.8 1.4
4. Cleveland 100.0 36.4 40.6 22.6 0.4
5. Richmond 100.0 A47.1 33.2 17.9 1.8
6. Atlanta 100.0 42.0 28.2 15.0 14.8
7. Chicago 100.0 41 .4 40.0 17.6 1.0
8. St. Louis 100.0 42.2 25.3 21.0 11.5
9. Minneapolis 100.0 41.0 21.0 13.2 24.8
10. Kansas City 100.0 34.8 44 .9 19.1 1.2
11. Dallas 100.0 49.5 36.7 11.2 2.6
12. San Francisco ©100.0 52.2 40.5 6.9 0.4
Average 100.0 45.8 34.2 17.3 2.7

Digitized for FRASER
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Digitized for FRASER

Table VII-B-2

Items Received for Collection on an Average Day in July 1952
Country Banks with $7.5 Million or More Deposits¥
By Federal Reserve District
Percentage Distribution by Type of Item

Federal On Intra- Inter- Nonpar and
Reserve Local district district Restricted
District Total Banks Par Items Par Items Items

1. Boston 10Q,0 30.5 49,9 19.0 0.6
2. New York 100,0 26.8 59.0 13.9 0.3
3. Philadelphia 100,0 22.2 46.8 30.8 0.2
4, Cleveland 100.,0 35.8 34.8 28.0 1.4
5. Richmond 100,0 28.9 45.2 18.4 7.5
6. Atlanta 100,0 40.3 27.0 15.6 17.1
7. Chicago 100,0 34,2 50.7 13.4 1.7
8. st. Louis 100,0 41,3 31.9 19.5 7.3
9. Minneapolis 100.0 34,0 39.9 16.7 9.4
10. Kansas City 100,0 34,5 38.5 21.1 5.9
11, Dallas 100,0 46,4 35.7 16.8 1.1
12. San Francisco 100.0 46,8 39.2 12.9 1.1
Average 100.,0 34.3 43,8 17.9 4,0

¥ As of June 30, 1952.

Table VII-B-3

Items Received for Collection on an Average Day in July 1952
Country Banks with Less Than $7.5 Million in Deposits¥
By Federal Reserve District
Percentage Distribution by Type of Item

Federal On Intra- Inter- Nonpar and
Reserve Local district district Restricted
District Total Banks Par Items Par Items Items
1. Boston 100,0 15.3 64.3 20,0 0.4

2. New York 100.0 28.2 62.4 9.0 0.4

3. Philadelphia 100.0 26.2 51.5 22.3 *¥

4, Cleveland 100.0 18,1 57.6 23.6 0.7

5. Richmond 100,0 34.3 40,4 13.3 12.0

6. Atlanta 100.0 29.3 35.7 18.6 16.4

7. Chicago 100.0 24,4 61.9 12.4 1.3

8. St. Louis 100,0 34,2 43,2 14.8 7.8

9. Minneapolis 100.0 32.6 40,5 13.3 13.6
10, Kansas City 100,0 29,7 56.3 12.3 1.7

11, Dallas 100.0 48,6 32.7 15.3 3.4
12, San Francisco 100.,0 20.8 63.6 15.6 **
Average 100,0 29.9 49.8 15.3 5.0

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

¥ As of June 30, 1952.

** Less than 0,05%.
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Table VIII-1

Sources of Checks Handled by Country Banks on an Average Day in July 1952
All Country Banks
By Federal Reserve District
(Thousands of items)

From
From Other
Federal From Federal Commer-
Reserve Total Clearing Reserve cial Nonbank Cashed
District Receipts House* Bank Banks Deposits Checks
1. Boston 2,192 244 575 118 1,059 196
2. New York 3,493 360 1,036 196 1,515 386
3. Philadelphia 1,720 191 502 132 675 220
4, Cleveland 2,091 350 354 177 983 227
5. Richmond 1,945 292 330 340 753 230
6. Atlanta 2,553 341 278 341 1,362 231
7. Chicago 4,438 647 753 379 2,186 473
8. St. Louis 1,994 379 399 121 860 235
9. Minneapolis 1,547 240 268 174 722 143
10. Kansas City 2,055 330 328 230 1,007 160
11, Dallas 2,422 532 313 202 1,032 343
12, San Francisco 1,632 374 225 200 697 136
Total 28,082 4,280 5,361 2,610 12,851 2,980
¥ Includes local messenger presentation and special local clearing arrangements,
Table VIII-2
Sources of Checks Handled by Country Banks on an Average Day in July 1952
Country Banks with $7.5 Million or More in Deposits*
By Federal Reserve District
(Thousands of items)
From
From Other
Federal From Federal Commer -
Reserve Total Clearing Reserve cial Nonbank Cashed
District Receilpts House** Bank Banks Deposits Checks
1. Boston 1,631 212 375 106 819 119
2. New York 2,888 335 829 159 1,271 294
3. Philadelphia 1,151 143 300 84 489 135
4, Cleveland 1,373 292 180 118 648 135
5. Richmond 1,146 187 129 265 448 117
6. Atlanta 1,567 258 142 237 834 96
7. Chicago 2,645 439 375 225 1,320 286
8. St. Louis 940 221 134 64 417 104
9. Minneapolis 596 112 55 93 283 53
10. Kansas City 776 160 53 135 369 59
11, Dallas 1,000 192 94 131 527 56
12, San Francisco 1,115 291 112 147 496 69
Total 16,828 2,842 2,778 1,764 7,921 1,523

* As of June 30, 1952.
** Tncludes local messenger presentation and special local clearing arrangements.

Digitized for FRASER
https://fraser.stlouisfed.org
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Table VIII-3

Sources of Checks Handled by Country Banks on an Average Day in July 1952
Country Banks with Less Than $7.5 Million in Deposits*
By Federal Reserve District

(Thousands of items)

i
OO D O\ W N

11.
12.

Federal
Reserve
District

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco

Total

From
From Other
From Federal Commer-
Total Clearing Reserve cial Nonbank Cashed
Receipts House** Bank Banks Deposits Checks
561 32 200 12 240 7
605 25 207 37 244 92
569 48 202 48 186 85
718 58 174 59 335 92
799 105 201 5 305 113
986 83 136 104 528 135
1,793 208 378 154 866 187
1,054 158 265 57 443 131
951 128 213 81 439 90
1,279 170 275 95 638 101
1,422 340 219 71 505 287
517 83 113 53 201 67
11,254 1,438 2,583 846 4,930 1,457

* As of June 30, 1952.
*¥% TIncludes local messenger presentation and special local clearing
arrangements.

Table VIII-A-1

Sources of Checks Handled by Country Banks on an Average Day in July 1952
A1l Country Banks
By Federal Reserve District

Federal
Reserve
District

Percentage Distribution by Source

Digitized for FRASER

Boston
New York

Richmond
Atlanta
Chicago

O O3 O\ HW N+

(o
)

Dallas
12.

Average

Philadelphia
Cleveland

St. Louis
Minneapolis
Kansas City

San Francisco

From
From Other
From Federal Commer-

Total Clearing Reserve cial Nonbank  Cashed
Receipts House* Bank Banks Deposits Checks
100.0 11.1 26.2 5.4 48.3 9.0
100.0 10.3 29.7 5.6 43.4 11.0
100.0 11.1 29.2 7.7 39.2 12.8
100.0 16.7 16.9 8.5 47.0 10.9
100.0 15.0 17.0 17.5 38.7 11.8
100.0 13.4 10.9 13.4 53.3 9.0
100.0 14.6 17.0 8.5 49.3 10.6
100.0 19.0 20.0 6.1 43.1 11.8
100.0 15.5 17.3 11.2 46.7 9.3
100.0 16.0 16.0 11.2 49.0 7.8
100.0 22.0 12.9 8.3 42.6 14.2
100.0 22.9 13.8 12.3 42.7 8.3
100.0 15.2 19.1 9.3 45.8 10.6

¥ Includes local messenger presentation and special local clearing

arrangements.

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



62 JOINT STUDY OF CHECK COLLECTION
Table VIII-A-2

Sources of Checks Handled by Country Banks on an Average Day in July 1952
Country Banks with $7.5 Million or More in Deposits*
By Federal Reserve District
Percentage Distribution by Source

From
From Other
Federal From Federal Commer-
Reserve Total Clearing Reserve cial Nonbank Cashed
District Receipts House** Bank Banks Deposits Checks
1. Boston 100.0 13.0 23.0 6.5 50.2 7.3
2. DNew York 100.0 11.6 28.7 5.5 44.0 10.2
3. Philadelphia 100.0 12.4 26.1 7.3 42.5 11.7
4. Cleveland 100.0 21.3 13.1 8.6 47.2 9.8
5. Richmond 100.0 16.3 11.3 23.1 39.1 10.2
6. Atlanta 100.0 16.5 9.1 15.1 53.2 6.1
7. Chicago 100.0 16.6 14.2 8.5 49.9 10.8
8. St. Louis 100.0 23.5 14.2 6.8 44.4 11.1
9. Minneapolis 100.0 18.8 9.2 15.6 47.5 8.9
10. Kansas City 100.0 20.6 6.8 17.4 47.6 7.6
11. Dallas 100.0 19.2 9.4 13.1 52.7 5.6
12. San Francisco 100.0 26.1 10.0 13.2 44.5 6.2
Average 100.0 16.9 16.5 10.5 47.1 9.0
* As of June 30, 1952,
*%¥ Includes local messenger presentation and specigl local clearing arrangements.
Table VIII-A-3
Sources of Checks Handled by Country Banks on an Average Day in July 1952
Country Banks with Less Than $7.5 Million in Deposits*
By Federal Reserve District
Percentage Distribution by Source
From
From Other
Federal From Federal Commer-
Reserve Total Clearing Reserve cial Nonbank Cashed
District Receipts House*¥* Bank Banks Deposits Checks
1. Boston 100.0 5.7 35.7 2.1 42,8 13.7
2. New York 100.0 4.2 34.2 6.1 40.3 15.2
3. Philadelphia 100.0 8.4 35.5 8.4 32.7 15.0
4. Cleveland 100.0 8.1 24.2 8.2 46.7 12.8
5. Richmond 100.0 13.1 25.1 9.4 38.2 14.2
6. Atlanta 100.0 8.4 13.8 10.5 53.6 13.7
7. Chicago 100.0 11.6 21.1 8.6 48.3 10.4
8. St. Louis 100.0 15.0 25.2 5.4 42.0 12.4
9. Minneapolis 100.0 13.4 22.4 8.5 46.2 9.5
10. Kansas City 100.0 13.3 21.5 T.4 49.9 7.9
11. Dallas 100.0 23.9 15.4 5.0 35.5 20.2
12. San Francisco 100.0 16.0 21.9 10.3 38.9 12.9
Average 100.0 12.8 23.0 7.5 43.8 12.9

* As of June 30, 1952.
*% Includes local messenger presentation and special local clearing arrangements.

Digitized for FRASER
https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis
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Table IX

Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952
By Federal Reserve District
(Thousands of items)

Federal
Reserve
District

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
10. Kansas City
11. Dallas

12. San Francisco

O G~ O\ AW

Total

Items Received for Collection

To To Direct
To To Federal Corre- to Drawee
Total Debits Total Clearings* Reserve spondents Bank Other**
2,930 1,375 1,605 448 911 232 1 13
9,082 4,426 4,656 1,958 2,019 470 28 181
3,149 1,281 1,868 435 748 524 23 88
4,113 1,905 2,208 664 T74 547 147 76
3,238 1,462 1,776 653 607 411 29 76
3,709 1,693 2,016 662 513 575 122 144
8,994 3,875 5,119 1,720 1,757 1,101 380 161
3,151 1,442 1,709 452 603 498 83 73
2,225 1,048 1,177 366 294 357 125 35
3,859 1,674 2,185 634 550 724 164 113
3,935 1,847 2,088 895 541 496 73 83
6,370 2,913 3,457 1,301 696 651 205 604
54,805 24,941 29,864 10,238 10,013 6,586 1,380 1,647

¥ TIncludes local messenger presentation.
%% TIncludes county and country clearing houses and special local clearing arrangements.

Table IX-A

Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952
By Federal Reserve District
Per Cent Distribution by Means of Disposition

Federal
Reserve
District

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco

O O~ O\ BWN

o
N o

Average

Items Received for Collection

To To Direct
To Federal Corre- To Drawee
Total Debits Collections Total Clearings* Reserve spondents  Bank Other **
100.0 46.1 53.9 100.0 27.9 56.8 14.4 0.l 0.8
100.0 48.7 51.3 100.0 42.0 43.4 10.1 0.6 3.9
100.0 40.7 59.3 100.0 26.0 40.0 28.1 L.2 4.7
100.0 46.3 53.7 100.0 30.1 35.0 24.8 6.7 3.4
100.0 45.2 54.8 100.0 36.8 34.2 23.1 1.6 4.3
100.0 45.6 54.4 100.0 32.8 25.5 28.5 6.1 7.1
109.0 43.1 56.9 100.0 33.6 34.3 21.5 7.4 3.2
100.0 45.8 54.2 100.0 26.4 35.3 29.1 4.9 4.3
100.0 47.1 52.9 100.0 31.1 25.0 30.3 10.6 3.0
100.0 43.4 56.6 100.0 29.0 25.2 33.1 7.5 5.2
100.0 46.9 53«1 100.0 42.9 25.9 23.7 3.5 4.0
100.0 45.7 54.3 100.0 37.6 20.1 18.9 5.9 17.5
100.0 45.5 54.5 1600.0 34.3 33.5 22.1 4.6 B3

* Includes local messenger presentation.
*% Tncludes county and country clearing houses and

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

special local clearing arrangements.
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Table X-1

Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952
Reserve City Banks
By Federal Reserve District
(Thousands of items)

Ttems Received for Collection

Federal To To Direct
Reserve To To Federal Corre- to Drawee
District Total Debits Total Clearings* Reserve spondents Bank Other**
1. Boston 788 305 483 130 339 11 1 2
2. New York 5,589 2,527 3,062 1,635 1,320 T3 28 6
3. Philadelphia 1,429 337 1,092 322 615 105 23 27
4. Cleveland 2,022 763 1,259 370 525 157 147 60
5. Richmond 1,293 440 853 358 358 T2 29 36
6. Atlanta 1,156 414 742 236 298 64 122 22
T. Chicago 4,556 1,420 3,136 1,159 1,382 154 380 61
8. St. Louis 1,157 374 783 142 502 46 83 10
9. Minneapolis 678 207 471 135 170 40 125 1
10. Kansas City 1,804 595 1,209 320 488 159 164 78
11. Dallas 1,513 495 1,018 407 425 86 T3 27
12. San Francisco 4,738 2,089 2,649 1,003 615 278 205 §£§
Total 26,723 9,966 16,757 6,217 7,037 1,245 1,380 878
* Includes local messenger presentation.
*¥% Tncludes special local clearing arrangements.
Table X-2
Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952
Country Banks with $7.5 Million or More in Deposits¥*
By Federal Reserve District
(Thousands of items)
Items Received for Collection
Federal To To
Reserve To To Federal Corre-
District Total Debits Total Clearings** Reserve spondents Other#
1. Boston 1,631 765 866 289 417 152 8
2. New York 2,888 1,557 1,331 312 603 309 107
3. Philadelphia 1,151 620 531 114 115 260 42
4. Cleveland 1,373 733 640 238 194 203 5
5. Richmond 1,146 498 648 201 191 234 22
6. Atlanta 1,567 694 873 349 141 295 88
7. Chicago 2,645 1,386 1,259 376 198 635 50
8. St. Louis 940 426 514 183 82 213 36
9. Minneapolis 596 274 322 112 T4 112 24
10. Kansas City 776 349 427 149 50 212 16
11. Dallas 1,000 462 538 243 72 214 9
12. San Francisco 1,115 501 614 262 43 270 39
Total 16,828 8,265 8,563 2,828 2,180 3,109 446

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

* As of June 30, 1952.
** Includes local messenger presentation.
# Includes county and country clearing houses and special local clearing arrangements.



VOLUME OF CHECKS AND THEIR FLOW THROUGH THE COLLECTION SYSTEM

65

Table X-3

Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952

Country Banks with Less Than $7.5 Million in Deposits*
By Federal Reserve District
(Thousands of items)

Items Received for Collection

Federal To To
Reserve To To Federal Corre-
District Total Debits Total Clearings** Reserve spondents Other#
1. Boston 561 305 256 29 155 69 3
2. New York 605 342 263 11 96 88 68
3. Philadelphia 569 324 245 49 18 159 19
4, Cleveland 718 409 309 56 55 187 11
5. Richmond 799 524 275 94 58 105 18
6. Atlanta 986 585 401 7 T4 216 34
7. Chicago 1,793 1,069 724 185 177 312 50
8. St. Louis 1,054 642 412 127 19 239 27
9. Minneapolis 951 567 384 119 50 205 10
10. Kansas City 1,279 730 549 165 12 353 19
11. Dallas 1,422 890 532 245 44 196 47
12. San Francisco 517 323 194 36 38 103 17
Total 11,254 6,710 4,544 1,193 796 2,232 323

* As of June 30, 1952.
*¥ Includes local messenger presentation.
# Includes county and country clearing houses and special local clearing arrangements.

Table X-A-1

Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952
Reserve City Banks

By Federal Reserve District

Per Cent Distribution by Means of Disposition

Items Received for Collection

Federal To To Direct
Reserve To Federal Corre- to Drawee
District Total Debits Collections Total Clearings* Reserve spondents  Bank Other**
1. Boston 100.0 38.7 61.3 100.0 26.9 70.2 2.3 0.2 0.4
2. New York 100.0 45,2 54,8 100.0 53.4 43.1 2.4 0.9 0.2
3. Philadelphia 100.0 23.6 T6.4 100.0 29.5 56.3 9.6 2.1 2.5
4, (Cleveland 100.0 37.7 62.3 100.0 29.4 41.7 12.5 11.7 4.7
5. Richmond 100.0 34.0 66.0 100.0 42.0 42.0 8.4 3.4 4.2
6. Atlanta 100.0 35.8 64.2 100.0 31.8 40.2 8.6 16.4 3.0
7. Chicago 100.0 L2 68.8 100.0 37.0 44,1 4.9 12.1 1.9
8. St. Louis 100.0 32.3 67.7 100.0 18.1 64.1 5.9 10.6 1.3
9. Minneapolis 100.0 30.5 69.5 100.0 28.7 36.1 8.5 26.5 0.2
10. Kansas City 100.0 33.0 67.0 100.0 26.5 40.4 13.1 13.6 6.4
11. Dallas 100.0 32.7 67.3 100.0 40.0 41.7 8.4 T.2 2.7
12. San Francisco 100.0 44,1 55.9 100.0 37.9 23.2 10.5 7.7 20.7
Average 100.0 37.3 62.7 100.0 37.1 42,0 7.4 8.2 5.3

¥ Includes local messenger presentation.

%% Includes special local clearing arrangements.

Digitized for FRASER
https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis
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Table X-A-2

Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952
with $7.5 Million or More in Deposits¥
By Federal Reserve District
Per Cent Distribution by Means of Disposition

Federal

Reserve

District

1. Boston

2. New York

3. Philadelphia
4. Cleveland

5. Richmond

6. Atlanta

T. Chicago

8. St. Louis

9. Minneapolis
10. Kansas City
11. Dallas
12. San Francisco

Average

Ttems Received for Collection

To To
To Federal Corre-
Total Debits Collections Total Clearings** Reserve spondents Other#
100.0 46.9 53.1 100.0 33.4 48.1 17.6 0.9
100.0 53.9 46.1 100.0 23.5 45.3 23.2 8.0
100.0 53.9 46.1 100.0 21.5 21.6 49.0 7.9
100.0 53.4 46.6 100.0 37.2 30.3 31.7 0.8
100.0 43.5 56.5 100.0 31.0 29.5 36.1 3.4
100.0 44.3 55.7 100.0 40.0 16.1 33.8 10.1
100.0 52.4 47.6 100.0 29.9 15.7 50.4 4.0
100.0 45.3 54.7 100.0 35.6 16.0 41.4 7.0
100.0 46.0 54.0 100.0 34.8 23.0 34.8 7.4
100.0 45.0 55.0 100.0 34.9 11.7 49.7 3.7
100.0 46.2 53.8 100.0 45.1 13.4 39.8 1.7
100.0 44.9 55.1 100.0 42.7 7.0 44.0 6.3
100.0 49.1 50.9 100.0 33.0 25.5 36.3 5.2

* As of June 30, 1952.
*% TIncludes local messenger presentation.
# Includes county and country clearing houses and special local clearing arrangements.

Digitized for FRASER

Table X-A-3

Disposition of Checks Handled by Commercial Banks on an Average Day in July 1952
with Less Than $7.5 Million in Deposits¥
By Federal Reserve District

Per Cent Distribution by Means of Disposition

Items Received for Collection

Federal To To
Reserve To Federal Corre-
District Total Debits Collections Total Clearings** Reserve spondents Other#
1. Boston 100.0 54.4 45.6 100.0 11.3 60.5 7.0 1.2
2. New York 100.0 56.5 43,5 100.0 4.2 36.5 33.5 25.8
3. Philadelphia 100.0 56.9 43.1 100.0 20.0 7.3 64.9 7.8
4. Cleveland 100.0 57.0 43.0 100.0 18.1 17.8 60.5 3.6
5. Richmond 100.0 65.6 34.4 100.0 34.2 21.1 38.2 6.5
6. Atlanta 100.0 59.3 40.7 100.0 19.2 18.4 53.9 8.5
7. Chicago 100.0 59.6 40.4 100.0 25.6 24,4 43.1 6.9
8. St. Louis 100.0 60.9 39.1 100.0 30.8 4.6 58.0 6.6
9. Minneapolis 100.0 59.6 40.4 100.0 31.0 13.0 53.4 2.6
10. Kansas City 100.0 57.1 42.9 100.0 30.0 2.2 64.3 3.5
11. Dallas 100.0 62.6 37.4 100.0 46.1 8.3 36.8 8.8
12. San Francisco  100.0 62.5 37.5 100.0 18.5 19.6 53.1 8.8
Average 100.0 59.6 40.4 100.0 26.3 17.5 49.1 7.1

% As of June 30, 1952.

*% Tncludes local messenger presentation.

# Includes county and country clearing houses and special local clearing arrangements.
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Table XI

Sources of Checks Handled on an Average Day in July 1952
Federal Reserve Banks by District
(Thousands of items)

Immediate Credit Items* Intradistrict Items Interdistrict Items
From From
Direct Direct
From From Sending From From Sending
Other Other out-of - From From Other Other out-of - From From
Federal From Offices Federal District City Other Offices Federal District City Other
Reserve Items Member in Reserve Commercial Member Member in Reserve Commercial Member Member
District Paid** Total Banks# District Banks Banks Total Banks Banks# District Banks Banks Total Banksf Banks
1. Boston 145 134 87 e d T 40 669 214 314 e 14 127 38 12 26
2. New York 390 725 264 4 51 406 878 503 252 2 43 78 54 18 36
3. Philadelphia 199 149 T2 ## 15 62 433 241 71 F 29 92 51 9 42
4, Cleveland 220 130 46 6 20 58 428 215 84 10 31 88 98 42 56
5. Richmond 208 59 19 3 7 30 353 140 78 15 28 92 T2 50 22
6. Atlanta 268 78 36 3 9 30 268 144 47 5 20 52 34 19 15
7. Chicago 436 239 60 T 41 131 777 476 128 3 44 126 106 T4 32
8. St. Louis 219 75 16 1 15 43 283 172 24 2 36 49 14 8 6
9. Minneapolis 89 35 17 *RK 2 16 168 108 29 1 9 21 26 18 8
10. Kansas City 185 871 28 2 16 41 386 227 T4 4 20 61 32 10 22
11. Dallas 145 63 19 2 9 33 303 165 54 6 19 59 22 18 4
12. San Francisco _ 345 158 91 1 _14 46 477 313 3 11 _28 52 31 22 9
Total 2,849 1,932 755 35 206 936 5,423 2,918 1,228 59 321 897 578 300 278

% Almost all on banks in same city as Reserve Bank or branch. Does not include items handled in packages.
**% Treasury checks, postal money orders and checks drawn on the Federal Reserve Banks - virtually all from own member banks.
*¥% Legs than 500 items.
# Including direct senders in other district office territories.
Not including items sent in consolidated shipments.
#7 No branch offices.

L9
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Table XII

Number of Banks and Their Out-of-Town Branches, July 1952
By Federal Reserve District

Nonmember Par Nonpar Banks Member Banks
A1l Banks and Banks and Their and Their and Their
Federal Their Out-of- Out-of-Town Out-of -Town Out-of -Town
Reserve Town Branches Branches Branches Branches
District Banks Branches  Banks Branches Banks Branches Banks  Branches
1. Boston 458 233 138 60 - - 320 173
2. New York 859 245 132 24 - - 727 221
3. Philadelphia 835 56 211 - - - 624 56
4. Cleveland 1,099 125 422 35 - - 677 90
5. Richmond 1,006 358 338 112 193 149 475 97
6. Atlanta 1,221 104 271 14 594 40 356 50
7. Chicago 2,683 583 1,674 573 - - 1,009 10
8. St. Louis 1,468 109 650 45 323 64 495 -
9. Minneapolis 1,285 . 38 211 - 600 11 474 27
10. Kansas City 1,737 4 1,042 4 9 - 686 -
11. Dallas 1,039 18 304 8 101 10 634 -
12. San Francisco 499 1,001 237 _49 - - 262 952
Total 14,189 2,874 5,630 924 1,820 274 6,739 1,676

Note on Sources: The survey of Federal Reserve Banks and branches produced the
basic data for number of all banks and out-of-town branches for member and nonmember
banks. Data on nonpar banks are from the Federal Reserve Bulletin. Data on nonmem-
ber par banks are derived.

Table XIII

Number of Commercial Banks and Their Out-of-Town Branches Sending Items
to Federal Reserve Banks, July 1952
By Federal Reserve District
By Type of Item Sent
NP PR P o

sred ' ) Send Only -

i b L Treasury Checks Send Only Send Only Send
Federal Total Potential ’ and Postal Immediate Deferred All Classes
Reserve Senders* Total Senders¥*¥ foney Orders Credit Items# Credit Items## of Items
District Banks Branches Banks Branches Banks Branches Banks Branches Banks Branches Banks Branches

1. Boston 322 173 276 92 - - 16 2 17 4 243 86
2. New York 764 242 423 T8 18 2 84 5 37 18 284 53

3. Philadelphia 628 56 306 4 - - 114 1 T7 3 115 -
4. Cleveland 680 90 303 37 59 2 T4 1 21 5 149 29
5. Richmond 475 97 282 36 39 - 52 15 30 - 161 21
6. Atlanta 358 50 212 25 12 - T3 1 10 2 117 22
T. Chicago 1,011 12 622 6 - - 275 - 112 - 235 6
8. St. Louis 529 1 193 1 38 = 59 = 14 - 82 1
9. Minneapolis 475 27 234 14 20 - T 3 43 4 95 T

10. Kansas City 752 1 164 - 15 = 61 2 24 = 64 =

11. Dallas 637 - 184 - 18 - 81 - 4 - 81 -
12. San Francisco 361 1,001 116 474 1 29 33 125 20 52 52 268
Total 6,992 1,750 3,315 767 230 33 998 153 409 88 1,678 493

* All member banks plus 253 nonmember banks and their 74 branches which had clearing accounts with the Federal
Reserve Banks of their districts. Most of the latter were in four districts: New York, St. Louis, Kansas City, and
San Francisco.

*¥ Tncludes all banks which send even occasionally.‘ Of this group 3,035 banks and 725 branches were regular
senders, 280 banks and 42 branches were infrequent but occasional senders.
Items on commercial banks in same city as Federal Reserve Bank handling the items, plus Treasury checks, postal
money orders and items drawn on the Federal Reserve Banks.
## Ttems on commercial banks outside the city of the Federal Reserve Bank handling the items.
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Table XIII-A

Number of Commercial Banks Eligible* to Send Items
to Federal Reserve Banks, July 1952
By Federal Reserve Districts
Senders and Nonsenders by Size of Bank

Under $7.5 Million- Over

Federal $7.5 Million $24.9 Million $25 Million

Reserve Deposits Deposits Deposits

District Send Not Send Send Not Send Send Not Send

1. Boston 161 38 73 8 42 -
2. New York 229 236 106 89 88 16
3. Philadelphia 229 247 52 60 25 15

4, Cleveland 196 299 T2 65 35 13

5. Richmond 170 165 71 25 41 3
6. Atlanta 92 121 71 21 49 4
T. Chicago 383 271 153 78 96 30
8. St. Louis 116 298 a7 34 30 4

9. Minneapolis 149 236 65 6 19 -
10. Kansas City 80 514 43 TO 41 4
11. Dallas 109 396 34 48 41 9
12. San Francisco 52 178 22 _52 _42 _15
Total 1,966 2,999 809 556 549 113

¥ All member banks plus 253 nonmember clearing banks.

this tabulation.

Branches excluded from
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Table XIV

Number of Banking Offices* Regularly Sent Cash Letters

By Federal Reserve Banks, July 1952
By Federal Reserve District

Federal Member Nonmember  Nonpar
Reserve Bank Par Bank Bank**
District Offices Offices Offices
1. Boston 410 173 -
2. New York 1,418 136 -
3. Philadelphia 647 207 -
4. Cleveland 832 435 -
5. Richmond 647 472 342
€. Atlanta 402 257 634
7. Chicago 1,237 1,971 -
8. St. Louis 480 678 387
9. Minneapolis 485 205 611
10. Kansas City 779 996 9
11. Dallas 613 327 111
12. San Francisco 1,249 221 -
Total 9,199 6,078 2,094

¥ Includes branch offices. Also includes some
offices located in other districts and collection
zones which thus receive letters from more than one
Federal Reserve office.

*¥ TFederal Reserve Banks and branches send to
nonpar drawee banks items payable to the United
States Government and its agencies, and the drawee
banks are required to remit at par for them.
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Table XV

Number of Par Transit Items Handled by all Country Banks
on an Average Day in July 1952
By Federal Reserve District
By Distance from Handling Bank
(Thousands of items)

Total Number on Other Banks Within x Miles of Handling Bank

Par
Federal Transit Over
Reserve Ttems 25 Miles 25-50 50 Miles 50-100 100
District Handled or Less Miles or Less Miles Miles
1. Boston 785 259 173 432 118 235
2. New York 1,185 557 213 770 190 225
3. Philadelphia 602 199 114 313 138 151
4, (Cleveland 653 183 98 281 117 255
5. Richmond 558 134 89 223 101 234
6. Atlanta 591 148 77 225 83 283
7. Chicago 1,318 435 211 646 198 474
8. St. Louis 492 123 84 207 108 177
9. Minneapolis 398 83 32 115 52 231
10. Kansas City 619 130 80 210 87 322
11. Dallas 545 136 49 185 82 278
12, San Francisco 468 127 84 211 70 187
Total 8,214 2,514 1,304 3,818 1,344 3,052
Table XV-A
Number of Par Transit Items Handled by All Country Banks
on an Average Day in July 1952
By Federal Reserve District
Per Cent Distribution by Distance from Handling Bank
Total Per Cent on Qther Banks
Par Within _X Miles of Handling Bank
Federal Transit 25 50 Over
Reserve Items Miles 25-50 Miles 50-100 100
District Handled or Less Miles or Less Miles Miles
1. Boston 100 33 22 55 15 30
2. New York 100 47 18 65 16 19
3. Philadelphia 100 33 19 52 23 25
4. Cleveland 100 28 15 43 18 39
5. Richmond 100 24 16 40 18 42
6. Atlanta 100 25 13 38 14 48
7. Chicago 100 33 16 49 15 36
8. 8t. Louis 100 25 17 42 22 36
9. Minneapolis 100 21 8 29 13 58
10. Kansas City 100 21 13 34 14 52
11. Dallas 100 25 9 34 15 51
12. San Francisco 100 27 18 45 15 40
Average 100 31 16 47 16 37
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Table XVI-1

Amounts and Percentages of Local Items in
Reserve City and Federal Reserve Banks on an Average Day in July 1952%

Thousands of Items Per Cent of Total
Total
Reserve
City
Banks
and
Federal Federal Reserve Federal Reserve Federal
Reserve Reserve City Reserve City Reserve
District Banks Banks Banks Banks Banks
1. Boston 261 174 87 66.7% 33.3%
2. New York 2,072 1,808 264 87.3 12.7
3. Philadelphia 469 397 72 84.6 15.4
4. Cleveland 504 458 46 90.9 9.1
5. Richmond 421 402 19 95.5 4.5
6. Atlanta 347 311 36 89.6 10.4
7. Chicago 1,359 1,299 60 95.6 4.4
8. sSt. Louis 346 330 16 95.4 4.6
9. Minneapolis 210 193 17 91.9 8.1
10. Kansas City 449 421 28 93.8 6.2
11. Dallas 523 504 19 96.4 3.6
12. San Francisco 1,473 12382 91 93.8 6.2
Total 8,434 7,679 755 (91.0%)**  (9.0%)**

* TFor Federal Reserve Banks the items shown include only those received from
country member banks in the same district as the Federal Reserve Bank and do not
include items drawn on or payable through the Reserve Bank. Items handled in packages
are not included.

*%¥  Average.
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Table XVI-2

Amounts and Percentages of Intradistrict Par Items in
Reserve City and Federal Reserve Banks on an Average Day in July 1952%

Thousands of Items Per Cent of Total
Total
Reserve
City
Banks
and
Federal Federal Reserve Federal Reserve Federal
Reserve Reserve City Reserve City Reserve
District Banks Banks Banks Banks Banks
1. Boston 763 235 528 30.8% 69.2%
2. New York 1,352 597 755 44,2 55.8
3. Philadelphia 666 354 312 53.2 46.8
4, Cleveland 810 511 299 63.1 36.9
5. Richmond 501 283 218 56.5 43.5
6. Atlanta 400 209 191 52.3 47.7
7. Chicago 1,860 1,256 604 67.5 32.5
8. St. Louis 394 198 196 50.3 49.7
9. Minneapolis 236 99 137 41.9 58.1
10. Kansas City 844 543 301 64.3 35.7
11. Dallas 593 374 219 63.1 36.9
12. San Francisco 1,460 1,074 386 73.6 26.4
Total 9,879 5,733 4,146 (58.0%)*% (42.0%)**

* For Federal Reserve Banks the number of items shown include only those
received from member banks in the same district as the Federal Reserve Bank.
** Average.
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Table XVI-3

Amounts and Percentages of Interdistrict
Par Items in Reserve City and Federal Reserve
Banks on an Average Day in July 1952

Thousands of Items Per Cent of Total
Total
Reserve
City
Banks
and
Federal Federal Reserve Federal Reserve Federal
Reserve Reserve City Reserve City Reserve
District Banks Banks Banks Banks Banks
1. Boston 111 73 38 65.5% 34.2%
2. New York 694 640 54 92.2 7.8
3. Philadelphia 377 326 51 86.5 13.5
4, Cleveland 383 285 98 74.4 25.6
5. Richmond 225 153 T2 68.0 32.0
6. Atlanta 145 111 34 76.6 23.4
7. Chicago 659 553 106 83.9 16.1
8 St. Louis 178 164 14 92.1 7.9
9. Minneapolis 88 62 26 70.5 29.5
10. Kansas City 263 231 32 87.8 12.2
11. Dallas 136 114 22 83.8 16.2
12. San Francisco 214 183 31 85.5 14.5
Total 3,473 2,895 578 (83.4%)%  (16.6%)*

* Average.
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CHAPTER IV

SUGGESTIONS FOR IMPROVING PRESENT CHECK COLLECTION METHODS

A. Introduction

Information gathered in response to
the questionnaires sent to commercial banks
and Federal Reserve Banks discloses the
methods and practices generally followed at
present in collecting checks. In order to
determine to what extent it would be pos-

simplified and expedited without unneces-
sarily complicating the remittance opera-
tion.

In the light of these considerations,
the following are submitted as the criteria
of an ideal collection system:

sible to improve on these methods and prac- 1. Presentation to drawee by
tices from the standpoint both of the bank- most expeditious and direct
ing system and of its depositors, the com- route available.
mittee has formulated what it considers to
be the criteria of an ideal check collec- 2. Minimum number of handlings.
tion system, and has examined current meth-
ods and practices in the light of these : 3. Prompt remittance of proceeds
criteria. Where such methods and practices in form readily available to
fall short, changes that will contribute to first collecting bank and its
speed and efficiency, and bring the check depositor.
collection system closer to the ideal, are
recommended. 4. Prompt notification and prompt
return to first collecting
B. The Criteria of an Ideal bank in the event of nonpay-
Collection System ment.

The principal subject of this study in-
volves the collection of a check drawn on
one bank which is deposited in another bank.
In its simplest terms, the problem for con-
sideration is how the check may be presented
to the drawee bank for payment,and the pro-
ceeds remitted to the first collecting bank,
as quickly and as simply as possible. Speed
and simplicity of collection imply presen-
tation to the drawee by the most expeditious
and direct route available, with a minimum
number of handlings, and with prompt remit-
tance of the proceeds in a form readily
available to the first collecting bank.
There are obvious limits beyond which di-
rect routing of checks from the first col-
lecting bank to the drawee bank cannot be
extended. For example, the extreme possi-
bility where every check received on deposit
would be forwarded directly to the drawee
bank would create an unreasonable number of
separate sendings and a multiplicity of ac-
counting entries in connection with the re-
mittances. Fundamentally, therefore, the
problem involves the extent to which pres-
entation of checks to drawee banks can be

T4

The following portion of this report
is subdivided according to the various
categories of checks for which collection
methods may differ. A description of
methods currently employedl is followed by
a reference to the areas in which improve-
ments appear possible and desirable. The
recommendations, in each instance, embody
changes in collection methods which appear
to be practicable and to meet the sug-
gested criteria as closely as possible.

C. Checks Payable at Par
in the Same Federal Reserve District

1. Local checks

The term "local checks" refers to
checks drawn on a bank in the same town as
the bank in which they are received for
collection. The survey indicates (1) that

1. The methods mentioned are those most com-
monly employed; no attempt is made to describe all
minor or local variations, except where the varia-
tions may be regarded as improvements over the
methods generally employed.
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38 per cent of the number of all checks re-
ceived for collection on a given day are
drawn on other banks in the same town, and
(2) that 42 per cent of the number of all
checks presented to drawee banks for pay-
ment are presented by other banks in the
same town, although many of these items
also bear the preceding endorsement of an
out-of -town bank.

(a) Recommendations

The established criteria indicate the
following as the best methods of collecting
local checks, and they are therefore
recommended:

(i) Where there is a formal
check clearing organization, such
checks should be exchanged through
the clearing organization, and net
balances resulting from the ex-
changes should be settled on the
day of the exchanges by entries on
the books of a correspondent bank
or of a Federal Reserve Bank.

(ii) Where there is no for-
mal check clearing organization,
informal arrangements should be
made for the reciprocal exchange
of such checks among all banks in
the community and settlement of
the exchanges should be made on
the same day by entries on the
books of a correspondent bank or
of a Federal Reserve Bank.

(iii) 1In either case, the
time for exchanges of checks
should be set at such an hour as
to permit checks received in
morning mails to be included in
the exchanges.

(b) Current methods

Methods of collecting local checks de-
pend largely upon conditions in the commun-
ity.

In communities in which there is a
clearing house association or other formal
check clearing organization, local checks
drawn on one clearing house member which
are received by another member are, of
course, collected through the clearing or-
ganization. In many instances arrangements

have been made to settle balances on the
books of a correspondent bank or the Fed-
eral Reserve Bank of the district. Some lo-
cal banks not members of the clearing organ-
ization clear through a member.

In the larger cities, banks in out-
lying areas which by reason of their
location do not find it practicable to
participate as regular members of the
clearing organization sometimes engage in
a "package exchange" of checks with the
regular members of the clearing organiza-
tion and among themselves. This arrange-
ment may be part of the principal clearing
organization, or it may be a separate organ-
ization. In either case, availability of
credit on items included in the '"package
exchange'" is substantially the same as on
items included in the regular exchanges
through the clearings.

In some communities where there is no
formal check clearing organization, local
banks have developed informal arrangements
for the reciprocal exchange of checks drawn
on one another, settlements usually being
made by check on a correspondent bank.

In some instances, no attempt is made
to exchange local checks but they are sent
to a correspondent bank or a Federal
Reserve Bank for collection in the same
manner as out-of-town items.

(c) Areas for improvement of current
methods

The exchange of local checks through
a clearing house or the reciprocal exchange
of such items by informal arrangement re-
sults in the most direct presentation
possible, and the minimum number of han-
dlings. Settlement of net balances result-
ing from the exchanges on the same day by
entries on the books of a correspondent
bank or of the Federal Reserve Bank pro-
vides the most prompt remittance available.

Where settlement of balances is made
by drafts drawn on out-of-town correspondent
banks, availability of the proceeds of the
items cleared is delayed pending collection
of the drafts. By working out an arrange-
ment for settlement of net balances on the
books of a correspondent bank or Federal
Reserve Bank, instead of settling by drafts,
participants in the clearings will render
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better service to their customers and will
save the trouble and expense involved in
handling and collecting the drafts.

Attention has been called to the fact
that in some cities the hour for clearing
local checks is so early in the morning
that it is impossible to clear items re-
ceived in the first mail on that day, while
in other cities the actual exchange of
checks is in the evening with settlement
deferred until the following day. Either
of these limitations defers the final pay-
ment of local items, and the committee
recommends that the time for exchanges of
checks should be set at an hour to permit
checks received in morning mails to be in-
cluded in the exchanges on that day, and
that settlement be made on the same day.

It has been observed that although
banks in many cities have recently adopted
the practice of fully deferred posting,
very often the hour for final exchanges of
checks through the clearings in such cities
has not been changed in many years. The
committee recommends that, in any such
case, the hour for final exchanges of checks
through the clearings be reviewed and re-
determined in the light of changed condi-
tions resulting from the adoption of fully
deferred posting. In most instances, it
should be possible to establish a later
hour for final exchanges.

In a number of cities where clearing
houses operate, banks in outlying sections
of the city do not participate in the clear-
ings. The committee recommends that in such
cases, where volume warrants, consideration
be given to arranging for participation by
such banks either as direct clearing mem-
bers, or by means of a '"package exchange'
of checks with the regular clearing members
and among the outlying banks themselves. In
other cities, it has been observed that
there would be advantages in arranging for
"package exchanges'" including suburban banks
beyond the city limits. Such an arrangement
operates successfully in St. Louis, where
47 banks not members of the St. Louis Clear-
ing House Association, of which 26 are lo-
cated outside the city limits, participate
in a check exchange on a package basis. A
similar procedure is followed to advantage
in other cities.

It has also been observed that in some

areas where two cities are in reasonably
close proximity, check collections between
the two cities could be expedited and sim-
plified by providing an inter-city clearing
arrangement. Such an arrangement operates
successfully in Minneapolis and St. Paul. In
addition to a clearing house in each city,
through which commercial banks in the city
clear checks among themselves, there is the
Twin City Clearing House Association. Through
that association, Minneapolis banks clear
checks on St. Paul banks, and St. Paul banks
clear checks on Minneapolis banks. Settle-
ments of clearings through the Twin City
Clearing House are made on the books of the
Federal Reserve Bank of Minneapolis, which
also participates in the clearings.

In summary, the following are submit-
ted as the principles which should govern
the organization and operation of clearing
houses in the larger cities:

1. The premises where checks
are exchanged should be in
a central location in re-
lation to the locations of
the participants.

2. As many local banks as pos-
sible should participate.
Where full participation by
banks in outlying areas is
not feasible, they should be
afforded the opportunity to
participate in a package ex-
change, both with clearing
house members and among
themselves. These arrange-
ments should be extended to
suburban banks where volume
warrants.

3. If volume warrants, arrange-
ments should be made for
preliminary exchanges at
hours best suited to the
working hours of the partic-
ipants.

4, The final exchange of checks
should be arranged at a
reasonable hour to permit
clearance of checks received
in morning mails. The hour
should be fixed in relation
to the time of arrival of
principal mail and express de-
liveries by train and plane.
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5. ©Settlement of net amounts due
or owed as the result of the
exchanges should be made on
the books of a correspondent
bank or Federal Reserve Bank
on the same day. When settle-
ment is made on the books of
the Reserve Bank, arrangements
should be made for nonmember
banks to settle through cor-
respondent member banks.

6. Return items should be ex-
changed as early as the
posting hours at the partic-
ipating banks will reasonably
permit.

In communities where there is no
arrangement for exchanging local checks,
there is room for decided improvement.
Sending local checks to a correspondent
bank or Federal Reserve Bank at a distance,
for collection from a bank in the same town
as the first collecting bank, involves cir-
cuitous routing, unnecessary handlings, and
delayed presentation and remittance. Where
this method is employed for the collection
of local items, the committee recommends
that arrangements be developed by the banks
in the community for the exchange of local
checks. Federal Reserve Banks and corre-
spondent banks can do much to encourage the
development and adoption of appropriate
arrangements in these instances.

2. Checks dréwn on nearby out-of-town banks

This section is devoted to checks re-
ceived by one bank for collection that are
drawn on a (par) bank in a nearby community.
The survey indicates that of all out-of-town
checks received for collection by banks out-
side of Reserve and Central Reserve Cities,
31 per cent are drawn on banks within a ra-
dius of 25 miles, and 16 per cent are drawn
on banks between 25 and 50 miles away. In
the more populous districts, as might be
expected, these percentages run much higher
than the national average. A breakdown by
Federal Reserve districts appears in Tables
XV and XV-A at page 7TO.

(a) Recommendations.

The following methods of collecting
checks drawn ‘on out-of-town banks in the
vicinity will result in a closer approach

to the criteria established, and they are
therefore recommended:

(1) Where volume warrants,
such checks should be presented
to the drawees through a central
clearing arrangement serving all
banks in the area, with settle-
ments being made on the books of
a correspondent bank or on the
books of the Federal Reserve Bank.

(ii) Where volume warrants
but a central clearing arrange-
ment is not feasible, such checks
should be presented directly by
mail to the respective drawees,
with settlement through a corre-
spondent bank or the Federal
Reserve Bank.

(b) Current methods

As a general rule, no particular
effort is made to keep checks drawn on
nearby banks within the area. Most banks
treat all out-of-town items alike, re-
gardless of the distance of the banks on
which they are drawn, and send them to
their principal correspondent or to the
Federal Reserve Bank of the district. Many
bankers have called to the committee's at-
tention the fact that this practice, in
many instances, results in transportation
of checks over unnecessarily long distances,
and in a superfluous number of handlings.

In numerous instances cited by bankers
who participated in the survey, a check
drawn on one bank and deposited in a bank
a few miles distant for collection travels
several hundred miles, and is handled by
two or three other banks, before being
presented to the drawee for payment. 1In
addition to being a conspicuous departure
from the established criteria, this pro-
cedure for the collection of items drawn
on nearby banks is unnecessarily ineffi-
cient and uneconomical, and provides an
opportunity for check kiting. By sending
these items to correspondent banks or
Federal Reserve Banks in distant cities,
instead of keeping them in the area where
they belong, the first collecting banks
delay presentation of the items and cause
unnecessary work for the banking system.
The present situation also has important
customer relations aspects, arising out of
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the delay in presentation and the time re-
quired for collection; depositors are
frequently unable to understand why the
proceeds of a check drawn on a bank only a
few miles distant are not available until
several days after deposit.

(c) Areas for improvement of current
methods

Several alternative methods of collect-
ing items of this nature, that will result
in speedier and more direct presentation
to the drawee banks, reduce the number of
handlings to a minimum, and accelerate the
availability of the proceeds of collection,
are available. The choice between the
alternative methods will depend on circum-
stances in the particular area.

The ideal approach to the suggested
criteria in the handling of checks payable
in nearby communities would be to provide
a central clearing house for all banks in
a given trade area or other locality, and
to conduct it in the same manner as the
usual form of city clearing house associa-
tion, with settlements being made on the
books of a correspondent bank of all members
or on the books of the Federal Reserve Bank.
Under this procedure, each participant would
list the checks drawn on each of the other
participants,and package them separately.
The packages would be delivered to the ex-
changes by contract motor carrier or other
form of messenger service, and the pack-
ages received through the exchanges would
be sent to the drawee banks in the same
manner.

If it is not considered practicable
for the participants to list and package
checks drawn on each of the other partici-
pants separately, each participant at the
close of business on one day may send to a
central location all checks drawn on other
participants, and the fine sorting and
preparation of the outgoing listings to
the respective drawee banks may be done
during evening hours at the central point,
for delivery to the drawees before the
opening of business on the next day. Elther
of these arrangements for handling a sub-
stantial volume of checks payable in the
vieinity provides the most direct and ex-
peditious presentation available, the min-
imum number of handlings, and the promptest

payment.

Descriptions of several variations of
arrangements of the type recommended, which
are currently in operation on a succrssial
basis, are contained in Appendix C. The
surveys indicate that there may be as many
as 150 other areas throughout the country
where the possibility of establishing
clearing arrangements of this nature should
be seriously considered.

In an area where the system described
above may not be considered practicable,
the so-called "county" clearing arrange-
ment may represent an improvement over
current methods for collecting checks drawn
on nearby banks. This arrangement should
be disassociated from the "county" unit,
however, and should be established on the
basis of trade areas or other integrated
territorial units or population centers,
not necessarily related to political
boundaries. Under this arrangement, each
participating bank mails daily to each of
the other participants checks received by
it which are drawn on them, and on the
same day sends by mail to the.Federal
Reserve Bank of the district a statement
of the total of its sendings to each of
the other participants. On the following
business day, when statements are received
by the Federal Reserve Bank, the Reserve
Bank credits each bank for its total send-
ings and charges the accounts of the
recipient banks for the amounts sent to
them. Credits and charges to nonmember
banks may be arranged through accounts of
correspondent member banks. Any unpaid
items are returned by mail to the present-
ing bank, along with checks drawn on it,
and the amounts of the unpaid items are

2. The growth in use of trucks (including
contract motor carriers) for transporting checks
has enhanced the prospects for establishing re-
gional clearing arrangements by introducing very
flexible transportation facilities, which can be
geared to a variety of operating conditions.

It is interesting to note in this connec-
tion that most existing arrangements for clearing
items drawn on nearby banks are found in the east-
ern Federal Reserve districts, where the Reserve
Banks and many correspondent banks have followed a
policy of encouraging such arrangements. While the
short distances and population concentrations found
in the eastern sections undoubtedly make for favor-
able operating conditions in those areas, the es-
tablishment of actual working arrangements may well
be as much a result of active encouragement as of
the favorable conditions.
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included in the charge_against it for items
presented on that day.

One further method for collecting
local area checks has been suggested to
the committee which, although not having
an opportunity to test it, believes that
it may be found valuable in some circum-
stances. A survey has indicated that, in
most country banks, an analysis of checks
received for collection will show that a
larger percentage of them (10 per cent or
more) tend to be drawn rather consistently
on a particular bank; in most cases, this
will be a bank not very far away. The sug-
gestion is that if each country bank were
to make an analysis of checks received for
collection, and then determine on what bank
or banks the larger percentage of them
appeared to be drawn, and were to send such
items directly to the drawees with instruc-
tions to remit to a correspondent bank or
to the Federal Reserve Bank for account of
the sender, a substantial portion of checks
would be presented and paid more quickly
without passing either through correspondent
banks or Federal Reserve Banks.

3. Checks drawn on banks in a Federal
Reserve city when the collecting bank
is not in a Federal Reserve city

(a) Recommendations

(i) Checks drawn on commer-
cial banks in a Federal Reserve
city should be sent directly to
correspondent banks in that city.

(ii) TItems payable at the
Federal Reserve Bank (including
Government checks and postal money
orders) should be sent by member
banks directly to the Federal
Reserve Bank, and arrangements

3. At the time of the survey, clearing arrange-
ments of this type were operating as follows:
Number of

Federal Reserve Number of

District Arrangements Participants

Boston 2 12
New York 22 265
Philadelphia 26 732
Cleveland (Pittsburgh) 1 3
Chicago (Detroit) 1 2
Dallas (San Antonio) 1 14
San Francisco (Seattle) 4 17

Total 57 1,045

should be available for crediting
the proceeds of such items to a
correspondent member bank if the
sending bank and the correspondent
member bank so desire.

(iii) The Federal Reserve
should consider modification of
its current policy, so that, upon
the joint request of a member and
a nonmember bank, the nonmember
bank may send items payable at a
Federal Reserve Bank (including
Government checks and postal money
orders) direct to the Federal
Reserve Bank, for credit to the
member bank's account. This would
eliminate the need for the member
bank to handle these items.

(b) Current methods

The survey indicates that 40 per cent
of the member banks not located in Federal
Reserve cities send at least some of the
items they receive that are drawn on or
payable at banks in Federal Reserve cities
direct to the Federal Reserve Bank for
collection. The other 60 per cent of the
member banks not located in Federal Reserve
cities send all these items to correspond-
ent banks in Federal Reserve cities.
(Nonmember banks, of course, send all items
drawn on banks in Federal Reserve cities to
correspondent banks.) On an average day
in 1952, the Federal Reserve Banks received
755,000 checks drawn on banks in Federal
Reserve cities from member banks outside
the city, while between 550,000 and 600,000
items payable at or through the Reserve Bank
were sent by out-of-town banks to corre-
spondent banks for collection.

(¢c) Areas for improvement of current
methods

Checks drawn on a commercial bank in
a Federal Reserve city that are sent to the
Reserve Bank must be handled by two banks--
the Reserve Bank and the drawee bank -- be-
fore they are paid. But if the checks are
sent to a correspondent bank, a certain
percentage (which will vary from city to
city) will be drawn on the correspondent
bank, and will therefore not need to be
handled by another bank before they are

4. See Table XIII, p. 68.
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paid. Also, items drawn on the correspond-
ent bank will be paid on the day of receipt,
even though transportation delays may cause
them to arrive later than the local clear-
ing hour.

The committee recommends, therefore,
that checks payable at commercial banks in
Federal Reserve cities be sent to a corre-
spondent bank, rather than to the Federal
Reserve Bank. Sending these checks to a
correspondent bank will provide direct
presentation to the drawee and will mini-
mize the number of handlings for those
items drawn on the correspondent banks.
Consequently, out-of-town member banks that
send Federal Reserve city items directly to
the Federal Reserve Bank would contribute
to a more efficient collection system if
they would instead send these items to cor-
respondent banks in the Federal Reserve
city.

Checks drawn on the Federal Reserve
Bank, Government checks, and postal money
orders require additional handling when
sent to a correspondent bank. A member
bank sending these items to the Reserve
Bank gets direct presentation, minimizes
handling, and obtains the earliest final
payment. Accordingly, the committee rec-
ommends that member banks send these
items direct to Federal Reserve Banks.

When a nonmember bank receives these
kinds of items, it customarily sends them
to a correspondent member bank, which in
turn presents them to the Reserve Bank.

One handling of the items would be elimin-
ated if the nonmember bank were to send
them direct to the Reserve Bank, for credit
to the correspondent member bank. The com-
mittee recommends further, therefore, that

the Federal Reserve System consider modi-
fication of its current policy, so that,
upon the joint request of a nonmember bank
and a member bank, the nonmember bank may
send items drawn on a Federal Reserve Bank,
Government checks and postal money orders
direct to the Federal Reserve Bank, for
credit to the member bank's account. This
would eliminate the need for the member
bank to handle these items.

4, All other checks drawn on banks in the
same Federal Reserve District

(a) Recommendations

(i) Where volume warrants
and where appropriate arrangements
exist or can be made, such checks
should be sent directly to the
drawee banks for credit of the
sending bank or for remittance to
a correspondent bank or Federal
Reserve Bank for account of the
sending bank.

(ii) When not handled as
suggested above, such items re-
ceived by member banks of the
Federal Reserve System should be
sent directly to the Federal
Reserve Bank, and arrangements
should be available for crediting
the proceeds to a correspondent
member bank, if the sending bank
and the correspondent member bank
so desire.

(iii) The Federal Reserve
System should consider modifica-
tion of its current policy, so
that, upon the joint request of
a nonmember bank and a member
bank, the nonmember bank may
send direct to the Federal Re-
serve Bank for account of the
member bank items which the mem-
ber bank otherwise would receive
from the nonmember bank and col-
lect through the Federal Reserve
Bank. This would eliminate the
need for the member bank to han-
dle these items.

(b) Current methods

The survey indicates that very
few banks outside Reserve cities send out-
of -town intradistrict items directly to the
banks on which they are drawn. Reserve
City banks, on the other hand, send about
15 per cent of such items directly to the
drawee banks.

Further, only three out of every ten
member banks send any intradistrict country
items to the Federal Reserve Bank. The
other seven send all such items to_corre-
spondent banks in the same cities. Non-
member banks, of course, send such items to
correspondent banks. Finally, a large per-
centage of the items sent by member and

5. See Table XIII, p. 68.
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nonmember banks to member bank correspond- required reserves, and correspondent banks
ents are sent by the latter to the Federal could continue to give them "immediate"
Reserve Bank for collection. book credit for the items sent directly to
Federal Reserve Banks. Also, it would not
(c) Areas for improvement of current be necessary for correspondent banks to
methods handle the items, and as a general rule
- presentation for payment would be expedited.

Where volume warrants, collection of The committee's investigation indicates
these items by sending them directly to thé that the wish to avoid accounting details
drawee banks results in expeditious presen- required by the Federal Reserve deferred
tation and the minimum number of handlings. availability schedules has been the prin-
Comparatively few city correspondent banks cipal reason why country member banks have
engage extensively in sending items direct- preferred to send intradistrict country
ly to drawee banks in their respective items to correspondent banks rather than
areas. Aside from the obJection on the directly to Federal Reserve Bank. The com-
part of some country banks to the addition- mittee's recommendation would remove this
al work involved in receiving and remitting problem.
for more than one cash letter daily, these
direct sending arrangements appear to con- The sorting requirements of Federal
form with the criteria established in this Reserve Banks are said to deter country
study. member banks from sending deferred avail-

ability items directly to the Reserve

Where volume does not Justify direct offices. But the committee is satisfied
presentation to the drawee banks, the send- from its investigation, which included con-
ing by a member bank of these items to a ferences with many country bankers, that
correspondent bank involves indirect rout- this observation has received more gratui-
ing, an unnecessary double handling, and tous repetition and more attention than
delayed presentation for payment. The cri- the facts warrant. Country bankers gen-
teria for a simplified and more efficient erally are not opposed to reasonable
check collection system then dictate that sorting requirements that will have the
items in this category be sent by member effect of simplifying and expediting pres-
banks directly to the Federal Reserve Bank, entation of items for the benefit of their
and the committee so recomunends. customers.

One of the reasons why such a small The larger country banks, which handle
percentage of out-of-town member banks send the major portion of country bank check
directly to the Federal Reserve Bank is the volume, usually have mechanical sorting
Federal Reserve practice of giving deferred equipment (proof machines) available; and
credit. This requires banks to make ac- with such equipment, a reasonable number
counting entries that are not necessary if of sorts should create no hardship or
they send the items to a correspondent bank, problem. Banks using manual sorting are
which will give them "immediate" book credit. smaller banks, as a rule, with correspond-
Another reason is that many country member ingly smaller volume. Even they may make
banks prefer to maintain a relatively level a reasonable number of sorts without added
balance in their reserve accounts with the expense or delay. The committee concluded,
Federal Reserve Bank, and to keep surplus therefore, that limited sorting at the
funds with correspondents. country bank level is justified, since the

result not only directly benefits the de-

To encourage more out-of-town member positors of the bank doing the sorting,
banks to send intradistrict country items but also contributes to speedier and more
directly to Federal Reserve Banks, the com- efficient check collections for the bank-
mittee recommends that arrangements be made ing system as a whole, thus benefiting the
so that out-of-town member banks may send general public also.
items directly to Federal Reserve Banks for —_—
credit to accounts with correspondent 6. Resistance by some country banks to sort-
member banks. Country banks would then be ing checks appears to be based in large measure on
able to maintain reserve balances in rela- the emphasis by some city correspondent banks upon
tively level amounts, approximating their their willingness to accept unsorted checks for

collection.
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Adoption of the foregoing recommenda-
tions for the routing of other intradistrict
country items would affect operations at
Federal Reserve Banks. Under present prac-
tices, country items are sent to correspond-
ent banks, and items received by correspond-
ent banks in the morning are not delivered
to the Federal Reserve Bank until later in
the day. The Reserve Bank's closing hour
for the receipt of such items must be re-
lated to the hours at which outgoing ship-
ments must be made, to provide adequate
time for processing and shipment on the
same day. As a result, the work at thé Re-
serve Bank must be crowded into the period
between the time it receives the items and
the time the items must be dispatched to
the drawee banks. If, as recommended, the
items are sent directly to the Reserve
Bank, they will arrive early in the morn-
ing, and more time will be available for
processing before the hours at which out-
going shipments must be made. This may fa-
cilitate operations at Federal Reserve of-
fices to the point where later closing
hours for the receipt of intradistrict coun-
try items that correspondent banks have re-
ceived from local depositors can be estab-
lished.

Improved operating conditions may also
affect Federal Reserve sorting requirements.
Future requirements would presumably reflect
the effect of any improvements in operating
conditions at Federal Reserve offices that
resulted from the recommendations of this
report.

In the normal collection pattern, a
nonmember bank receiving intradistrict coun-
try items forwards them to a correspondent
member bank for collection through the Fed-
eral Reserve. If the nonmeumber bank could
send them directly to the Federal Reserve,
the correspondent member bank would not need
to handle them at all. Accordingly, the com-
mittee recommends that the Federal Reserve
System consider modification of its current
policy, so that, upon the joint request of
a nonmember bank and a member bank, the non-
member bank may send direct to the Federal
Reserve Bank for account of the member bank
items which the member bank otherwise would
receive from the nonmember bank and collect
through the Federal Reserve Bank. This
would eliminate the necessity for the mem-
ber bank to handle these items.

(d) General observations regarding
other intradistrict checks

In its general review of the methods
of collecting intradistrict checks, the com-
mittee's attention was directed to the fact
that a general curtailment over the past 25
years in the number of trains carrying mail
and express has resulted in noticeable de-
lays in the presentation and collection of
checks. These delays have affected collec-
tion time to various suburban points, and
also to more distant points that are not
sufficiently remote from a Federal Reserve
Bank city to warrant the use of air trans-
portation.

In several suburban areas affected by
curtailed service, substantial advantages
in collection schedules have been realized
by using contract motor carriers. These
carriers call at suburban banks in the eve-
ning, and pick up (usually from outside
safes) the checks those banks are sending
to city correspondents or to the Federal
Reserve Bank. When the checks from the sub-
urban banks are delivered, the carriers pick
up the checks the city banks (including the
Federal Reserve Bank) are sending the sub-
urban banks, and leave them at the suburban
banks before they open the next morning.

With this arrangement, suburban banks
do not, as a rule, have to cut their out-
going work off as early as they would to
make mail or express shipments, and their
incoming work is on hand before they open
in the morning. Correspondent banks and
Federal Reserve Banks (particularly those
employing night check forces) have also
found that contract motor carriers deliver
checks much earlier than other forms of
transportation. The committee believes,
therefore, that banks in areas where con-
tract motor carriers have not been used,
and where conventional transportation serv-
ices are unsatisfactory, should explore the
use of motor carrier service.

D. Checks Payable at Par in Other Federal
Reserve Districts

Interdistrict checks constitute 32 per
cent of all out-of-town items for the Reserve
City banks, 25 per cent for other banks,
and 29 per cent for the banking system as
a whole.
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(a) Recommendations

(1) Where volume warrants
and where appropriate arrange-
ments exist or can be made, such
checks should be sent directly
to the drawee banks for credit
of the sending bank or for re-
mittance to a correspondent bank
or Federal Reserve Bank for ac-
count of the sending bank.

(ii) When not handled as
suggested above, such items
should be collected to the great-
est extent practicable through
the Federal Reserve System's pro-
cedures for direct sendings and
consolidated air shipments of in-
terdistrict items.

(iii) Where volume warrants,
Federal Reserve Banks should send
such items directly to drawee banks
in adjacent areas of adjoining
districts.

(iv) For expediting pres-
entation of items drawn on banks
in important financial centers
where there is no Federal Reserve
Bank or branch, and where volume
and other circumstances warrant,
the Federal Reserve System should
consider providing facilities for
consolidated direct air shipments
to such centers, permitting pres-
entation to the drawees without
the items having to pass through
the Federal Reserve Bank of the
district in which they are payable.

(b) Current methods

When volume warrants, interdistrict
items are generally sent directly by the
first collecting member bank (usually by
air) to the Federal Reserve Bank of the
district in which the drawee bank is situ-
ated. The Federal Reserve Bank of the dis-
trict in which the sending bank is located
reimburses it for the transportation ex-
pense incurred in sending directly to an-
other Federal Reserve Bank. When volume
is not sufficient to warrant direct send-
ing to the other district, the first col-
lecting bank sends such items either to the

local Federal Reserve Bank or to a corre-
spondent; in the latter case, the corre-
spondent usually sends direct to the Fed-
eral Reserve Bank of the other district,
and, if in a Federal Reserve Bank city,
may consolidate its shipment with that of
the Federal Reserve; in either event the
local Federal Reserve Bank pays the expense
of the shipment. Nonmember banks custom-
arily send such items to member bank cor-
respondents.

Although most interdistrict items are
collected through the Federal Reserve Sys-
tem in the manner indicated, the commit-
tee's survey disclosed that about 24 per
cent of interdistrict items handled by
Reserve and Central Reserve City banks are
sent to correspondents for credit or remit-
tance and about 5 per cent are sent direct
to the drawee banks.

(c) Areas for improvement of current
methods

Collection of interdistrict items by
sending them directly to the drawee banks
results in the most expeditious presenta-
tion and involves a minimum number of han-
dlings. Where volume warrants, therefore,
and where appropriate arrangements exist
or can be made, this method for collecting
such items should be followed.

The procedures established by the Fed-
eral Reserve System for direct sendings and
consolidated air shipments of interdistrict
items expedite presentation and minimize
handlings of the items. Except in circum-
stances in which it is practicable to send
interdistrict items directly to the drawee
banks, the committee favors full utiliza-
tion of these procedures. A member bank
which does not have a sufficient volume of
items payable in other districts to send
directly to Federal Reserve offices in the
other districts should send interdistrict
items either to its correspondent member
bank in the nearest Federal Reserve Bank
city or to its Federal Reserve Bank. A non-
member bank in such circumstances should
send interdistrict items to its correspond-
ent member bank in the nearest Federal Re-
serve Bank city. In this manner, both
smaller member banks and smaller nonmember
banks will realize the benefits of the pro-
cedures for expediting presentation and
collection of interdistrict items.
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Two situations came to the committee's
attention in which it would be possible to
expedite and simplify the handling of in-
terdistrict items payable at banks outside
Federal Reserve cities.

In instances in which one Federal Re-
serve Bank receives a considerable volume
of items drawn on banks in an adjacent
area of an adjoining district, and collec-
tion through the other Federal Reserve
office will result in roundabout transpor-
tation, arrangements have been made for the
drawee banks to accept daily cash letters
directly from the Federal Reserve Bank of
the district in which the items are depos-
ited for collection. For example, the 31
banks in Fairfield County, Connecticut,
which is in the New York Federal Reserve
District receive a daily cash letter from
the Federal Reserve Bank of Boston (the
rest of the State of Connecticut is in the
Boston District). The banks receiving
such cash letters remit to the Federal Re-
serve Bank of New York for account of the
Federal Reserve Bank of Boston; unpaid
items are returned directly to the Boston
Federal Reserve, with a copy of the return
item letter being sent to the New York Fed-
eral Reserve so that it may make the appro-
priate adjustment entries.

Prior to the institution of this ar-
rangement, the Federal Reserve Bank of
Boston sent Fairfield County items to the
Federal Reserve Bank of New York, which in
turn sent them to the drawee banks in Fair-
field County, retracing part of the dis-
tance to Boston. Now, items are presented
one day earlier, they travel at least 100
miles less, and one handling is eliminated.
Unpaid items are received two days earlier,
and one less handling of them is involved.
Similar arrangements exist in some other
Federal Reserve districts. In the inter-
ests of speed and efficiency of check col-
lections, the committee recommends exten-
sion of this practice where the circum-
stances warrant.

The other situation to which the com-
mittee has devoted its attention involves
the collection of interdistrict checks
payable at banks in important financial
centers where there is no Federal Reserve
Bank or branch. Except for items sent to
correspondents in such cities, virtually

all these checks are collected through the
Federal Reserve System and therefore are
sent to the Reserve Bank of the district
in which they are payable for presentation
to the drawees.

Where the volume of checks drawn on
banks in such financial centers warrants,
it should be possible to expedite and sim-
plify their collection. For example, un-
der present collection methods, a Philadel-
phia bank that receives a check drawn on a
bank in Indianapolis will include the check
in its direct sent cash letter to the Fed-
eral Reserve Bank of Chicago. Its letter
will be included in the consolidated ship-
ment of the Federal Reserve Bank of Phila-
delphia, and will go by air to Chicago.

The Federal Reserve Bank of Chicago will
handle the item, and send it with its cash
letter to the drawee bank. This cash letter
will go to Indianapolis by train.

If it were possible to send the item
directly from Philadelphia to Indianapolis
by air, for remittance through the Federal
Reserve Bank of Chicago, it would be pre-
sented at least one day earlier, many miles
of unnecessary travel would be avoided, and
one handling could be eliminated. Unpaid
items returned by the same route would be
received at least two days earlier than un-
der present methods. There are undoubtedly
a number of other important financial cen-
ters where comparable advantages could be
realized by sending interdistrict checks
directly for presentation to the drawees
through local clearings, rather than through
the Federal Reserve Bank of the district.T
The committee suggests, therefore, that the
possibility of this change in the inter-
district check collection mechanism be ex-
plored by the Federal Reserve System.

E. Nonpar Checks

The recommendations contained in the
report up to this point have related to
the collection of checks drawn on banks
which remit at par for all cash items. Many

T. Cities in which no Federal Reserve Bank
or branch is located and in which checking account
debits exceeded $5 billion in 1953 were Milwaukee,
Washington, D. C., Newark, N. J., Indianapolis,
Hartford, Conn., Albany, N. Y., Tulsa, Columbus, O.,
Oskland, Calif., Sacramento, Fort Worth, Providence,
R. I., Toledo, Rochester, N. Y. and Wilmington, Del.
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bankers who communicated with the committee
referred to the problems of bank operations
which grow out of the collection of checks
drawn on banks which deduct exchange charges
from the remittances for such items, and it
is to this matter that this section of the
report is devoted.

Summary of Recommendations

(i) The weight of informed
banking opinion favors universal
par remittance for cash items as
a desirable improvement in the
check collection system, but, in
the light of controlling circum-
stances, the committee offers no
specific recommendation as to how
that result may be achieved prompt-

ly.

(ii) The committee recommends
that rules regarding the absorption
of exchange charges by collecting
banks be uniform as between member
banks of the Federal Reserve System
and insured nonmember banks.

(iii) The committee recommends
the simplification of record keeping
requirements imposed on member banks
of the Federal Reserve System in con-
nection with the disposition of ex-
change charges.

1. Introduction and background

Prior to the development of modern
banking methods and relationships, and to
the establishment of our present system of
centralized reserves, a banker in one sec-
tion of the country who was called upon to
make funds available at a distant point
often incurred an out-of-pocket expense in
doing so. Accordingly, it was the custom
to charge a fee, called "exchange", for the
service of making funds available at a dis-
tant point. Out of this custom arose the
practice of imposing an "exchange charge"
for remitting for a check presented by mail
for payment. The charge is made against the
person presenting the check and is deducted
from the remittance. The charge is based
on the premise that it costs the remittjipg
bank something to make funds available to
the presenting bank. Banks which make such
charges are generally referred to as '"nonpar
banks".

An exchange charge is to be distin-
guished from a service charge which is im-
posed on the drawer of the check --1i.e.,
the depositor of the bank which makes the
charge. The service charge arises out of
a contract between the bank and its depos-
itor, and the amount of the charge reflects
the expense of maintaining the account in
relation to the value of the depositor's
balance. A service charge is not deducted
from the proceeds of the check, and such
proceeds are remitted in full, or "at par".

Since this report is concerned prima-
rily with the possibility of improvements
in the check collection system from the
standpoint of bank operations, the deduc-
tion of exchange charges will be considered
in the light of the effect on check collec-
tion operations of banks; the report will
not undertake to cover in detail the effects
of nonpar banking upon the general public.
In that connection, however, the observa-
tion usually made is that since more than
90 per cent of all financial obligations
are settled by using bank checks, and since
checks have therefore become in effect the
principal currency of the country, the pub-
lic interest dictates that all checks be
paid at par, so that the obligations they
represent may be discharged in full. Pro-
ponents of universal par remittance point
out that the justification which nonpar
banks assert for deducting exchange char-
ges -- namely, that such charges represent
the cost to them of making remittances
available to the presenting banks -- is a
fictitious one under present conditions.

2. Volume and distribution of nonpar bank-
ing

On December 31, 1952, there were 1,820
banks that charged exchange, or 13 per cent
of the total number of banks in the country.
These nonpar banks, however, held less than
$2 billion in deposits, or slightly more
than 1 per cent of total deposits of all
commercial banks. The number of nonpar
items in the entire bank collection system
accounts for only 1 1/2 per cent of the
total number of items handled, and for about
4 per cent of all out-of-town items. In
some instances, nonpar banks remit at par
for checks presented to them by out-of-town
banks.

Although nonpar items represent only
1 1/2 per cent of cash items handled by
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banks throughout the country, the propor-
tion is substantially higher in the sections
where the large concentrations of nonpar
banks are situated. At the end of 1952,
over 1,700 of the country's 1,820 nonpar
banks were located in four Federal Reserve
districts--Richmond, Atlanta, St. Louis

and Minneapolis. The remainder were in the
Kansas City and Dallas Districts (9 and 10,
respectively). Six districts had no nonpar
banks. Banks in the four districts with the
most nonpar banks, and in adjacent districts,
handled the bulk of the nonpar items, al-
though some items found their way into all
districts. The table on this page shows the
number and per cent of total nonpar items
handled by banks in each Federal Reserve
district on an average day in July 1952.

Banks in the four principal nonpar dis-
tricts handled 77% of all nonpar items. One
out of five transit items (one out of every
four in commercial banks) handled in the
Atlanta and Minneapolis Districts was not
payable at par. Banks in the Chicago and
Kansas City Districts, by reason of prox-
imity to nonpar areas, also had a rela-
tively high volume of nonpar items. In
the Northeastern section of the country,
and on the Pacific coast, the proportion
of nonpar items was low.

The process a bank follows to collect
nonpar items varies according to the dis-

trict in which the collecting bank is lo-
cated, the number of items it handles, and
its size. In areas where the volume of non-
par items is small, all classes and sizes of
banks send practically all such items to
correspondents, which in turn send them to
other banks that specialize in nonpar col-
lections. Where volume of nonpar items is
heavy, even the small banks collect some of
the items by sending them directly to the
drawee banks, although these are almost en-
tirely items drawn on banks at nearby
points; small banks send the bulk of nonpar
items to larger banks, which collect the
items by sending them directly to drawee
banks.

Banks in some areas have combined to
establish regular collection arrangements
through which nonpar items are handled. The
best known of these, in Atlanta and Rich-
mond, receive nonpar items from their mem-
bers, combine them into cash letters, and
generally send them directly to the drawee
banks.

3. Operating problems resulting from non-
par collections

Although the total number of nonpar
items is relatively small, and volume var-
ies from one section of the country to an-
other, bankers throughout the country have
complained that the presence in the collec-

Table XVII

Number and Per Cent of Nonpar Items Handled
in an Average Day in July 1952, by
Federal Reserve District

Per Cent of Total Per Cent of Total Per Cent of Total

District Number of Items Nonpar Items Items Handled Transit Items
Boston 5,700 0.6% 0.2% 0.3%
New York 21,200 2.3 0.2 0.6
Philadelphia 11,300 1.2 0.4 0.6
Cleveland 13,800 1.5 0.3 0.7
Richmond 85,200 9.1 2.6 5.6
Atlanta 319,000 34.2 8.6 20.7
Chicago 55,500 5.9 0.6 1.4
St. Louis 148,500 15.9 4.7 11.3
Minneapolis 191,100 20.5 8.6 20.0
Kansas City 38,100 4,1 1.0 2.0
Dallas 35,800 3.8 0.9 2.5
San Francisco 8,800 0.9 0.1 0.4

Total 934,000 100.0% (1.7%)* (3.9%)%

¥ Average

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



SUGGESTIONS FOR IMPROVING PRESENT CHECK COLLECTION METHODS 87

tion system of two classes of items -- one
payable at par, and one payable after de-
duction of exchange charges-- creates an
expensive operating problem and results in
an inefficient collection system. The
reasons cited in support of this complaint
are these:

1. The handling of nonpar items
received for collection is
expensive to collecting banks.
The expense arises from the
fact that initially the non-
par items must be culled out
from the par items and there-
after handled separately. The
nonpar items must be sent to
particular correspondent banks
equipped to collect them, and
compensating balances are cus-
tomarily required to be main-
tained with those banks; or,
in the case of some banks sit-
uated in the areas where non-
par banking is widespread, the
nonpar items must be sent di-
rectly to the respective draw-
ee banks, with the result that
numerous separate letters must
be processed and dispatched
and a like number of separate
remittances must be handled.
In either case, the addition-
al expense, compared with the
expense of handling par items,
is substantial. In addition,
the accounting procedures in-
cident to the recovery of ex-
change charges from prior en-
dorsers add materially to bank
expenses. (Arrangements pro-
vided by the Richmond and
Atlanta Clearing Houses for
consolidating collections of
nonpar items for account of
clearing house members re-
duce exchange charges and
collection expenses in some
measure. )

2. The exchange charges them-
selves create an expense to
the banking system, whether
they are absorbed by one of
the collecting banks or
whether they are passed a-
long to the original depos-
itor of the item. When ex-
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change charges are absorbed
the expense 1is obvious, al-
though two aspects of this
matter should be borne in
mind. First, there is no
gain in earnings of the bank-
ing system as a whole, since
the revenue derived by the
drawee bank is offset by a
loss of revenue at one or
more of the collecting
banks. Second, the bank
which absorbs the exchange
charge is reimbursed in most
instances by the use of a
compensating balance from
its prior endorser, and in
effect therefore the charge
is passed along to the prior

‘endorser. When exchange

charges are not absorbed but
are passed back to the orig-
inal depositor of the item,
the expense to the banking
system arises from the work
of passing the charges back
through each of the banks
which handled the item in
the course of collection. In
the case of member banks of
the Federal Reserve System,
additional expense is in-
volved in the maintenance

of records to establish
that such charges have not
been absorbed to an extent
not permitted by Regula-
tion Q of the Board of
Governors of the Federal
Reserve System.

Except where volume and other
circumstances are such as to
warrant direct presentation
to nonpar drawee banks, banks
receiving nonpar items for
collection usually send them
directly or indirectly to
correspondent banks which
specialize in handling such
items. If it 1s desired to
avoid exchange charges, the
items may be further routed
so that they will be pre-
sented by a bank which either
can obtain payment at par by
special arrangement with the
drawee, or will absorb any
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exchange charges. As a re-
sult, the collection of non-
par checks frequently in-
volves circuitous routing,
unnecessary handlings, de-
layed presentation for pay-
ment, and delayed notice and
return in the event of non-

payment.

The extent of the cost to the banking
system of handling the collection of non-
par items has not been estimated by the
committee. It is known, however, that the
operating cost to any collecting bank of
handling a nonpar item is several times
the cost of handling a par item. One rep-
resentative of a large bank in an area where
nonpar banks predominate told the committee
that if all checks were payable at par his
bank would save $150,000 a year in operat-
ing expense, not including exchange charges.

It should be recognized that increased
operating costs arising out of the handling
of nonpar items affect small banks as well
as large banks. Since small banks greatly
outnumber large banks, the total added costs
of all small banks probably exceed those of
all large banks. All bankers with whom the
committee conferred were of the opinion that
bank collection operations would be substan-
tially improved if there were universal par
remittance for cash items. (Suggestions as
to means for achieving universal par remit-
tance ranged from legislative action to
more intensive educational campaigns.)

4. Conclusion regarding nonpar banking

The committee notes, therefore, that
the weight of informed banking opinion fa-
vors universal par remittance for cash
items. After study of the matter, however,
the committee offers no specific recommenda-
tion as to how that result may be achieved
promptly.

The number of nonpar banks has been
slowly although steadily decreasing. In the
ten years ended December 31, 1952, the num-
ber decreased from 2,710 to 1,820; as a per-
centage of all banks, nonpar institutions
declined in that period from 19 per cent to
13 per cent. In three states, Iowa,Nebraska
Agnd4W1aconsin, legislation removed 367 banks

"ffromxthe nonpar list; the remaining 523 barks

‘ adopted par remittance without statutory com-
pulsion. Except when legislation has been

enacted or intensive campaigns for par re-

mittance have been conducted, the year-to-

year decrease in number of nonpar banks has
been small.

The states in which nonpar banks are
situated, the number of such banks, and fhe
proportion of total banks in each state
which the nonpar banks represent are pre-
sented in the following table.

Table XVIII

Distribution of Nonpar Banks by States

Per Cent

Nonpar Par Nonpar

State Banks Banks of Total
Alabama 9% 134 42
\ Arkansas 117 113 51
Florida 52 155 25
Georgia 284 119 70
‘Illinois 2 893 *%
Kansas 2 602 *%
Louisiana 106 65 62
Minnesota 410 268 60
\ Mississippi 157 42 T9
Missouri 64 529 11
North Carolina 107 102 51
North Dakota 93 60 61
Oklahoma 8 376 2
South Carolina 81 68 54
South Dakota 97 72 57
\* Tennessee 84 212 28
Texas 47 870 5
Virginia 4 311 1

West Virginia 1 181 0.5

* All items $10 and under payable at par.
%% Less than 0.5 per cent.

The committee does not believe that
the practical answer to universal par re-
mittance lies in legislation, either State
or Federal. With the possible exception of
one or more states in which the pefcentage
of nonpar banks is small and in which there
is already substantial sentiment favoring
state legislation, the possibilities of ob-
taining legislation seem remote. The com-
mittee believes, rather, that par remittance
must be realized, albeit slowly, by volun-
tary action of the bankers now favoring ex-
change charges as they realize that par re-
mittance constitutes good banking and is
the best thing for their depositors, them-
selves, and the general public.

In view of the attitude of a substan-
tial majority of bankers, and of the dis-
advantages to the banking system and the
general public arising out of nonpar bank-
ing, why should a small minority of bankers

o
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persist in charging exchange on checks paild
by them? The answer is simple: nonpar
bankers are reluctant to give up the income
derived from the exchange charges. Their
position was expressed as follows by

Mr. R. E. Gormley, Vice President of the
Georgia Savings Bank & Trust Company, At-
lanta, Georgia, in testimony before the
Committee on Banking and Currency of the
House of Representatives in connection with
its consideration of the so-called Brown-
Maybank bill on January 27, 1944 (Hearings,
p. 303):

", . . (deduction of ex-
change) has furnished Georgia
banks the most beautiful form
of service charge they have ever
had. Unlike banks in the other
States, they have not permitted
themselves to be forced or ca-
Jjoled into going onto a par basis.
It is the most beautiful form of
revenue they have ever had, and
it is a form of revenue you can
collect with the least disturb-
ance of public relations between
you and your customer. After
all, that is banking. As long
as I can maintain the good will
of my depositors, the people I
am dealing with at home, it is
up to me to do it. This affords
us a wonderful means of collect-
ing toll for these checks; and
yet it is being levied against
the man on the other side."

The substance of this statement is that non-
par banks are able to meet some of the oper-
ating expenses by charging exchange against
third parties instead of levying service
charges against their own depositors. In
fact, however, the committee learned that

in many instances nonpar banks deduct ex-
change and impose service charges.

The argument that nonpar banks need
the revenue derived from exchange charges
in order to stay in business disregards the
fact that in states where par remittance
has been required by statute banks not only
have managed to remain in business but in
many instances have shown increased earn-
ings after adopting par remittance. In this

connection, it should also be observed that

in the areas where nonpar banks predominate,
the exchange charges deducted by any single
bank cannot be regarded as clear profit,

since that bank or its depositors will also
be paying exchange on items drawn on other
nonpar banks in the area.

5. Absorption of exchange
charges by collecting banks

At the suggestion of many bankers from
all sections of the country, the committee
has devoted attention to the current situa-
tion with respect to the absorption of ex-
change charges by some collecting banks,
and particularly to the difference in in-
terpretation or application of statutes and
regulations regarding such absorption by
member banks of the Federal Reserve System,
on the one hand, and by nonmember banks the
deposits of which are insured by the Feder-
al Deposit Insurance Corporation (herein-
after referred to as "insured nonmember
banks"), on the other.

The following provisions apply to mem-
ber banks:

Section 19 of the Federal
Reserve Act

"No member bank shall, di-
rectly or indirectly, by any de-
vice whatsoever, pay any interest
on any deposit which is payable
on demand: "

Section 2 of Regulation Q
of the Board of Governors
of the Federal Reserve
System_

". . . no member bank of the
Federal Reserve System shall, di-
rectly or indirectly, by any device
whatsoever, pay any interest on
any demand deposit. Within this
regulation, any payment to or for
the account of any depositor as
compensation for the use of funds
constituting a deposit shall be
considered interest."

The following provisions apply to in-
sured nonmember banks:

The Federal Deposit Insur-
ance Act (12 U.S.C.A.

§ 1828(g))

"The board of directors (of
the F.D.I.C.) shall by regulation
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prohibit the payment of interest
on demand deposits in insured non-
menmber banks L

Section 2 of Regulation IV
of the Federal Deposit In-
surance Corporation

", no insured nonmember

bank shall directly or indirectly,
by any device whatsoever, pay any
interest on any demand deposit.
Within this regulation any payment
to or for the account of any de-
positor as compensation for the
use of funds constituting a_depog-
it shall be considered interest._/

é/ The absorption of normal or
customary exchange charges by
an insured nonmember bank, in
connection with the routine
collection for its depositors
of checks drawn on other banks,
does not constitute the payment
of interest within the provi-
sions of this regulation.”

Thus it appears that under substan-
tially similar statutory authorizations,
the Board of Governors and the F.D.I.C.
have adopted identically worded regulations
which prohibit the payment of interest "di-
rectly or indirectly, by any device whatso-
ever," on any demand deposit, and which de-
fine interest as "any payment to or for the
account of any depositor as compensation
for the use of funds constituting a deposit'.

In a specific case presented for its
consideration in 1943, the Board of Govern-
ors ruled that the absorption of exchange
charges by a member bank in order to attract
and keep compensating balances of depositors
violated the prohibition against payment of
interest on demand deposits (1943 Federal
Reserve Bulletin 817). 1In the case before
the Board, it appeared that in 1942 the bank
had absorbed for customers maintaining com-
pensating balances with it $18,000 out of
$25,000 exchange charges paid, and that in
the first three months of 1943 it had ab-
sorbed for such customers $4,600 out of
$5,600 exchange charges paid. In some in-
stances, the amounts absorbed were as much
as two or three per cent of customers' bal-
ances. Total correspondent bank deposits
had increased from less than $7,000,000 at

the end of 1941 to nearly $18,000,000 in
1943, a ratio far greater than the increase
in total demand deposits, or than the cor-
responding increases of other banks in the
same area. In the case of customers which
did not maintain compensating balances, the
bank did not absorb exchange charges but
passed them along to its endorsers, because
the bank had "no way of making it back". In
at least one instance, an account had been
shifted from a competing bank to the bank
in gquestion because of 1ts willingness to
absorb exchange charges. In its consider-
ation of the case, the Board pointed out
that the questions to be determined were
first, whether the absorption of exchange
charges by the bank constituted a "payment",
and, second, whether such payment was made
as compensation for the use of funds con-
stituting a deposit. The Board stated that
the absorption of an exchange charge clear-
ly results in a "payment"; and that, on the
facts of the specific case, the "payments"
resulting from absorption of exchange charg-
es appeared to have been made by the bank
for the purpose of soliciting and augmenting
its demand deposit accounts, or as "compen-
sation" for the use of funds constituting
deposits.

In a subsequent case, the Board held
that a member bank which was absorbing ex-
change charges in order to avoid additional
expense which would be involved in collect-
ing such charges was not violating the pro-
hibition against payment of interest on de-
mand deposits (1944 Federal Reserve Bulletin
339). The Board found that the charges were
absorbed solely as a matter of operating ef-
ficiency where the cost of passing them back
would exceed the amount of the charges, and
that there was no evidence that the bank in
soliciting new accounts or in maintaining
existing accounts had offered to absorb such
charges as an inducement to the maintenance
of balances. The Board concluded, therefore,
that the charges were not absorbed as com-
pensation for the use of funds on deposit
but as a means of avoiding expense to the  _
bank.

It appears to be the position of the
Board of Governors that the absorption of
exchange charges may, or may not, consti-
tute the payment of interest on a demand
deposit within the meaning of Regulation Q,
depending upon the facts of a given case.
In general, the view of the Board seems to
be that if it appears from any understand-
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ing between a bank and a depositor, or from
other evidence such as solicitation of de-
posits upon the basis of a willingness to
absorb exchange charges, that it is the
intention to absorb the charges as compen-
sation for the use of the depositor's funds,
then such bank would be regarded as violat-
ing the prohibition against payment of in-
terest on demand deposits (see 1944 Federal
Reserve Bulletin 339). The Board has stated
as its expectation that no member bank in
any case would utilize the absorption of
exchange charges as a device for compensat-
ing a depositor for the use of funds in or-
der to obtain or retain demand deposits.

As a rule of administrative convenience,
however, the Board will disregard as trivi-
al the absorption of exchange charges in
amounts aggregating not more than $2.00 for
any one depositor in a single month (1945
Federal Reserve Bulletin 564).

Although the wording of section 2 of
F.D.I.C. Regulation IV is identical with
that of section 2 of Regulation Q, the
F.D.I.C. adds as a footnote that "the ab-
sorption of normal or customary exchange
charges by an insured nonmember bank, in
connection with the routine collection for
its depositors of checks drawn on other
banks, does not constitute the payment of
interest" within the meaning of the regula-
tion. This footnote was apparently derived
from a ruling of general application to in-
sured nonmember banks, issued by the F.D.I.C.
effective December 6, 1943 under the caption
"Absorption of Exchange Charges as Payment
of Interest". This ruling expressed the
view -

" that the absorption of
exchange charges by an insured non-
member bank in connection with its
routine collection for its deposi-
tors of checks drawn on other banks
can not be considered a payment of
interest, within the terms of the
interest regulations of the Federal
Deposit Insurance Corporation, in
the absence of facts or circum-
stances establishing that the prac-
tice is resorted to as a device for
the payment of interest."

Although the concluding clause of this rul-
ing appears to beg the question, the posi-
tion taken by the F.D.I.C. in the adminis-
tration of its regulation appears to be

that an insured nonmember bank may solicit

deposits upon the basis of a willingness

to absorb exchange charges, without violat-
ing the prohibition against payment of in-
terest upon demand deposits.

The regulations of the two supervisory
bodies are identical (except for the inter-
pretative footnote added to the F.D.I.C.
regulation) and at the time they were pro-
mulgated it was the intention of the Board
of Governors and of the F.D.I.C. that the
definition of "interest" as "any payment
to or for the account of any depositor as
compensation for the use of funds consti-
tuting a deposit" was a restatement of
principles of law decided by the courts to
provide for dealing with each case which
might arise on the basis of its specific
facts. Given this premise, it seems in-
conceivable as a matter of law that two
contrary conclusions regarding the same
facts can be reached.

The result is an anomalous situation
in which under identically worded rules a
member bank of the Federal Reserve System
may not absorb exchange charges in return
for compensating balances while an insured
nonmember benk may. Not only does this put
the member bank at a competitive disadvan-
tage as compared with insured nonmember banks,
but it encourages circuitous routing, unnec-
essary handlings and delayed presentation of
nonpar checks.

6. Conclusion regarding absorption
of exchange charges

The committee concludes that from the
standpoint of the bank check collection sys-
tem it would be desirable to arrive at a un-
iform interpretation of the two regulations.
Uniformity could take one of two forms: ei-
ther (1) all insured banks, member and non-
member, might be permitted to absorb ex-
change charges even though their willingness
to do so might be the basis for soliciting
deposit balances; or (2) all insured banks
might be prohibited from absorbing such
charges except when such absorption is mere-
ly incidental and not related to the solici-
tation of deposit balances.

As far as improved speed and efficiency
of bank check collections are concerned, the
first alternative would be a step in the
wrong direction. Permitting all banks to
absorb exchange charges without limitation
would result in the development of a pattern
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for the collection of nonpar checks involv-
ing more circuitous routing and more super-
fluous handlings of such items than occur
under current circumstances. This would
mean not only inefficiency in check collec-
tion operations of the banking system but
also unnecessary delay in presentation of
the items for payment. Accordingly, from
the standpoint of check collection opera-
tions, the preferable way to remove the
present discriminatory situation as between
member banks and insured nonmember banks is
to prohibit all insured banks, member and
nonmember, from absorbing exchange charges,
except where such absorption is merely in-
cidental and not related to the solicita-
tion of deposit balances.

7. Modification of record
keeping requirements

Numerous bankers have complained to
the committee that member banks of the Fed-
eral Reserve System are put to unreasonatble
trouble and expense in maintaining records
of the disposition of exchange charges. As
previously stated, the Board of Governors
has indicated that in certain circumstances
the absorption of exchange charges by a mem-
ber bank may constitute the payment of in-
terest on a demand deposit in violation of
the prohibition contained in Regulation Q,
although the Board has ruled that "the ab-
sorption of such charges in amounts aggre-
gating not more than $2.00 for any one de-
positor in any calendar month or in any
other regularly established period of 30
days will be considered as trivial and will
be disregarded, provided the bank keeps such
records as the appropriate supervisory au-
thority may require for reconcilement pur-
poses" (1945 Federal Reserve Bulletin 564).
Assuming that the general absorption of ex-
change charges by member banks will contin-
ue to be prohibited, the committee recom-
mends that the Board of Governors and the
Comptroller of the Currency take steps to
gimplify and minimize the record keeping
required of State member banks and national
banks, respectively, for this purpose.

F. Ttems (Other Than Nonpar Checks)
Which Federal Reserve Banks Do Not
Handle as Cash Items

Items (other than nonpar checks) which
the Federal Reserve Banks will not handle
as cash items constitute less than three-

tenths of one per cent of all items depos-
ited for collection through check collection
channels. The existence of these items in
the check collection stream, and the fact
that the Federal Reserve Banks will not ac-
cept them as cash items, creates an operat-
ing problem for banks, notwithstanding the
relatively small volume. The problem is
further complicated by the fact that in some
instances an item which will be handled as

a cash item by the Federal Reserve Bank of
one district will not be so handled by the
Reserve Bank of another district.

1l. Recommendations

(i) Except where differences
are required by local laws, there
should be uniform definitive rules
amohg the Federal Reserve Banks re-
garding the items which they will,
or will not, handle as cash items.
The Federal Reserve Banks should try®
to frame these rules so as to permit
the handling as cash items of as
many categories of instruments as
may be practicable.

(ii) The Federal Reserve
Banks should handle as cash items
instruments "payable at" any bank
located outside Arkansas, Georgia,
Idaho, Minnesota, Illinois, Kansas,
Nebraska, and North Dakota. In
those States, the respective State
Associations should explore the pos-
sibility of having the legislatures
adopt Section 87 of the Uniform Ne-
gotlable Instruments Law, and should
urge banks at which items of this
nature purport to be payable to ar-
range with their depositors for the
issuance of conventional bank checks
instead of items "payable at" such
banks.

(1ii) Banks having customers
upon whom drafts "payable through"
such banks are drawn in substantial
numbers should arrange with such
customers wherever possible for the
use of conventional bank checks in-
stead of such drafts.

(iv) 1In areas where the han-
dling of State and municipal war-
rants as cash items is not currently
possible, steps should be taken
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by the State Associations to make
such items eligible for handling
in that manner. Where existing
State law permits disbursements
by political bodies to be made by
bank check as well as by warrant,
the use of checks wherever pos-
sible should be encouraged. Where
existing State law requires such
disbursements to be made by war-
rants or other instruments which
the depositary banks of such polit-
ical bodies are not authorized by
law to pay upon presentation, ap-
propriate legislation permitting
all such instruments to be drawn
on banks and payable upon presen-
tation should be sought.

2. Conditions causing
current problems

The provisions of the operating circu-
lars of the several Federal Reserve Banks
defining the items which they will accept
for collection as cash items are relatively
uniform. After stating specifically that
the Reserve Banks will accept as cash items
checks drawn on par remitting banks, Govern-
ment checks and postal money orders, the
circulars generally add that the Reserve
Bank will also accept as cash items such
other items, collectible at par in accept-
able funds, as the Bank "may be willing to
accept as cash items". The generality and
lack of precision of this catch-all pro-
vision, which as a rule 1s not clarified by
any other published instructions of the Re-
serve Bank, is of no assistance to member
banks in determining whether particular
items may or may not be collected as cash
items.

The fundamental problem arises from
the nature of the instruments involved and
from differences in local laws and collec-
tion practices, rather’ than from the oper-
ating rules of the Federal Reserve Banks.
As a general rule, it appears that the test
as to whether a given item may or may not
be handled by a Federal Reserve Bank as a
cash item is whether the item may be pre-
sented to a bank and paid by charge to a
depositor's account in the same manner as
a check. Certain items (e.g., a draft
"payable through" a bank) may be sent to

a bank for collection but the bank is not

authorized by law to pay the item; the law
requires the bank to present the item to

the named drawee for payment. The Federal
Reserve Banks, therefore, must take the
position that as a general principle such
instruments may not be handled as cash items.
In many instances, however, by agreement be-
tween the drawee of such an item and the
drawee's bank of account the bank is author-
ized to charge such items to the drawee's
account on the day of receipt in the same
manner as a check. Where these arrangements
become known to a Federal Reserve Bank, it
will usually accept the items affected for
collection as cash 1tems notwithstanding the
fact that as a general rule items of that
class may not be so handled. Since these
exceptions are dependent upon numerous in-
dividual agreements between many different
banks and their depositors, it is neither
possible nor feasible for the Federal Re-
serve Banks to include such exceptions in
their instructions to member banks.

The committee has concluded that the
best approach to the problem involves two
principal steps: (1) the Federal Reserve
Banks should endeavor to achieve subsgtantial
uniformity in their rules and practices re-
garding the types of instruments which they
will accept for collectlon as cash items,
with the aim of so handling as many cate-
gories of instruments as may be practicable;
and (2) individual banks and State Associa-
tions should use their efforts to bring about
a change in the types of item$ used by de-
positors so that the items will be in a form
which the Reserve Banks can handle as cash
items.

3. Specific areas for improvement

The instances in which it appears pos-
sible to widen the categories of instruments
which may be handled as cash items, and to
bring about a situation in which it will be
possible to distinguish more clearly between
the items which may be so handled and those
which may not, are summarized below.

(a) Bankers' acceptances. Six Reserve
Banks have published instructions to the ef-
fect that they will handle bankers' accept-
ances as cash items if forwarded in a sepa-
rate cash letter in sufficient time to reach
the place of payment at least one day before
maturity. The other six Banks have appar-
ently issued no such instructions.
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(b) Items "payable at" a bank. At some
Federal Reserve Banks, items "payable at" a
bank are handled as cash items while at oth-
ers they are not. In some cases, this var-
iation is attributable to differences in
State laws. Section 87 of the Uniform Ne-
gotiable Instruments Law provides that where
an instrument is made payable at a bank it
is equivalent to an order to the bank to pay
the same for the account of the principal
debtor thereon, but this section has not
been enacted in Arkansas, Georgia, Idaho,
Minnesota, Illinois, Kansas, Nebraska, and
North Dakota. Accordingly, items "payable
at" banks in those States are not orders on
the banks named but must be presented to the
principal debtors for payment. Since the
banks at which the items purport to be pay-
able are not, in the absence of some further
agreement, in a position to charge the ac-
counts of the principal debtors and remit
the proceeds upon receipt of the items in
the same manner in which they charge and re-
mit for checks drawn on them, the Reserve
Banks apparently are not able to handle the
instruments as cash items. In the remain-
der of the country where Section 87 is in
force, items "payable at" a bank are the
equivalent of checks drawn on the bank and
there appears to be no reason why they may
not be handled by Reserve Banks as cash
items. These items would include the many
envelope drafts which are "payable at" a
bank.

It is recommended, therefore, that Fed-
eral Reserve Banks uniformly provide for the
handling as cash items of instruments "pay-
able at" any bank located outside Arkansas,
Georgia, Idaho, Minnesota, Illinois, Kansas,
Nebraska, and North Dakota. It is further
recommended that in the States named the re-
spective State Associations (1) explore the
possibility of having the legislatures adopt
Section 87 of the Uniform Negotiable Instru-
ments Law, and (2) urge the banks at which
items of this nature purport to be payable
to arrange with their depositors for the is-
suance of conventional bank checks instead
of "payable at" items in order that they
may be collected as cash items.

(c) Items "payable through" a bank. A
draft on an individual or company is fre-
quently designated as "payable through" a
designated bank, usually the bank in which
the drawee maintains an account. In the
absence of some further agreement, the bank
through which the item is designated as pay-

able is not authorized to charge the item to
the drawee's account with it but must pre-
sent the item to the drawee for payment. In
such a case, a Federal Reserve Bank is gen-
erally not in a position to handle the draft
as a cash item, since the bank through which
the item purports to be payable has no legal
authority to pay and remit for it upon re-
ceipt. As a practical matter, many persons
upon whom such drafts are regularly drawn
have authorized the banks through which they
are designated as payable to charge them to
the drawees' accounts with such banks. 1In
some instances, the charge is made after in-
spection of the items by the drawee before
the close of business on the date of re-
ceipt, but in other cases apparently the
items are charged in the same manner as
checks. Where a Federal Reserve Bank learns
from experience that such an arrangement ex-
ists between a particular drawee and a given
bank, it frequently handles such drafts as
cash items. Because of the number and vari-
ety of these exceptions, however, it is
neither feasible nor possible for a Federal
Reserve Bank to publish definitive instruc-
tions as to the items of this nature which
it will, or will not, receive for collection
as cash items.

There seem to be two principal reasons
why some bank depositors use .drafts on them-
selves "payable through" their bank, rather
than conventional checks drawn on their bank
accounts:

1. During the period when the
Federal tax on bank checks was in
effect, a number of issuers of sub-
stantial numbers of bank checks
switched to the use of drafts "pay-
able through" their banks of ac-
count in order to avoid the tax.
Since from the depositors' stand-
point the use of such drafts was
equally as satisfactory as the
earlier use of checks, inertia as
much as anything else has probably
been responsible for their failure
to switch back to the use of checks
following repeal of the tax.

2. Some companies with
regional offices have apparently
concluded that there are advan-
tages in having the managers of
such offices make disbursements
by drafts on the head offices,
"payable through" their princi-
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pal banks of account, rather

than by issuing company checks

on local bank accounts or on
their principal accounts. This
device enables the head offices
to review disbursements by re-
gional offices before they are
actually paid. The companies may
also be influenced by the fact
that the device delays payment
and may give them an additional
day's use of the funds. In addi-
tion, the device may result in
lower analysis charges since in
some cases it 1s unnecessary to
maintain numerous local bank ac-
counts for regional offices, and
in others the analysis charge of
the principal bank of account may
be less for handling the drafts
than for handling individual checks
drawn against the company's account.

It is recognized that in some cases
there are sound business reasons why a bank
depositor decides to use a draft rather than
a check for certain disbursements, but it
appears that in many instances drafts are
being used unnecessarily and checks could
be used for disbursements without any dis-
advantage to the depositor. It is recom-
mended that banks review the circumstances
with customers upon whom drafts "payable
through" such banks are drawn in substantial
numbers, and arrange wherever possible for
the customer to use conventional checks which
may be handled as cash items through the Fed-
eral Reserve Banks.

(d) State and municipal warrants. Items
drawn on the treasurers or other disbursing
officers of States, counties, cities and
other municipal subdivisions must be pre-
sented by a collecting bank to the drawee
for payment and, in the absence of some fur-
ther agreement, the bank in which such dis-
bursing officer carries his account is not
authorized to pay the items without such
presentation. As a matter of law, there-
fore, the Federal Reserve Banks are not
able generally to handle State and munici-
pal warrants as cash items. As a practical
matter, however, there are numerous instanc-
es throughout the country in which such a
disbursing officer has authorized his bank
of account to pay warrants drawn on him in
the same manner as if they were checks drawn
on his account, and the Federal Reserve
Banks, to the extent that they are aware of
such arrangements, will handle such warrants

as cash items. Because of the number and
variety of such exceptions, however, it is
neither feasible nor possible for the Feder-
al Reserve Banks to publish instructions de-
fining the warrants which they will, or will
not, handle as cash items.

The operating problems involved in han-
dling State and municipal warrants, and par-
ticularly in determining whether particular
warrants may or may not be handled as cash
items, have been minimized in certain areas.
Largely as the result of efforts initiated
by the Federal Reserve Bank of Minneapolis,
the States of Wisconsin, Minnesota and South
Dakota have amended the laws relating to
disbursements of public funds (Wisconsin
Laws of 1951, ch. 407; Minnesota Laws of
1953, ch. 319; Session Laws of South Dakota-
1953, ch. 500), so that in effect all in-
struments representing such disbursements
are drawn on a bank and payable upon pres-
entation. The State of Oregon has recently
enacted a law (Oregon Laws of 1953, ch. 664)
which, while different in form from the Wis-
consin statute and although continuing in
effect the authority of a political body to
disburse by warrant if it wishes, makes pos-
sible the same general result as in Wisconsin.

It is recommended, therefore, that in
areas where the handling of State and muni-
cipal warrants as cash items is not current-
ly possible one of two steps be taken:

(1) If existing State law
permits disbursements by politi-
cal bodies to be made by bank
check as well as by warrant, the
State Association should encour-
age the use of checks rather than
warrants wherever possible.

(2) If existing State law
reguires such disbursements to be
made by warrants or other instru-
ments which the depositary banks
of such political bodies are
not authorized by law to pay
upon presentation, the State
Association should seek ap-
propriate legislation permit-
ting all such instruments to
be drawn on banks and payable
on presentation, in order that
they may be handled as cash
items.

The committee anticipates that the Federal
Reserve Banks would cooperate actively with
State Associations in such efforts.
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CHAPTER V

MISCELLANEOUS SUBJECTS STUDIED

At the time the study was announced to
the membership of The American Bankers Asso-
ciation, and again when the survey was under-
taken and questionnaires were sent to about
1,300 selected banks throughout the country,
bankers were requested to inform the commit-
tee of their specific problems involving
check collections and to submit their sug-
gestions for improving the check collection
system. Many responses were received and a
number of the suggestions for improvements
in current check collection methods have
been incorporated in the recommendations
contained in the preceding section of the
report. Related problems, concerning mat-
ters other than collection methods, and sug-
gestions for dealing with them, are covered
in this chapter.

Additional helpful information was ob-
tained in a series of twelve meetings which
the committee held during the fall and win-
ter of 1953-54 in each Federal Reserve dis-
trict. About ten commercial bankers asked
to attend each meeting were selected in ap-
proximately equal numbers from key operating
men in Reserve City banks, large country
banks, and small country banks. The commit-
tee, aware that its approach to improving
the check collection system was national in
outlook and that certain regional variations
in practices might have been overlooked in
its study, arranged these meetings as a fi-
nal check on its recommended program. The
meetings demonstrated that such regional
variations as do exist apparently will not
invalidate the recommended program in any
respect; as a collateral benefit, the meet-
ings provided an additional source of in-
formation regarding check collection prob-
lems and suggestions for resolving them.

Other collateral information came to
the committee from a group of technical rep-
resentatives of business machine manufactur-
ers who met separately with the committee
over a three-day period in the fall of 1952,
a group of treasurers of national corpora-
tions who met with the committee at about
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the same time, representatives of the Post
Office Department, individual banks, and
various Federal Reserve operating men.

A. Return Items Procedures

Many bankers who communicated with the
committee emphasized the need for simplifi-
cation and expedition in the return of un-
paid items. Almost every comment included an
example in which a week or ten days elapsed
between the date an item was deposited and
the date it was returned to the first col-
lecting bank after nonpayment even though
the drawee bank was relatively nearby. One
banker termed as "the problem of the day"
the increase in the number of return items
and the slowness of the return process.

These comments have received careful
study, and the committee has concluded that
it should be possible for banking, by coop-
erative effort, (1) to bring about a sub-
stantial reduction in the number of items
returned, and (2) to expedite the receipt by
the first collecting bank of items which
must be returned.

Transit items returned unpaid amount to
about 0.65 per cent of items presented for
payment. Although this may appear to be a
small proportion of all items handled, 175,000
items are returned unpaid every day (about 50
million items in 1952). The accompanying
table shows a breakdown of the number of
transit items returned unpaid by (a) reason
for return, and (b) amounts of items re-
turned.

Accordingly, it appears that 54 per
cent of unpaid items are returned for in-
sufficient funds and another 19 per cent
because of missing or irregular.endorse-
ments, and that 64 per cent of all items
returned unpaid are in amounts less than
$50. Since the expense of handling a re-
turn item is high (many times the expense
of handling a transit item in the regular
course), these returns cost the banking
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Table XIX

Transit Items Returned Unpaid
(On an average day in July, 1952)

Reason %
Insufficient funds 54
Endorsement 19
Missent 11
Signature 3
Uncollected funds 3
Other 10

Total 100

system between 10 and 20 million dollars a
year. In the committee's view, a consider-
able portion of this expense is avoidable.

Three steps may be taken to reduce the
number of items returned unpaid:

1. The fact that more than half
of unpaid items are returned
for insufficient funds and 64
per cent of all items returned
are for less than $50 indicates
where the principal source of
trouble lies. Banks should re-
fuse to retain accounts of de-
positors who persist in drawing
checks which are not good.

2. The fact that 20 per cent of
unpaid items are returned for
missing or irregular endorse-
ments indicates that greater
care on the part of first col-
lecting banks at the time the
items are deposited for collec-
tion would eliminate many re-
turn items.

3. The number of return items may
be reduced substantially if
drawee banks will employ all
reasonable means at their dis-
posal to "cure" technical de-
fects in items and pay them,
rather than to return them ar-
bitrarily to the endorsing
banks. In this connection,
the committee endorses the
"Recommended Procedures and
Practices", issued August 6,
1952, by the Illinois Bankers
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Amount _%
$50 or less 64
$50 - $100 20
$100 - $500 12
Over $500 4

Total 100

Association and its Committee
on Bank Management. The sub-
stance of these recommendations
is included in Appendix D.

If banking were to carry out the pro-
gram suggested above, the number of return
items would be reduced substantially and
many of the difficulties associated with the
return of unpaid items would be minimized.
It should also be possible, however, to ex-
pedite the return of unpaid items. The com-
mittee's general recommendations for expe-
diting the presentation of items should have
the effect of expediting the return of items
presented and not paid.

In this connection, the committee has
considered the proposal of the Bank Manage-
ment Commission of The American Bankers As-
sociation for the direct return of unpaid
items to the first endorsing banks. This
proposal contemplates that a bank which does
not pay an item drawn on it will send the
item directly to the first bank endorser
without entry, and at the same time will
draw on the first bank endorser a so-called
unpaid item draft which it will send through
regular channels for collection as a cash
item. The effect of the proposal is to re-
turn an unpaid item to the first endorsing
bank and its customer as promptly as possi-
ble and to eliminate expense and delays in-
cident to its handling by intermediate en-
dorsers. In order to be fully effective,
however, the proposal must be acceptable to,
and be adopted by, bankers generally, and
they must be willing to assume the obligation
to pay unpaid item drafts. The committee
understands that The American Bankers Asso-
ciation is ascertaining whether such accept-
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ance and adoption may be expected; if a fa-
vorable reaction should be obtained, it is
understood that the Federal Reserve System
will amend its regulations and circulars
governing check collections to make the pro-
posal effective. The committee believes
that general adoption of the proposal should
expedite and simplify the return of unpaid
items.

Another suggestion with respect to the
handling of return items appears to have
merit. A uniform return items slip with
standardized wording of the reasons for re-
turn would be helpful. The committee under-
stands that The American Bankers Association
plans to sponsor general use of a uniform
slip.

B. Standardization of Check Sizes and Design

Many bankers suggested the need for
further progress toward standardization of
check sizes and of check layout or design.
The Bank Management Commission of The Amer-
ican Bankers Association has already devoted
a considerable amount of study to this prob-
lem and has issued several publications set-
ting forth its recommendations. The commit-
tee adopts and endorses these recommenda-
tions.

Standardization of check sizes and de-
sign is desirable because it will facilitate
bank operations and enable banking to render
better service to the public at lower cost.
Standardization within certain reasonable
prescribed ranges of sizes and types will be
imperative if the check collection operation
is to be substantially mechanized.

The principal burden of a program for
standardization must be assumed by banks.
They are the only ones affected who are in
a position to insist upon standardization in
their dealings with customers, check manu-
facturers and business machine manufacturers,
and they must be willing to adopt a firm and
united position if any real progress is to be
made. The program recommended by The Amer-
ican Bankers Association is a good one; it is
up to the individual banks of the country to
adopt and sell it.

C. Legibility of Endorsements

One of the most troublesome problems of
banks in connection with check operations is

the superimposition of bank endorsements and
the consequent difficulty of reading them
when it becomes necessary to identify sever-
al endorsers.

One cause of the trouble is the size
of many bank endorsements and the fact that
they contain a comparatively large number
of words and figures. Another cause lies in
the widespread use of various types of en-
dorsing equipment which are so adjusted that
they tend to pile one endorsement on top of
another. The committee's study of this prob-
lem has led it to the conclusion that it
should be possible to minimize these diffi-
culties.

Many bank endorsements are more than
two inches square. As a rule they contain
the name of the bank, its transit number,
a date, and a legend such as "Pay to the
order of any bank, banker or trust company.
Prior endorsements guaranteed",

The use of a restrictive endorsement,
including a specific guarantee of prior en-
dorsements, on checks handled by banks for
collection is recognized by statute, by ex-
isting transit instructions (including the
check collection circulars of the Federal
Reserve Banks), and by general banking prac-
tice. Disregarding legal considerations,
there are two important elements of a bank
endorsement on an item handled for collec-
tion: (1) identification of the endorsing
bank, and (2) the date on which the item is
handled. In large proof machine installa-
tions, there is usually a third element --
the number of the machine on which the item
is handled, to facilitate tracing the item
if that should become necessary. According-
ly, unless legal considerations would pre-
vent it, it should be possible to reduce
substantially the size and content of a
bank endorsement by confining it to the
transit number and the abbreviated name of
the endorsing bank, the date, and (when de-
sired) a proof machine number.

The committee has consulted counsel in-
formally to ascertain whether it would be
possible from a legal standpoint to modify
a bank collection endorsement in the manner
indicated and still retain the rights and
liabilities that now grow out of the stand-
ard form of restrictive endorsement and the
specific guarantee of prior endorsements in-
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cluded therein. Counsel has indicated, in
substance, that the legal effect of any sym-
bol or device adopted as an endorsement may
be prescribed by agreement between the col-
lecting banks. As an illustration of such
an agreement, counsel has indicated that a
provision in the Federal Reserve Bank check
collection circulars that the Federal Re-
serve Bank guarantees prior endorsements on
checks sent by it to drawee banks irrespec-
tive of whether its endorsement contains a
specific guaranty would be effective. 1In
the case of checks sent to the Federal Re-
serve Bank, the circular might provide that,
irrespective of the form of the endorsement
of the sending bank, its liabilities with
respect to a check which it forwards to the
Federal Reserve Bank shall be the same as
though it had endorsed such check with the
usual form of restrictive endorsement and
with its specific guaranty of prior endorse-
ments. Incorporation of such provisions in
the check collection circulars of the Fed-
eral Reserve Banks would not affect checks
which are not handled by the Reserve Banks,
but presumably appropriate amendments of the
standard transit instructions prescribed by
The American Bankers Association would ex-
tend the use of simplified endorsements to
all transit items.

Simplification of endorsements will
help to minimize the problems. In addition,
the committee believes that two other steps
to avoid superimposition of endorsements and
to facilitate their legibility should be con-
sidered. One of these is to assign certain
areas of the back of the check for the en-
dorsements of certain classes of banks. For
example, in either a vertical or a horizon-
tal plane, one third might be reserved for
endorsements of "country" banks, one third
for endorsements of Federal Reserve Banks
and branches, and the remaining third for
endorsements of '"correspondent" banks. The
other step is for each class of bank to use
a different colored ink for endorsements.

In order to be effective, this program would
involve not only substantial acceptance by
banks but also cooperation by manufacturers
of mechanical endorsing equipment, since it
would require adjustments of endorsing mech-
anisms and changes in the size and shape of
endorsing plates.

The committee concludes from its study
that substantial improvements along the lines
mentioned above are possible. It has not

been able in the time at its disposal to pur-
sue the matter further, and regards a pro-
gram for simplifying bank endorsements as a
project in itself. The committee recommends
that the Federal Reserve System and The Amer-
ican Bankers Association consider undertaking
the project on a joint basis, either through
special committees or through the Reserve
System's Subcommittee on Collections and the
Association's Bank Management Commission.

D. Transportation of Checks

Many bankers complained of the deterio-
ration of facilities for transporting out-
of -town checks. The substantial advantages
derived from the use of air transportation
for the collection of checks payable at dis-
tant points were recognized, but many em-
phasized that the collection of items within
a radius of 200 or 300 miles by ground trans-
portation had become progressively slower in
recent years.

Many complaints regarding mall service
were received. These complaints mentioned
the slow handling of all mail after it
reaches the post office at the point of de-
livery, and in the case of air mail it was
observed that transportation from the air-
port to the addressee even in the largest
cities frequently requires more time than
it takes to fly the mail 1,000 miles or more.
Bankers also criticized the adoption by post
offices of progressively earlier hours for
final deposit of outgoing mail.

The Federal Reserve Banks and branches
were asked to comment on the effects on Fed-
eral Reserve operations of changes in mail
and transportation service. Half of the Re-
serve offices reported no substantial effects
on their operations. Ten offices stated that
train service had deteriorated and hindered
their check operations, but two of these and
five others indicated that newly established
truck mail service had been beneficial. Two
offices reported that truck mail service had
not changed the situation appreciably, and
one office stated that train service had im-
proved in its area. Three offices complained
of earlier closing hours for receipt of out-
going mail at post offices.

In the fall of 1953, the committee con-
sulted with representatives of the Post Of-
fice Department regarding the points men-
tioned above. The Post Office authorities
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pointed out that the railroads had reduced
sharply the number of nonprofitable passen-
ger trains, which in many communities were
the only means by which mail was received.
They noted that specially designed highway
post office vehicles, star routes and truck
routes had been employed to serve these com-
munities and in most instances were doing a
good job. They also indicated that contin-
ued study and vigorous attention were being
given to the elimination of delays in han-
dling mail, including handling at airports,
and expected this situation would improve.

One banker suggested that the Post Of-
fice establish a special class of mail to
receive preferred handling (particularly
between airports and addressees' lock boxes)
at a premium rate of postage. The committee
regards this suggestion with favor and has
communicated it to the Post Office Depart-
ment.

E. Depositors' Practices-

There are certain practices of depos-
itors which may affect check operations in
the banks in which they carry their accounts.
The purpose of this section is to call atten
tion to arrangements which some banks have
found helpful. Any modifications of current
practices would have to be initiated by in-
dividual banks and worked out with their de-
positors.

1. Staggered Payrolls and Cycle Billing

One of the problems in check handling
operations is fluctuating work load. The
survey showed that at all banks work load on
a peak day in July, 1952, was between 35 and
45 per cent higher than the load on an aver-
age day in that month. In general, these
peaks were more pronounced in larger banks
than they were in smaller banks.

Fluctuations are caused in considerable
measure by recurring periodic payments, such
as wage payments or payments of obligations
falling due at a particular time each month.
Banks having depositors who draw large num-
bers of checks periodically (large employers,
for example), or who deposit large numbers
of checks for collection periodically (pub-
lic utilities or department stores, for ex-
ample), may be able to work out arrangements
with such depositors to reduce fluctuations
of work load in the check operations of such

‘banks.

Large employers may be willing to
adopt staggered payrolls. Depositors such
as utilities, department stores and others
which send out large numbers of monthly bills
may be persuaded to adopt cycle billing prac-
tices. Such changes may result in operating
economies not only for the bank but for the
depositors as well.

2. Checks Deposited in Packages

In the case of a depositor who receives
large numbers of checks in the course of
business, the depositor and the bank some-
times work out an arrangement under which
the depositor packages and lists items which
are to be deposited. The depositor endorses
the items with its own endorsement and with
that of the bank, and separates and lists
items as required by the bank. The bank re-
ceives the packages intact and forwards them
to its correspondent bank or Federal Reserve
Bank without rehandling the items.

In any such case, the depositor should
not be permitted to include in the package
items drawn on local banks or items which
the local bank might collect through a re-
gional clearing arrangement or by sending
directly to drawee banks.

F. Number of Cash Letters Sent and Received

The committee's survey included data
regarding the number of cash letters sent
and received daily by country banks. The
number of cash letters sent daily -- partic-
ularly by the smaller country banks -- is
interesting since it gives some indication
of the extent to which banks sort checks.
The number of cash letters received daily
has a bearing on the number of different
remittances drawee banks must make.

Table XX shows that less than 20 per
cent of country banks sent only one cash
letter daily; about half of the country
banks sent between two and five, the aver-
age being a little more than threej;and near-
ly 20 per cent sent between six and ten let-
ters daily. The pattern for banks with less
than $25 million in deposits was roughly the
same, Bearing in mind that only 21 per cent
of banks with deposits of less than $25 mil-
lion sent items to Federal Reserve offices,
the fact that eight out of every ten country
banks of that size sent more than one cash
letter daily indicates that most of these
banks do some sorting of checks.
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Table XX

Number of Cash Letters Sent and Received Daily by Country Banks*

Sendings Receipts
Per Cent of Per Cent of
all Country all Country
Number Per Cent of Banks under Per Cent of Banks under
of Cash Average all Country $25 Million Average all Country $25 Million
Letters Number Banks Deposits¥** Number Banks Deposits**
1 1.0 15.0% 18.2% 1.0 17.3% 20.6%
2 - 5 3.2 46.5 52.1 3.2 48,2 54.8
6 - 10 7.6 19.6 19.8 7.5 17.2 16.2
11 - 25 14.9 8.3 6.1 15.0 7.6 5.6
More than
25 64.4 10.6 3.8 45.7 9.7 2.8
Total 11.2 100,0% 100, 0% 8.6 100.0% 100, 0%

* DBased on figures for an average day in July, 1952.

** As of June 30, 1952.

The pattern of receipts of cash letters
is much the same as the pattern of sendings,
and indicates that a substantial proportion
of country banks with deposits of less than
$25 million received more than one cash let-
ter daily. The committee was informed that
smaller banks prefer to receive a single
cash letter in order to simplify handling
remittances and return items. To the extent
that a country bank receives cash letters
from more than one Federal Reserve office,a
single remittance may be made for all such
letters; if cash letters are received from
more than one correspondent bank, separate
remittances are required.

G. Lost Items, Microfilming and Insurance

The number of checks lost in the proc-
ess of collection is almost microscopic in
relation to the total number of checks writ-
ten, and is an even smaller proportion of
total check handlings. Between 50,000 and
60,000 checks were lost during the year 1952.
Most of these were involved in losses of en-
tire cash letters, which were destroyed by
fire, cut up by train wheels, or lost in
other accidents. Some individual items were
also lost. Reconstructing entire cash let-
ters, or tracing individual lost items, and
obtaining checks to replace those lost, is
a troublesome and expensive operation for
banks.

Most country banks microfilm some of
the checks they handle, in order to keep a
record for themselves and their depositors.
The survey showed that about 9 out of every
10 country banks filmed some checks, in total
about 65 per cent of all checks they han-
dled.More than half the country banks filmed
items drawn on them, and about the same pro-
portion filmed checks which they cashed. Al-
most all country banks filmed some transit
items; relatively few filmed local items.

The survey showed that about one coun-
try bank in five carried insurance protect-
ing it against financial loss arising from
the loss of checks in transit. Supplementary
information obtained in the study indicates
that such insurance generally takes one of
two forms.

One type of policy protects against
monetary loss resulting from loss, theft,
destruction or disappearance of any items
enclosed in a cash letter in transit during
the course of collection; and also against
loss of cancelled checks after being charged
to a customer's account and dispatched to
the customer. The policy contains a stated
limit of coverage in dollar amount, and the
premium is based upon the average daily dol-
lar amount of checks sent for collection. A
reduction of 50 per cent in the amount of
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the premium is allowed if the insured bank against loss or destruction of a cash letter
agrees to maintain photographic or manual and its contents while in the possession of
records of transit items; otherwise no rec- the carrier, and will pay in the event of
ord keeping is required and, in fact, the such a loss --

policy is offered on the basis that the cost

of the full premium is less than the cost of 1. Reasonable costs of recon-

keeping records. Insurance coverage of this structing the letter and its

type is apparently carried primarily by contents;

smaller banks., Larger banks handling very

high daily dollar amounts of transit items 2. Any loss of interest actually

regard the premiums as disproportionate to

sustained by use of funds to
the risk involved.

maintain cash position dur-
ing the period of reconstruc-

Another form of insurance against tion: and
2

losses arising from the loss of checks and
cash letters in transit is confined to losses g

occurring while the items are in the posses- )
sion of a specific carrier. At the present

time, this form of insurance is used princi-
pally to cover checks while in the course of
transportation by contract motor carrier. As
a rule the insurance covers the sending bank

The face value of any items
which cannot be traced.

Such a policy generally provides for an
over-all limit of liability arising out of
any one loss.
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CHAPTER VI

SUGGESTIONS FOR PUTTING RECOMMENDED PROGRAM INTO EFFECT

The completion of the study and the
filing of this report, with its findings
and recomn:ndations for changes in current
methods considered necessary to improve the
speed and efficiency of check collections,
represent the beginning, rather than the
end, of the principal task. The recommenda-
tions if adopted by the sponsoring groups
will not be self-executing. If any benefit
is to be derived from the work that has been
done, bankers generally must be persuaded to
adopt the changes in methods which the re-
port recommends. This will involve funda-
mentally an educational process: a banker,
in order to be willing to adopt a change in
methods, must be convinced that the change
will benefit his bank and its depositors.
To secure general adoption of the commit-
tee's recommendations, therefore, will re-
quire a concerted and continuing organized
effort. Following are the committee's views
as to how that result may be achieved.

Some of the committee's recommendations
are directed to specific organizations or
groups. (Compliance with those recommenda-
tions presents the least problem, since the
recommendations may be transmitted directly
for consideration by the organizations or
groups concerned. Most of the recommenda-
tions concerning changes in current check
collection methods (Chapter IV), however,
are directed to banks generally, and it is
the program embodied in these recommenda-
tions that will require the most attention.

In view of the nature of the organiza-
tion and the activities of the National As-
sociation of Bank Auditors and Comptrollers,
it appears that the support of the Associa-
tion would be of considerable assistance to
the three original sponsoring groups in se-
curing general adoption of the recommenda-
tions. As a first step, therefore, an ef-
fort should be made by the three sponsoring
groups to obtain the cooperation and assist-
ance of the National Association of Bank
Auditors and Comptrollers.
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As a second step, the sponsoring groups
(this and subsequent references to "sponsor-
ing groups" will be understood to include
NABAC if it agrees to cooperate) should cre-
ate a standing joint committee, composed of
one or two representatives from each group,
which would be charged with the over-all di-
rection and coordination of a national pro-
gram to secure general adoption of the rec-
ommendations. The committee has in mind
that representatives on such a standing joint
committee might be drawn in the case of the
ABA from its Bank Management Commission, in
the case of the Reserve City Association
from its Committee on Correspondent Bank Re-
lations, in the case of NABAC from its Oper-
ations Commission, and in the case of the
Federal Reserve from the Subcommittee on
Collections of the Conference of Presidents.
It is also suggested that staff members of
the ABA assigned to the Bank Management Com-
mission and the State Association Section
might be affiliated with the committee.

As a third step, the standing Jjoint
committee should appoint a committee in each
Federal Reserve district. Each district com-
mittee would be composed of one representa-
tive from each sponsoring group, and its
primary function would be to represent the
national committee at the district level,
and to provide liaison, guidance and coor-
dination to state committees within the dis-
trict.

As a fourth step, through the State
Association Section of the ABA, the Secre-
tary of each State Association should be
requested to form a state committee composed
of members of the State Association, without
any particular regard for affiliation with
one of the sponsoring groups. Preferably
such men should have had some experience on
a committee on bank operations, or the like,
within the State Association. Each state
committee would receive guidance from the
appropriate district committee. The respon-
sibility of the state committee would be to
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see that the program and its benefits are
presented and discussed at county and group
levels, with particular reference to presen-
tations at operations clinics, seminars and
panel discussions. To assist the state com-
mittees in this respect, the respective dis-
trict committees should be in a position to
furnish speakers or discussion leaders.

The form of pyramidal organization
recommended is regarded as very important.
The way to obtain adoption of the recom-
mended check collection methods is by di-
rect approach to the individual banker, but
proper guidance and coordination from the
top are essential.

Having established an organization such
as that recommended, there would remain an
extensive program of publicity and banker
education to be carried out.

The results of the study and the prin-
cipal recommendations contained in the re-
port should be given the broadest possible
publicity in banking and other financial
publications. Articles on specific portions
of the report--for example, articles on
clearing house operations, or on regional
clearing arrangements--should be featured.

Finally, at the various graduate bank-
ing schools of the country, lectures de-
scribing the recommendations offered and
the advantages to be obtained by their adop-
tion should be presented. In addition, ser-
ious consideration should be given to the
inclusion in courses on bank operations of
more detailed material regarding methods
and patterns of check collections, with
particular reference to the recommendations
made in this report.
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APPENDIX A

Sampling Process and Coverage, Methods of Estimate,
and Reconciliation of Commercial Bank and Federal Reserve Data

The basic data on check volume and flow,
together with certain collateral information
used in the report, was obtained mainly from
three major surveys conducted for the com-
mittee. Questionnaires were sent to all
Federal Reserve Banks and branches, to all
banks which had members of the Association
of Reserve (City Bankers, and to a sample of
members of The American Bankers Association.
Copies of the three questionnaires will be
found at the end of this appendix.

A1l of the Federal Reserve Banks and
branches returned completed questionnaires.
Usable returns were received from 172 banks
which had members in the Association of Re-
serve City Bankers and 598 usable returns
were received from members of The American
Bankers Association. The commercial banks
which responded to the survey requests held
deposits on June 30, 1952 aggregating to 52
per cent of all commercial bank deposits in
the United States.

Selection of the Sample
Sent Questionnaires

Since questionnaires were sent to all
Federal Reserve Banks and branches and to
all banks with members of the Association
of Reserve City Bankers, sample selection
was confined to banks with membership in
The American Bankers Association. For cer-
tain purposes of records and administration,
the Bank Management Commission of The Ameri-
can Bankers Association divides its member
banks into two deposit size classes: banks
with less than $7.5 million in deposits and
banks with $7.5 million or more in deposits.
In selecting the sample of A.B.A. member
banks to be sent questionnaires, the Bank
Management Commission staff, with the advice
of the committee, selected a sample of ap-
proximately 1,100 banks, distributed in pro-
portion to each state's share of the nation-
al total number of banks in the two size
classes. Roughly one-fifth of the sample
consisted of banks with operating men who
make up the "Key Banker" list for testing
certain proposals advanced by the Bank Man-
agement Commission from time to time. The

balance consisted of a random selection from
the strata of states and two size classes.

As noted, 598 usable returns were re-
ceived, 269 coming from banks with deposits
of less than $7.5 million and 329 from banks
with deposits of $7.5 million or more. This
effective sample represented approximately a
55 per cent response to the survey on the
part of A.B.A. member banks.

Also as noted, 172 responses were re-
ceived to the questionnaire sent out to
banks with members in the Association of
Reserve City Bankers. The total number of
banks sent gquestionnaires was 206 and the
return represented 85 per cent of the num-
ber sent questionnaires.

Characteristics of the Sample Used

Tables A and B present data showing
the number and amount of total deposits of
all banks in the United States, all Reserve
City banks and all country banks as of June
30, 1952, by size class and by Federal Re-
serve district. The tables also show simi-
lar data for banks included in the effective
sample, i.e., those that returned usable
completed gquestionnaires.

As can be seen, the percentage of cov-
erage was very high for the very large banks
and diminished as size class of bank de-
clined. Of all Reserve City banks, those
returning usable completed guestionnaires
held total deposits amounting to 83 per cent
of all deposits held by banks of this type.l
Of all country banks with deposits of $7.5
million or more, banks responding to the
survey held 23 per cent of total deposits
held by all banks in this size class. Small
country banks included in the survey repre-
sented those holding 3.4 per cent of the de-
posits of all such banks.

1. It should be noted that some Reserve City
banks which operate branch systems did not report on
check volume at all offices. In such cases, however,
the deposit figures included in the sample represent
only the deposits of the offices covered in the ques-
tionnaire.
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Table A

Number and Total Deposits of Commercial Banks in the United States
June 30, 1952
By Size Class and Reserve Status
(Deposits in millions)

All Banks Sample Banks
All Commercial Reserve City Reserve City Sample as % of
Deposit Banks Banks¥* Country Banks Banks* Country Banks Total Deposits
Size Reserve
Class No. Deposits No. Deposits No. Deposits No. Deposits No. Deposits City Country
$500 million
and over 37 $ 53,861 37 $53,861 == -- 36 $49,711 - -- 92.3% ==
$lOO - $499.9
million 170 34,512 116 25,621 54 $ 8,891 87 20,139 20 $ 3,269 78.6 36.7%
$25 - $99.9
million 511 23,310 130 6,936 381 16,374 42 2,759 94 4,424 40.4 27.0
$7.5 - $24.9
million 1,802 22,958 72 1,194 1,730 21,764 7 143 215 3,074 12.0 14.1
Less than
$7.5 million 11,486 27,706 _-- -- 11,486 27,706 _-- -- 269 942 -- 3.4
Total 14,006  $162,347 355 $87,612 13,651  $74,735 172 $72,752 598  $11,709  (83.29# (15.7h¢

* Includes Central Reserve City banks.

# Average.

Note: The number and deposits of Reserve City and country banks shown here are slightly different from actual fig-
ures as of June 30, 1952. The committee's sample of Reserve City banks really was a sample of members of the Associa-
tion of Reserve City Bankers. Some cities formerly classified as Reserve Cities subsequently were reclassified as non-
Reserve Cities, but certain banks in these cities continued to be members of the Association of Reserve City Bankers.
Five such banks with deposits of $419 million were included in the survey. Their figures were added to actual Reserve
City universe figures and subtracted from country bank universe figures for the purposes of this study. Thus both uni-
verse and sample shown for Reserve City banks contain some banks which formerly had Reserve City status but now are coun-
try banks and the universe and sample for country banks as shown are slightly smaller than actual records would indicate

Table B

Deposits of Commercial Banks in the United States, June 30, 1952
By Federal Reserve District
(In millions of dollars)

Depogits of All Banks Deposits of Sample Banks as % of All Banks
Country Country Country Country
Banks with Banks with Banks with Banks with
Federal A1l Reserve deposits of deposits of Reserve deposits of deposits
Reserve Commercial City $7.5 million 1less than City $7.5 million of less than
District Banks Banks or more $7.5 million Banks or more $7.5 million
1. Boston $ 7,642 $ 2,394 $ 4,214 $ 1,034 88.2% 39.3% 4.8%
2. New York 38,840 28,033 8,971 1,836 97.2 16.3 3.2
3. Philadelphia 8,570 2,855 3,768 1,947 63.2 24.1 2.5
4. Cleveland 13,047 6,968 3,638 2,441 90.6 19.4 3.2
5. Richmond 8,775 3,060 3,636 2,079 54.9 30.2 4.1
6. Atlanta 8,948 3,051 3,731 2,166 80.0 26.6 3.1
7. Chicago 26,585 14,241 7,454 4,890 81.0 21.1 3.2
8. st. Louis 7,469 2,668 2,096 2,705 75.4 11.4 3.7
9. Minneapolis 5,179 1,321 1,445 2,413 83.9 17.7 5l
10. Kansas City 8,391 3,777 1,700 2,914 63.8 24.4 3.6
11. Dallas 8,476 3,599 2,647 2,230 76.0 11.3 1.9
12. San Francisco 20,425 15,645 3,729 1,051 72.6 31.1 2.7
Total $162,347 $87,612 $47,029 $27,706 (83.2%)* (22.9%)* (3.4%)*

* Average.
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As may be observed from examination of
Table B, the samples were reasonably con-
sistent among the Federal Reserve districts.
Philadelphia, Richmond and Kansas City were
somewhat under-represented in the case of
the Reserve City banks; St. Louis and Dallas
in the case of country banks with deposits
of $7.5 million or more; and Dallas in the
case of small country banks. On the whole,
however, the response to the survey, both
in terms of size class and Federal Reserve
district, was extremely good.

Federal Reserve Member and
Nonmember Banks in the Sample

Most of the banks responding to the
survey were members of the Federal Reserve
System. Of the total of 598 A.B.A. member
banks sending in usable completed gquestion-
naires, 532 were members of the Federal Re-
serve System; 59 were nonmember par banks;

and 5 were nonmember nonpar banks. Deposits
of all nonmember banks represent about one-
sixth of total commercial bank deposits in
the United States and about 30 per cent of
all country bank deposits. In the sample,
nonmember bank deposits represent 6 to 7
per cent of all country bank deposits. Non-
par bank deposits represent only 1 per cent
of total commercial bank deposits in the
United States (about 2 per cent of all coun-
try bank deposits); in the sample the de-
posits of such banks were only a fraction
of total deposits.

Examination of the patterns of check
volume, sources and receipts indicates that
additional representation of nonmenber banks
would have had little effect on the figures
used by the committee in its study. The
following table shows such patterns for all
country member banks and all country nonmem-
ber banks (including the nonpar banks) in-
cluded in the sample.

Table C

Patterns of Check Volume, Sources and Dispositions,
Sample Member and Nonmember Banks (including Nonpar Banks)
(As of an average day in July 1952)

Total Check Volume
Items paid
Items on other local banks
Intradistrict par items
Interdistrict par items
Nonpar and restricted items

Total Sources of Check Volume
Clearings
Federal Reserve
Other banks
Other deposits
Cashed checks

Total Disposition of Check Volume
Debits
Clearings (or messenger)
Federal Reserve
Correspondents
Miscellaneous
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Member Banks Nonmember Banks

100.0% 100.0%
43.9 51.0
17.4 17.5
21.8 18.4
8.7 9.8
2.2 3.3
100.0% 100.0%
16.1 17.7
16.7 17.0
10.9 11.8
47.6 42.7
8.7 10.8
100.0% 100.0%
49.8 50.2
16.9 16.7
14.6 1.0
15.8 29.7
2.9 2.4
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With one significant exception, the
patterns are strikingly similar. The simi-
larities are even more striking when it is
noted that both samples contain banks of
all sizes, but nonmember banks in the sample
average Jjust about half the deposit size of
member banks in the sample, $10 million as
against $20 million. Generally nonmember
banks are concentrated in the smaller de-
posit size classes.

The significant exception, of course,
is in proportions of items sent directly to
Federal Reserve Banks. Since nonmember banks
generally are not permitted to send items di-
rectly to Federal Reserve Banks, only 1 per
cent of their volume was sent there in con-
trast to 14 per cent for member banks. It
is noteworthy, however, that the proportion
of total volume going to Federal Reserve
and correspondent banks combined was virtu-
ally the same for both member and nonmember
banks. Equally noteworthy is the fact that
nonmember banks actually received a slightly
higher proportion of the total number of
checks they handled in Federal Reserve cash
letters than did member banks. These facts
underline important points brought out in
the text on findings and on recommendations.

The sample of country banks (member and
nonmember banks combined) shows about 14 per
cent of total items handled going directly
to the Federal Reserve Banks. Assuming that
the nonmember banks in the sample are repre-
sentative of all nonmember banks, represen-
tation of nonmember banks in the sample pro-
portionate to their representation in the
universe would show only 11 per cent of to-
tal handlings of country banks as going di-
rectly to Federal Reserve Bdnks. Therefore,
the committee's figures for all country
banks, derived from the sample, probably
overstate slightly sendings to Federal Re-
serve Banks. It should be remembered, how-
ever, that the bulk of items sent to Federal
Reserve Banks come from Reserve City banks
so that such overstatement of sendings to
Federal Reserve Banks by country banks has
little effect on the figures covering all
banks. Actually, the committee's estimate
of total sendings by commercial banks to
Federal Reserve Banks 1s slightly smaller
than the figures reported by all Federal
Reserve offices as to number of items re-
ceived from commercial banks.

The net conclusion, then, is that
under-representation of nonmember banks in
the sample creates no significant bias, and
that the figures derived from the sample
are adequately representative of figures
for the universe.

No significant comparisons on a similar
scale may be made with respect to nonpar,
nonmember par, and member banks, because of
the small number of nonpar banks in the sam-
ple. Since nonpar banks hold only 1 per
cent of total deposits and since nonpar items
comprise only 1.5 per cent of all items, how-
ever,either over- or under-representation of
nonpar banks would have virtually no effect
on total figures used, or on patterns of vol-
ume, sources and disposition.

Method of Estimating Totals for
All Banks from Sample Figures

To obtain estimates of total figures on
check volume from the sample figures, the
sample was blown up on the basis of the pro-
portion of its deposits to total deposits.
The relationship between the number of checks
handled and the amount of deposits at banks
of different sizes probably is not quite as
close as the relationship between the dollar
amount of checks so handled and the amount
of deposits. Nevertheless, tests indicated
that the relationship is sufficiently close
so that the blow-up of check volume figures
using proportions of sample to total depos-
its producesreliable results.

In blowing up the sample figures, to-
tals were obtained by: (1) blowing up na-
tionally by size class for Reserve City
banks and for all country banks (the size
classes used were those shown in Table A),
and (2) blowing up by Federal Reserve dis-
trict for all Reserve City banks, for coun-
try banks with $7.5 million or more in de-
posits and for country banks with less than
$7.5 million in deposits. The totals reached
by the two processes were in very close
agreement, further indicating close correla-
tion between deposit size and check volume.
The totals obtained from the second process
differed from those obtained from the first
process by about 1 or 2 per cent. The na-
tional totals that were used were those ob-
tained from the size class blow-up, and those
obtained by the district blow-up were adjust-
ed to conform.
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Methods of Estimating Figures on
Sources and Disposition by Type of Item

The questionnaires sent out for the
committee did not ask for, and consequently
the data reported in them did not produce,
a complete cross-classification of sources
and disposition of items handled.2 The Re-
serve City banks reported check volume by
type of item handled ("on us", on local
banks, intradistrict and interdistrict par,
nonpar and restricted) and by type of dis-
position (to debits, to Federal Reserve,
direct to drawee bank, to correspondents,
to clearings, etc.). They gave no detail
as to sources. A.B.A. banks reported total
volume by (1) type of item, (2) by source,
and (3) by disposition. Federal Reserve
Banks and branches reported total volume
(except items they paid) by type of item
and subclassified by source. Consequently,
to obtain the figures shown in many of the
tables it was necessary to make certain
estimates.

Sources of Items at Reserve

Clty Banks

New items entering the check
collection network daily come from
two primary sources: deposits of
customers other than banks and
checks cashed at the window. The
number of new items entering daily
is about equal to the number of
old items paid and leaving. (This
would be particularly true in the
case of the data reported in the
surveys which applied to an aver-
age day in July, 1952.) Informa-
tion was available from the sur-
veys on items paid by Reserve City,
country and Federal Reserve Banks.
Information also was available on
volume received by country banks
from nonbank deposits and cashed
checks. It follows that the com-
bined total of items received from

2. Were the committee to resurvey check volume,
sources, and receipts, it would seek a more complete
cross-classification and also attempt to get a more
detailed breakdown of types of checks (local, out-of-
town, etc.). This observation comes with the benefit
of hindsight with respect to the committee's recom-
mendations, however; without the data obtained in the
surveys which aided the committee in formulating its
recommendations, it is at best questionable as to
whether the need for the additional detail now thought
desirable could be seen.

nonbank deposits and cashed checks
at Reserve City banks could be de-
rived. Information was available
from the surveys on the proportion
of total items received at country
banks as cashed checks, on volume
received at country banks from
Federal Reserve offices, and on
volume sent all banks by Federal
Reserve Banks. Thus three sources
of items for Reserve City banks
(nonbank deposits, cashed checks,
and Federal Reserve) could be esti-
mated with reasonable certainty.
The Reserve City bank data gave
information on number of items sent
to clearings which should approxi-
mate number of items so received.
Cash letters from banks as a
source therefore could be de-
rived as a residual.

Distribution of Sources of Items
by Type of Item for Reserve City
and Country Banks

The basic considerations under-
lying the estimating procedure were
these:

1. Items coming from clear-
ings and from Federal Reserve
offices were "on us" items.

2. A spot survey of some
200 banks in five Reserve dis-
tricts (conducted subsequent
to the major survey) produced
distribution patterns, by type
of item received for payment
or collection, for cashed checks
and cash letters from other
banks, for banks of the various
size classes. These patterns
were used to distribute items
coming from these two sources
by type of item.

3. Nonbank deposits then
were distributed as a residual.

Distribution of Disposition
of Items by Type of Item

As noted the Reserve City
banks reported this data, and thus
the need for estimating was con-
fined to A.B.A. bank data. Actu-
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ally the A.B.A. bank data on dis- mercial banks on an average day in July,
position was reported in such de- 1952 did not agree completely with data ac-
tail that estimates by type of tually reported by the Federal Reserve Banks
item were obtained fairly easily. and branches as of the same time. In large
For example, checks debited to ac- part the discrepancy seemed to reflect two
counts on own books obviously were factors: (1) commercial bank reporting
"on us" items; checks going to which either (a) left out of account postal
clearings were local items, checks money orders and Treasury checks in count-
going to Federal Reserve offices ing items, or (b) included such items in
outside the district of the col- the disposition category "other" or "miscel-
lecting bank were interdistrict laneous"; and (2) differences in ways a send-
par items. The A.B.A. banks re- ing bank and a receiving bank might classify
ported specifically on intradis- a particular item and its disposition. For
trict and interdistrict par items example, commercial banks receiving items
going to correspondents, and on through the clearings from Federal Reserve
nonpar items going to correspond- Banks would classify such items as coming
ents or direct to drawee banks. from clearings and Federal Reserve Banks
They also reported on volume go- would classify them as going to clearings.
ing to country, county or group But a bank participating in the package
clearings (intradistrict items). check exchanges operated by the New York
Thus estimating of disposition and St. Louis Banks might classify such
was confined mainly to distrib- items as going to (a) clearings, (b) Feder-
uting items going to local Fed- al Reserve, or (c) miscellaneous, and on
eral Reserve offices and to mis- the receiving side similar choice might be
cellaneous channels. The latter exercised. Also Federal Reserve Banks would
were distributed (as accompanying count a package of items, handled as such,
comments indicated they should be) as one item; the sending bank would count it
among local items, nonpar +dtems as the sum of the items it contained. Fi-
going direct to drawee banks, nally, while all items payable at or through
items payable at Federal Reserve Federal Reserve Banks should be classed ei-
Banks, and to balance minor dis- ther as local or intradistrict items, a bank
crepancies between "items paid" sending such items to an interdistrict cor-
and "items debited". Items go- respondent probably classed them as inter-
ing to local Federal Reserve district. These examples are taken from
Banks were distributed as resid- some of the explanations attached to com-
uals to balance the totals shown mercial bank completed questionnaires.
for intradistrict and interdis-
trict par items. Reconciliation of Federal Reserve and
commercial bank figures requires, therefore,
A1l of the above-noted estimating proc- allowance for such factors as are noted
esses were carried on for each size class of above. It also requires certain subtrac-
bank shown. The resulting figures seemed to tions from Federal Reserve figures as shown
be quite consistent internally and checked in Table IV of Chapter III. There, the Re-
out with reasonable accuracy in computing serve Banks are shown as handling 11,552,000
"flow" patterns and in comparison with data items on an average day in July 1952. From
reported by Federal Reserve Banks and branches.| this total must be subtracted (1) items re-
ceived from other Federal Reserve offices,
since they presumably had been counted pre-
Reconciliation of Commercial viously in commercial bank sendings to Fed-
Bank gnd Federal Reserve Survey eral Reserve Banks, and (2) postal money
Data on Volume Sent to and Re- orders coming to the Reserve Banks from the
ceived from Federal Reserve Banks Post Office rather than from commercial
banks. With these adjustments Federal Re-
Estimates as to sendings to and re- serve volume on an average day in July 1952
ceipts from Federal Reserve Banks by com- was:
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From From
Total Bamks  Other
Ttems paid 2,849,000 2,719,000 130,000
Immediate credit 2,702,000 2,461,000 241,000
Intradistrict 5,423,000 5,043,000 380,000
Interdistrict 578,000 578,000 -
Total 11,552,000 10,801,000 751,000

The commercial banks show as going to
Federal Reserve Banks:

From Reserve City banks 7,034,000
From Country banks 2!9722000
Total 10,006,000

The discrepancy of 795,000 items prob-
ably represents about half and half under-
reporting by commercial banks and reporting
disposition to "miscellaneous" or "messenger”
instead of to Federal Reserve.
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On the other side of the picture (Fed-
eral Reserve sendings and commercial bank
receipts) the discrepancy is much smaller.
Here, from total Federal Reserve volume han-
dled must be eliminated items paid, those
going to clearings and those going on to

other Federal Reserve offices. Thus:
Total To Banks To Other
Items paid 2,849,000 - 2,849,000
Immediate credit 2,702,000 506,000 2,196,000
Intradistrict 5,423,000 5,423,000 -
Interdistrict 578,000 30,000 548,000
Total 11,552,000 5,959,000 5,593,000

Commercial bank figures show as coming
from Federal Reserve Banks:

To Country banks 5,363,000

To Reserve City banks 580,000 (estimated)

Total 5,943,000



112

JOINT STUDY OF CHECK COLLECTION

CONFIDENTIAL SURVEY OF THE CHECK COLLECTION SYSTEM

Sponsored jointly by the

AMERICAN BANKERS ASSOCIATION
ASSOCIATION OF RESERVE CITY BANKERS
FEDERAL RESERVE SYSTEM

General Instructions

Please read entire questionnaire carefully before answering any questions.

In answering questions involving volume of operations, rounded figures will
be sufficient.

. Please assemble the volume information requested on a day in the month

of July when your check operation is typical of an average day in that
month.

In answering any of the questions, and particularly those requesting des-
scriptive or explanatory replies, please feel free to write in detail on sepa-
rate sheets which you may attach to this questionnaire. We will be grateful
for any additional information or suggestions you may care to offer.

Please complete the questionnaire as soon as convenient and return in the
enclosed envelope to

Bank Management Commission
American Bankers Association
12 East 36 Street

New York 16, N. Y.

Name of Bank Federal Reserve District No.

City and State Total Deposits

By

(June 30, 1952)
Date Completed
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I. CHECK VOLUME (Average number of checks handled daily by your bank)
Number
1. Local checks

(A) Checks drawn on your bank ................cc.iiiiiiiiiiiiiiii i

(B) Checks drawn on other banks in your city........ccoeotiiiiiiiiiiiiiiiiiiii
(C) Total local checks handled daily (lines A plus B) . .......ooooiiiiiiiiiiniiniin,

2. Out-of-Town Checks (Collectible at Par)

(D) Checks drawn on banks located in territory served by the Federal Reserve
Bank or Branch of your diStrict .............cooiiiiiiiiiiiiiiiiiii

(E) Checks drawn on banks located in all other Federal Reserve Districts ............

(F) Total “out-of-town” checks handled daily (lines D plus E) .......ccooevniiniinninnne.

3. Nonpar checks and other restricted items handled by you on cash basis. (Items not
collectible through Federal Reserve Bank,)

(G) Nonpar checks collected through direct sendings to drawee banks ..................

(H) Nonpar checks collected through correspondent banks ..................ooooiiiinn,

(I) Other restricted items handled (items not collectible through the Federal
Reserve Banks other than nonpar checks) ...

(]) Total nonpar checks and other restricted items handled daily (lines G plus H
PLUS D) o e N

(K) Total number of all checks, par and restricted items, handled daily (lines C
plus F plus J).coiiiiiiniiiiniinnininnensnnennans .

(L) How much does your peak day volume exceed this average daily volume
(BDPLOZIMACE) v s s sumne s s sioswsn v s saivism o s 5 4o wwaions 5o oWEwEe.s § SEHFE 85 84 55 I 4

4. Relationship of checks drawn on comparatively nearby points to par out-of-town
items handled. (Approximate per cent of par “out-of-town” checks — line F)

Checks drawn on banks located within a radius of

(M) 25 miles of yout bank. ..cocieusmmnse s vomens vossmomens s ess onmms s s v %
(N) More than 25 miles and less than 50 miles of your bank ....... - 9
(O) More than 50 miles and less than 100 miles of your bank ...... -9
(P) Over 100 Miles ..o.oviiuiniiiiiiii i %
(Q) Total ....coiniiiiiiii i e 100 %

5. Sources of all checks received (total should be equal to line K, above)

(a) Received through local clearing house ................ooiiii

(b) Received from Federal Reserve Bank or Branch ...

(c) Received from other banks ..............cooiiiiiiii

(d) Received in all other deposits ..............cocviiiiiiiiiniiiiiniiii e

(¢) Cashed checks .......cccciiiiiiiiiiiiiiiiiiiiiiii e st

(f) Total (equals line K, @bove) -.....oovviiiiiiiiiiiiiiiiiiii
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Number

6. Disposition of all checks received. (Total should be equal to line K, page 2)

(8) Debited to accounts on your books ..........c.o.oveiiiiiiiiiiiiiiii

(h) Collected through local clearing house ................cc.ocoeiiiiiiiiiii

(i) Presented by messenger .............cccooiuiiiiiiiiiiiiiii i

(j) Collected through county clearing house ......................ococoiiiiii L.

(k) Collected through country or group clearing house ..................ccviiinninni.

(1) Sent to Federal Reserve Bank or Branch of your district ................c.oeeen..

(m)-Sent to all other Federal Reserve Banks and Branches ..............................

(n) Checks payable in your Federal Reserve Districts sent to correspondent banks

(o) Checks payable in all other Federal Reserve Districts sent to correspondent
DANKS ... .oeeenencmmme s son aimene s s it o vo siammes s o momnion o v s sind o § o SIS § 64 T0RHS § 4 EFEE3 5558

(p) Checks collected through all other channels ...................c.ooi

(q) Total (equals line K, page 2) .........cccoiiiiiiiiiiiiiiiiiiiiiiii e e

II.

CASH LETTERS

7. Number of banks from which you receive a daily cash letter of checks ...............

8. Number of banks to which you send a daily cash letter of checks .....................

III. RETURN ITEMS (endorsed or returned by out-of-town banks)

10. Average number of unpaid items returned by you daily

9. Average number of unpaid items returned o youdaily ...

11. Approximate per cent of items returned by you

Iv.

For the following Reason For the following Amount

$ S50 or less P—
$ 50 — 8100 - %
$100 — $500 _ %
Over $500

Endorsement - %
Insufficient Funds %
Uncollected Funds %
Wrong Bank %
Signature e %
Other Reasons %
Total 100 %

— )

Total 100 %

INTERNAL OPERATING PROCEDURES

12. Do you microfilm checks? ... Yes D No D

13. If yes, what percentage do you microfilm? ..................o %

14. Check class of items microfilmed

15. Approximate number of checks lost in transit in 1951 ......ovviiiiiiiiiiiiiiiinnnn.
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Own checks

Cashed checks
Clearing house checks
Transit checks
Special items
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16. Do you carry special insurance for checks lost in transit? .............................. Yes El No I |

17. Check method of forwarding checks to your principal correspondent or Federal
Reserve Bank or Branch.

Messenger Air Express
Regular Mail Railway Express
Air Mail Truck Service

V. SPECIAL ARRANGEMENTS FOR PROCESSING AND PRESENTMENT OF CHECKS

18. Do you send checks direct to drawee banks for your credit at your [7ederal
Reserve Bank or cormrespondent bank? ... Yes D No I l
%

19. If so, indicate per cent of total checks handled (per cent of line K, page 2)........

20. In order to avoid duplicate handling, do any of your bank or nonbank customers
bulk list checks to you so that they may be deposited for your credit by your
customer or by you in your Federal Reserve Bank or a correspondent bank?........ Yes L___l No I:j,

21. If so, indicate per cent of total checks handled (per cent of line K, page 2)........ %

22. Do you participate in any arrangement for clearing checks drawn on banks in
other towns in your immediate trade territory (other than through your corres-
pondent or the Federal Reserve Bank or Branch of your district)? .................... Yes D No [:l

23. If so, please describe briefly in separaie memorandum and attach to this questionnaire.

24. Please describe in separate memorandum any other special arrangements which you may follow for
processing or presenting checks.

VI. PLEASE INDICATE IN SEPARATE MEMORANDUM ANY

25. Specific problems you may have in mind regarding check collections in so far as your particular bank
is concemed.

26. Suggestions you may have for improving our check collection system generally,

WE SINCERELY APPRECIATE YOUR COOPERATION.
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JOINT STUDY OF CHECK COLLECTION

CONFIDENTIAL SURVEY OF THE CHECK COLLECTION SYSTEM

Sponsored jointly by the

AMERICAN BANKERS ASSOCIATION
ASSOCIATION OF RESERVE CITY BANKERS
FEDERAL RESERVE SYSTEM

General Instructions

1. Please read entire questionnaire carefully before answering any questions.

2. Inanswering questions involving volume of opgrations, rounded figures will be sufficient.

3. Please assemble the volume information requested on a selected day in the month of
July when your check operation is typical of an average day (for the month). Volume
in each case refers to the number of items.

4. In answering any of the questions, and particularly those requesting descriptive or
explanatory replies, please feel free to write in detail on separate sheets which you
may attach to this questionnaire. We will be grateful for any additional information
or suggestions you may care to offer.

5. Please complete the questionnaire as soon as convenient and return in the enclosed
envelope to the:

Association of Reserve City Bankers
105 West Adams Street
Chicago 3, Illinois
Name of Bank Federal Reserve District No.
City and State Total Deposits

By

(June 30, 1952)

Date Completed
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I. ITEMS DRAWN ON YOUR BANK

Items debited to customers’ accounts
Cashier’s checks, bank drafts, bank money orders, etc.
Payable through drafts handled as cash items

L

Total items drawn on your bank

II. LOCAL CHECKS

(A) Indicate number of items you handle daily, which are drawn on
other banks in your city, collected through

5. Local clearing arrangements

6. Federal Reserve Bank

7. Other procedures (Attach memo with explanation)
8

. Total local checks handled daily

III. OUT-OF-TOWN ITEMS (COLLECTIBLE AT PAR)

(A) Indicate number of items drawn on banks ¢n your Federal Number

Reserve District (excluding local items), collected through Cash Letters

Number
of Items

9. Correspondent banks for credit or remittance
10. Direct sendings to drawee banks

11. Parent Federal Reserve Bank
12. Branch Federal Reserve Bank
13. Other procedures (Attach memo with explanation)

14. Total out-of-town items in your District

(B) Indicate number of items drawn on banks located in all other
Federal Reserve Districts, collected through

15. Correspondent banks for credit or remittance

16. Direct sendings to drawee banks

17. Federal Reserve Banks and Branches
18. Other procedures (Attach memo with explanation)

19. Total out-of-town items outside your District

20. Total all out-of-town items (Combine Lines 14 & 19)

21. Grand total all items (Combine Lines 8 & 20)

22. How much does peak day volume in month exceed
Line 21 in same month? 9%

(C) Indicate how you collect items drawn on banks in a city where
you have an account with a correspondent bank and where there
is also a Federal Reserve Bank or Branch, collected through

23. Correspondent banks

24. Federal Reserve Bank or Branch

25. Total

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



118 JOINT STUDY OF CHECK COLLECTION

IV. NON-PAR AND OTHER RESTRICTED ITEMS HANDLED BY
YOU ON CASH BASIS (ITEMS NOT COLLECTIBLE Number Number
THROUGH FEDERAL RESERVE BANKS) Cash Letters of Items

(A) Non-par checks,
collected through

26. Direct sendings to drawee banks
27. Correspondent banks

28. Total non-par checks

(B) Other restricted items,
collected through

29. Direct sendings to drawee banks _
30. Correspondent banks

31. Total restricted items

32. Grand total (Combine Lines 28 and 31) .

V. SUMMARY OF ALL LOCAL AND OUT-OF-TOWN ITEMS

33. Total number of all outgoing items processed S
(Combine Lines 21 and 32)

34. Number of cash letters dispatched daily to banks o -
(Combine Lines 21 and 32)

VI. RETURN ITEMS (ITEMS INDORSED OR RETURNED BY
OUT-OF-TOWN BANKS ONLY)

35. Average number of unpaid items returned to you daily -
36. Average number of unpaid items returned by you daily I

37. Approximate per cent of items returned by you:

For the Following Reason For the Following Amount

Indorsement % $ 50 or less — %
. Insufficient Funds - % $ 50 to $100 . %

Uncollected Funds _ % $100 to $500 %

Wrong Bank % Over $500 9%

Signature %

Other Reasons %

Total % Total %

VII. MISCELLANEOUS
Please attach a separate memorandum indicating :
38. Whether you have any specific problems regarding check collections insofar as your particular
bank is concerned.

39. Whether you have any suggestions for improving the check collection system generally.

WE SINCERELY APPRECIATE YOUR COOPERATION
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SURVEY OF FEDERAL RESERVE CHECK OPERATIONS
conducted by

Joint Committee on Check Collection System

General Instructions

1. In questions involving volume of operations please base your
answers on your average daily volume for the month of July, 1952. The month of
July is selected because comparable information for the same month is being ob-
tained from commercial banks. All Federal Reserve Banks and branches will have
records from which daily averages in volume of city and country items during
July may be obtained. It is recognized that some questions call for breakdown
of volume which may not be available in records of July operations; in such a
case, the breakdown of volume on a selected day in August may be ascertained
and the percentages applied to the daily average for July. In any instance
where specific information is not obtainable, please give the best approxima-
tion available. 1In all cases, rounded figures will be sufficient.

2. It is recognized that some of the banks or brenches may find dif-
ficulty in answering categorically some of the questions calling for "yes" or
"no" answers. If such difficulty should exist, a qualifying statement may be
added in the space below the answer.

3. References to "member banks'" should be regarded as including
"nonmember clearing banks'.

4. In answering any of the questions, and particularly those request-
ing descriptive or explanatory replies, please feel free to write in detail on
separate sheets which you may attach to this questionnaire. Please identify
the question to which each such statement relates. The Committee will be grate-
ful for any additional information or suggestions you may care to offer.

5. Disregard numbers appearing in parentheses in right-hand margin.
They will be used in tabulating the answers.

6. Please complete the questionnaire and return it before September 1,
1952, to -

Mr. John H. Wurts, Chairman

Joint Committee on Check Collection System
Federal Reserve Bank of New York

Federal Reserve P. O. Station

New York 45, N. Y.
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Fédetral Reserve Bank (or Branch) of

(Date)

I. ITEMS FOR WHICH YOU GIVE IMMEDIATE CREDIT (EXCLUDING TREASURY CHECKS,
POSTAL MONEY ORDERS AND CHECKS DRAWN ON YOU).

A. Indicate daily average number of such items received by you -

Number*

(1) From member banks in your district (including

direct sending banks in other territories of

your district) (o1)
(2) From other Federal Reserve offices of your

district (02)
(3) From Federal Reserve Banks and Branches of

other districts (03)
(4) From direct sending banks in other districts (04)

* If you conduct a package exchange of checks, count each package as one item.
If you are able to estimate the number of items handled in packages, please
add a supplementary note giving your estimate.

B. Indicate your closing hour or hours (Monday through Friday) for
receiving such items for immediate credit on the same day -

Hour
(1) From member banks in your district (10)
(2) From other Federal Reserve Banks and
Branches (11)
(3) From direct sending member banks in other
districts (12)

C. Indicate whether you give immediate credit for all such items
received up to the hour or hours specified, regardless of your
ability or inability to present such items on the day of receipt -

YES [ no ] (13)
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D. Indicate whether you have any later closing hours for the receipt
of such items for immediate credit from country banks in your
district to compensate for inadequate or unsatisfactory transporta-
tion facilities; and, if so, the number of banks and approximate
daily average number of items involved -

yes ] no [

Number of banks (14)

Number of items (15)

E. 1Indicate the different methods by which you present such items to
the drawees, and the daily average number handled under each

method -
Number*
(1) Through City Clearing House Association (16)
(2) Through special local clearing arrangement
(attach brief description of operation) (17)
(3) Through other procedures (specify)
(18)
(19)
(20)

* If you conduct a package exchange of checks, count each package as one item.
If you are able to estimate the number of items handled in packages, please
add a supplementary note giving your estimate.

F. 1Indicate the clearing hours for the City Clearing House and for
any special local clearing arrangements -
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Indicate whether you employ an evening or night force to process
such items; and, if so, the hours during which they work -

vEs [] No [

HOURS (21)

What sorts do you require of immediate credit items?

II. DEFERRED CREDIT ITEMS DRAWN ON BANKS IN YOUR TERRITORY.

A.
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Indicate daily average number of such items received by you -

Number

(1) From member banks in your city (30)
(2) From other member banks in your district

(including direct sending banks in other

territories of your district) (31)
(3) From other Federal Reserve offices of

your district (32)
(4) From Federal Reserve Banks and Branches

of other districts (33)
(5) From direct sending banks in other

districts (34)

Indicate your closing hour or hours (Monday through Friday) for
receiving such items in order that deferred availability of credit
therefor may be computed from the date of receipt -

Hour
(1) From member banks in your district (40)
(2) From other Federal Reserve Banks and
Branches (41)
(3) From direct sending member banks in other
districts (42)

Indicate whether you compute availability of credit from the day
of receipt for all such items received up to the hour or hours
specified, regardless of your ability or inability to dispatch
such items on the day or receipt -

Yes [] no [] (43)
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D.

Digitized for FRASER
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Indicate whether you will accept such items in large amounts from
banks in your city at later hours; and, if so, the amount above
which you will accept items at later hours -

ves [_] No [

Amount $ (44)

Indicate whether you have any arrangement for accepting such items
from banks in your city at later hours when the items have been
packaged for presentation to the respective drawee banks; and, if
so, give brief description of arrangement and estimate of average
number of items so handled daily -

vEs [_] No []

Number of items (45)

Indicate whether you employ an evening or night force to process
such items; and, if so, the hours during which they work -

yEs [ vo [

HOURS (46)

What sorts do you require of intradistrict deferred credit items?

Indicate, if you know, whether apart from special clearing ar-
rangements any commercial banks in your territory regularly send
direct to the drawee (or to another commercial bank in the same
city or town in which the drawee is situated) items which the
Federal Reserve is willing to handle as cash items.

ves [] No [] (47)

Federal Reserve Bank of St. Louis
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Indicate whether you will handle items when they are drawn on
another office of the depositing bank -

yes [] No [] (48)

If so, describe any conditions you may impose with respect to
your handling of the items -

ITI. CASH ITEMS DRAWN ON BANKS IN OTHER FEDERAL RESERVE DISTRICTS OR ON BANKS IN
THE TERRITORIES OF OTHER FEDERAL RESERVE OFFICES OF YOUR DISTRICT.

A.
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Indicate daily average number of such items received by you -

Number
(1) From member banks in your city (not including
items received for consolidated shipments) (50)
(2) From other member banks in your district (51)

Indicate whether member banks of your territory regularly send
items payable in the territories of other Federal Reserve offices
of your district direct to such other offices; if so, and if you
can give any estimate, indicate the approximate number of banks
forwarding items in this manner -

ves [ No []

Number
(1) Member banks in your city (60)
(2) Other member banks in your territory (61)

Indicate number of member banks in your territory which fre-
quently send such items direct to Federal Reserve Banks and
Branches of other districts -

Number
(1) Member banks in your city (70)
(2) Other member banks in your territory (71)
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When one of your member banks regularly has more than a certain
number of checks payable in the territory of a Federal Reserve Bank
or Branch of another district, it is assumed you will request the
member bank to send its items direct to such bank or branch; please
indicate the number of items upon which you base such a request.

Number (80)

Indicate whether you have arranged to consolidate in daily shipments
your items and those of your direct sending member banks; and, if so,
to how many Federal Reserve Banks and Branches such shipments are
made -

vEs [] No []

Number (81)

If you make such consolidated shipments indicate how many of your
member banks regularly participate -

Number (82)

Indicate whether you forward such items direct to the drawee banks
in the territories of other Federal Reserve offices of your dis-

trict; and, if so, the number of banks -
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YEs [ ] vo [

Number (83)

Indicate whether you forward such items direct to the drawee banks
in other districts; and, if so, attach brief statement of the ar-
rangement including the number of banks involved, the method of
remittance, the manner in which unpaid items are returned, etc.

ves [] vo [] (84)
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IV. CLEARING HOUSES AND REGIONAL CLEARING ARRANGEMENTS.

(NOTE: "Clearing house" refers to a formal organization which provides

a mechanism for simultaneous exchange of checks among the members, with
settlements made on a net basis. '"Regional clearing arrangement" refers
to a group of neighboring banks which by agreement send items (usually
by mail) directly to one another as drawees and report to the Federal
Reserve Bank for settlement on its books the totals of their respective
sendings.)

A. Clearing Houses*

1. Indicate how many active clearing houses in your territory
and the number of banks which actively participate -~

a. Number of banks participating in clearing
house in your city (85)

b. Number of clearing houses in other cities
in your territory (86)

c. Number of banks participating in clearing
houses in other cities (87)

2. Indicate how many clearing houses have arranged to settle on
your books balances resulting from such exchanges -

Number (88)

3. Indicate your estimate, if you are able to make one, of the
amount of checks cleared daily -

Amount
a. In your city clearing house (90)
b. In clearing houses of other cities in
your territory (91)

%¥ Tt is recoghized that complete information may not be available regarding
clearing houses in other cities and volume and amount of items cleared.
Please give your best estimate.

B. Regional Clearing Arrangements

1. Do you actively encourage the development of regional clearing
arrangements?

vEs [] no [] (100)
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4.

Indicate how many such arrangements are active in your
territory and the number of banks which actively participate -

Number of clearing arrangements (101)
Number of participating banks (102)
Indicate your estimate, if you are able to make one, of the
number of checks handled in such arrangements daily and the

amount of total daily sendings -

Number (103)

Amount (104)

If there are any practical obstacles to the development of
such arrangements in your territory, please describe briefly -

V. GENERAL MATTERS

A. Please give the number of member banks and their out-of-town branches
in your territory, classified as follows:

1.
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Number that regularly send checks to you for collection -

No. of No. of
Banks Branches
(a) Only immediate credit items
(excluding remittance and
transfer drafts) (110) (111)
(b) Only deferred credit items (112) (113)
(c) Both immediate and deferred
credit items (114) (115)

Number that occasionally send checks to you for collection -

No. of No. of
Banks Branches
(a) Only immediate credit items (120) (121)
(b) Only deferred credit items (122) (123)
(¢) Both immediate and deferred
credit items (124) (125)

Number that do not send any checks to you for collection -

No. of No. of
Banks Branches

(130) (131)
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4. Total number of banks and out-of-town branches in your
territory -

No. of No. of
Banks Branches

(132) (133)

5. DNumber of nonmember clearing banks and their out-of-town
branches in above totals -

No. of No. of
Banks Branches

(134) _____ (135)

B. Please classify member banks in your territory as to total deposits
and their check sendings to you, as follows -

(NOTE: A member bank with branches should be counted as one
bank in answering this question. Base your answer on the check
sending practice of the head office.)

Total That 1(a)

Deposits No. of or 2(a) That 1(b) That 1(c)
as of 6-30-52 Banks (as in A) or 2(b) or 2(c) That 3
Less than

$7.5 million (136) (137) (138) (139) (140)
$7.5 to $25

million (141) (142) (143) (144) (145)
Over $25

million (146) (147) (148) (149) (150)
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C. In order to illustrate fluctuations in work load, please indicate
when the peaks of work load occur and the percentage volume of
checks received during such periods in relation to your average
volume based on a year's operations -

Peak months Volume of checks received as
(i.e. January, July) percent of average monthly volume

%
a
%
%

Peak weeks Volume of checks received as
(i.e. 1st week, 3d week) percent of average weekly volume
J

%
%

Peak days Volume of checks received as
(i.e. Tuesday, Wednesday) percent of average daily volume

%
%

D. If you regularly process checks on Saturdays, please indicate -

(1) Whether Saturdays are bank holidays in your city -

ves [ ] No [] (151)

(2) Your hours of operation -

(3) Whether you regularly process and dispatch deferred
credit items -

(a) Payable in your territory
Process -  YES [:] No [ (152)
Dispatch - YES ] No [] (153)
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(b) Payable in other Federal Reserve Districts or in the
territories of other offices of your district

Process - YES l:l NO
Dispatch - YES [:] NO
(4) Whether you process and dispatch return
Process - YES [:] NO

Dispatch - YES [_] NO

E. Please indicate the number of banking offices to

send cash letters -

Member banks and branch offices

Nonmember banks and branch offices

F. Please indicate the approximate number of such banks and branches
which customarily use the forms of remittances specified below -

1. Member banks and branches which authorize

Number

Number

charges to reserve accounts or remit by drafts

on such accounts

2. Banks and branches which remit by drafts -on

correspondents in your city -
(a) Member banks and branches

(b) Nonmember banks and branches

3. Banks and branches which remit by drafts on

correspondents not in your city -
(a) Member banks and branches
(b) Nonmember banks and branches

4. Nonmember banks and branches which remit
or in part by shipments of currency or co

5. Other forms of remittance (specify)

in whole
in

Federal Reserve Bank of St. Louis

(154)
(155)

(156)
(157)

which you regularly

(158)
(159)

(163)
(164)

(165)
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G. Please indicate whether currently you will credit the account of one
member bank with the proceeds of checks sent by another member bank

to you -
ves [] no [ ] (166)

If so, explain any limitations which you may impose -

H. ©Please indicate whether any recent changes in mail schedules in your
territory have improved or hindered check operations for you or for
your member banks, and explain briefly their effects -

I. If you or your member banks make use of any facility other than mail
or express for ground transportation of intradistrict items payable
outside your city, please give a brief description of mode of trans-
portation utilized, the approximate number of items sent daily by
such method or methods and the advantages as compared with mail or
express -

J. If you have observed during the past two years any appreciable
change in the form or kinds of items issued (e.g., such as those
not drawn on banks), please give a brief statement of your observa-
tions and of the reasons for such change -

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



132 JOINT STUDY OF CHECK COLLECTION

K. Preliminary information received by the Committee indicates that
in certain trade areas and in some suburban sections as many as
25-50 per cent or more of the checks deposited in local banks for
collection are drawn on banks within a relatively small adjacent
area (25-50 mile radius). At present such checks are often sent
to a correspondent bank or Federal Reserve Bank or Branch many
miles away to be sorted and presented by mail to the respective
drawees. This situation suggests that unnecessary handlings and
delays in presentation might be avoided if a mechanism were pro-
vided to clear such checks locally. Please indicate -

(1) Whether there are areas in your territory where such a
situation may exist and, if so, approximmtely how many -

vEs [ ] vo []

Number (167)

(2) Any suggestion which you may have (other than the use
of a'regional clearing arrangement" as now utilized in
some places) for a practical method of clearing such
items locally which should be acceptable to the banks
involved. (Please attach statement.)

L. If you have any other suggestions for improvement in check handling
methods (particularly in your own district) which would expedite
presentation and collection or eliminate unnecessary handlings or
otherwise contribute to speed and efficiency, please attach a
statement.
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The Flow of Checks Through the Check Collection System

Below is a schematic outline tracing the flow of checks deposited in
or cashed at the nation's banks on an average day in July 1952, through
the check collection system until all are paid.

Some items were paid on the day they entered the collection system,
gome on the next business day, and so on. 1In the outline, all items en-
tering on the first day, when they were deposited or cashed, were paid
by the close of the seventh business day. Since other checks entered
the collection system by being deposited or cashed on each day subsequent,
the total stock of items in process of collection continued to grow until
the seven day cycle was completed. At that time the inflow of new items
was roughly balanced by the outflow of paid items so that the total stock
of items in the system subsequently remained relatively unchanged from
day to day.

The inflow and outflow are actually not as regular as the outline
indicates; they are affected by seasonal changes in volume, changes in
efficiency of bank work, bad weather, transportation delays, etc. Two
other oversimplifications should be noted. First, the diagram assumes
that all items handled one day are sent on and reach the next processing
point overnight, so that on the following day they will either be paid
or presented locally or they will be sent on to reach the next collect-
ing bank. This assumption is not realistic, since many checks dispatched
in the evening at one point do not reach the place to which they are sent
in time to be presented for payment or processed further on the day fol-
lowing dispatch. Second, no account is taken of return items. Although
relatively few in number, return items add to volume outstanding.

The picture therefore tends to overstate the speed of payment and
to understate the volume of items in process of collection. The indi-
cated stock of items in process of collection according to this picture
is about 30,000,000. The actual figure obtained in the surveys was
38,500,000. The difference represents the influences of slower trans-
portation and of more delays in handling than was assumed for construc-
tion of the outline. In other words, the outline shows checks being
collected about 25 per cent faster than they actually are collected.
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The First Day

27,830,000 checks enter the check collection system by being deposited
in (22,978,000 checks) or cashed at (4,852,000 checks) com-

5,835,000

21,995,000

The 8,455,000 lo-
cal checks are
held to be pre-
sented locally to
drawee banks the
next day. Most of
these go through
clearing arrange-
ments, some (in-
cluding those on
the Federal Re-
serve) are pre-
sented directly.
(Approximately
1,070,000 of
these items are
payable at or
through Federal
Reserve Banks.)
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mercial banks.
of these checks are deposited in or cashed at the banks upon
which the checks are drawn. These are paid and debited to
accounts on the banks'
checks must be sent elsewhere for presentation to the drawee
Of these:

checks are on other local banks (including Federal

banks.
8,455,000

books.

Reserve offices)

9,063,000

Federal Reserve district

3,788,000

Federal Reserve districts

689,000

as to handling

checks are payable at par at banks in the same
checks are payable at par at banks in other

checks are not payable at par or are restricted

These items received for collection must be sorted and then
either be presented locally (usually through clearings) or
mailed to (a) drawee banks or (b) the next banks in the col-

lection chain.

236,000 intra-
district checks
are held (or
mailed) to be
presented to
drawee banks
through region-
al clearing ar-
rangements.

These are local
area items --
drawn on banks
near (but not in
the same town as)
the original col-
lecting bank.

7,054,000 checks
are sent to Fed-
eral Reserve of-
fices. (This fig-
ure does not in-
clude the
1,070,000 items
presented locally
to such offices,
included in col-
umn 1.) Of these,
1,213,000 are pay-
able at the Fed-
eral Reserve
Banks, 1,348,000
are payable at
commercial banks
in the Federal
Reserve cities,
4,030,000 are
payable at par
elsewhere in the
same Federal Re-
serve district as
the receiving Re-
serve Bank, and
463,000 are pay-
able at par in
other districts.

5,053,000 checks
are sent to cor-
respondent banks.
0f these, 1,299,000
are drawn on the
correspondents to
which they are
sent, 1,683,000
are payable at
other local banks
(including the
Federal Reserve
in somé cases),
1,278,000 are pay-
able at par banks
in the same Fed-
eral Reserve dis-
trict as the re-
ceiving corre-
spondent bank,
637,000 are pay-
able at par banks
in other districts,
and 156,000 are
nonpar or re-
stricted items.

1,197,000 checks
are sent in spe-
cial cash letters
directly to out-
of-town drawee
banks. (Most
cash letters of
this type are sent
by the larger cor-
respondent banks,
and a substantial
part of such send-
ings are nonpar
items.)
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The 8,455,000 local
items are presented to
drawee banks.

The Second Day

The 236,000 local
area items are pre-
sented to drawee
banks.

3,709,000 items reach
drawee banks by di-
rect mail presenta-
tion. Of these,
1,197,000 were those
sent in special cash
letters, 1,299,000
were drawn on the
correspondeunt banks
and were included in
general cash letters
containing items sent
to them for collec-
tion, and 1,213,000
were payable by Fed-
eral Reserve Banks
and were contained in
cash letters sent
Federal Reserve Banks.

Of items received by
them from first col-
lecting banks, Federal
Reserve Banks present
1,348,000 to local
drawee banks, and cor-
respondent banks pre-
sent 1,683,000 items
to local drawee banks.
Most of such items are
presented through
clearing houses, al-
though some items pay-
able at Federal Reserve
Banks are presented to
them directly by cor-
respondent banks.

Thus 15,431,000 items are presented to drawee banks for payment on

the second day.
presentation to drawee banks.

But 6,564,000 items still must be sent elsewhere for
These are the 4,493,000 out-of-town items

received on the second day by the Federal Reserve (of which 4,030,000
items are payable at par at banks in the same district, but not in the
Federal Reserve city, and 463,000 items are payable at par in other dis-
tricts) and the 2,071,000 out-of-town items received on the second day

by the correspondent banks (of which 1,278,000 are intradistrict par,
637,000 are interdistrict par, and 156,000 are nonpar or restricted items).

The Federal Reserve Banks send 4,030,000 intradistrict par and
24,000 interdistrict par items in direct cash letters to drawee banks.
The remaining 439,000 interdistrict par items are sent directly to the
Federal Reserve offices serving the collection zones of the banks on
which the items are drawn.

The correspondent banks send 1,329,000 items to Federal Reserve
Banks (some of which are payable at the Reserve Banks) and 438,000 items
to other correspondents (some of which are payable at these other corre-

spondent banks) .

291,000 items (intra and interdistrict par and nonpar)

are sent directly in special cash letters to drawee banks; 13,000 items
go to drawee banks via regional clearing arrangements.

Thus, as of the close of the second day:

4,358,000 items are
mailed direct to
drawee banks,
4,054,000 in Federal
Reserve cash letters
and 304,000 in corre-
spondent bank direct
cash letters (includ-
ing regional clear-
ings).

439,000 items are sent
by Federal Reserve of-
fices to other Federal
Reserve offices.

1,329,000 items are
sent by correspond-
ent banks to Federal
Reserve offices.

of these, 338,000 are payable at the Federal

Reserve Banks; 350,000

are payable locally at

commercial banks in the same city as the re-
ceiving Reserve Bank, 975,000 are intradis-
trict par and 105,000 are interdistrict par

items.

438,000 are sent by
correspondents to
other correspondents.
0f these, 112,000 are
payable at the re-
ceiving banks; 146,000
are payable at other
banks in the same
city as the receiving
bank; 111,000 are in-
tradistrict par;
55,000 are interdis-
trict par, and 14,000
are nonpar or re-
stricted items.
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4,808,000 items mailed reach
4,358,000
items mailed direct to
drawee banks by Federal Re-
serve and correspondents,
plus 450,000 items on Fed-
eral Reserve Banks or cor-
respondent banks, reaching
them in regular cash let-
ters containing a variety

drawee banks:

of items.

The Third Day

496,000 items payable lo-
cally are presented (most-
ly through clearings) by
Federal Reserve or corre-
spondent banks receiving
them in the morning mail.
(Some of these items are
presented by correspondent
banks to Federal Reserve
Banks.)

Thus 5,304,000 items are pre-
sented to the drawee banks
for payment on the third day.

But, as of the third day,
1,260,000 items still remain
to be paid and must be sent
elsewhere for presentation
to drawee banks.

The 1,260,000 unpaid items consist of 1,080,000 items received on
the third day by Federal Reserve Banks (of which, 975,000 are intradis-
trict par and 105,000 interdistrict par) and 180,000 received on the
third day by correspondent banks (of which, 111,000 are intradistrict
par, 55,000 are interdistrict par, and 14,000 are nonpar or restricted

items).

The Federal Reserve Banks mail the 975,000 intradistrict par and
5,000 interdistrict par items in direct cash letters to drawee banks.
The remaining 100,000 interdistrict par items are sent directly to the
Federal Reserve offices serving the collection zones of the banks on
which the items are drawn.

The correspondent banks send 115,000 items to Federal Reserve Banks
(some of which are payable at the Reserve Banks) and 38,000 items to
other correspondents (some of which are payable at these other correspond-
27,000 items (par and nonpar) are sent directly in special
cash letters to drawee banks.

ent banks).

Thus, as of the close of the third day:

1,007,000 items are
mailed direct to
drawee banks, 980,000
in Federal Reserve
cash letters and
27,000 in correspond-
ent bank direct cash
letters.
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100,000 items are sent
by Federal Reserve of-
fices to other Federal
Reserve offices.

115,000 items are sent
by correspondent banks
to Federal Reserve of-
fices.

0f these, 46,000 are payable at the Federal Re-
serve Banks; 41,000 are payable at commercial
banks in the receiving Federal Reserve Bank
cities; 116,000 are intradistrict par; and
12,000 are interdistrict par.

38,000 items are sent
by correspondents to
other correspondents.
Of these, 10,000 are
payable at the re-
ceiving banks; 12,000
are payable at other
banks in the same
city as the receiving
bank; 10,000 are in-
tradistrict par; and
6,000 are interdis-
trict par.
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1,063,000 items mailed reach
1,007,000

mailed direct to drawee banks
by Federal Reserve and corre-
spondents, plus 56,000 items
on Federal Reserve or corre-

drawee banks:

The Fourth Day

spondent banks, reaching them
in regular cash letters con-
taining a variety of items.

53,000 items payable lo-
cally are presented (most-
ly through clearings) by
Federal Reserve or corre-
spondent banks receiving
them in the morning mail.

Thus 1,116,000 items are pre-
presented to drawee banks for
payment on the fourth day.

But, on the fourth day,
144,000 items still remain to

be paid and must be sent else-
where for presentation to
drawee banks.

The 144,000 unpaid items consist of 128,000 items received on the
fourth day by Federal Reserve Banks (116,000 intradistrict par and 12,000
interdistrict par) and 16,000 items received on the fourth day by corre-
spondent banks (10,000 intradistrict and 6,000 interdistrict par).

The Federal Reserve Banks mail the 116,000 intradistrict par items
in direct cash letters to drawee banks, and mail the 12,000 interdis-
trict par items to the Reserve offices serving the collection zones of

the banks on which these items are drawn.

The correspondent banks send

11,000 items to Federal Reserve Banks, 4,000 items to other correspond-
ents, and 1,000 items direct to drawee banks.

Thus, as of the close of the fourth day:

117,000 items are
mailed direct to
drawee banks, 116,000
in Federal Reserve
cash letters and
1,000 in correspond-
ent bank direct cash
letters.
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12,000 items are sent
by Federal Reserve of-
fices to other Reserve
offices.

11,000 items are sent
by correspondent banks
to Federal Reserve of-
fices.

Of these, 5,000 are payable at the Reserve
Banks; 4,000 are payable at commercial banks
in the receiving Federal Reserve Bank cities;
12,000 are intradistrict par, and 2,000 are

interdistrict par.

4,000 items are sent
by correspondents to
other correspondents.
These are divided
about equally: 1,000
are on receiving
banks; 1,000 are on
other local banks in
receiving bank cities;
1,000 are intradis-
trict and 1,000 are
interdistrict.
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The Fifth Day

123,000 items mailed reach 5,000 items payable local- Thus 128,000 items are pre-
drawee banks: 117,000 ly are presented by Feder- sented to drawee banks for
mailed direct to drawee al Reserve and correspond- payment on the fifth day.
banks by Federal Reserve ent banks receiving them

and correspondent banks, in the morning mail. But, as of the fifth day,
plus 6,000 items on Fed- 16,000 items still remain to
eral Reserve or correspond- be paid.

ent banks, reaching them in
regular cash letters con-
taining a variety of items.

The Federal Reserve has 14,000 of these items; the correspondent
banks 2,000, 12,000 intradistrict par items are mailed by the Reserve
Banks direct to drawee banks; 2,000 interdistrict par are sent by the
Reserve Banks to other Federal Reserve offices; the 2,000 items in cor-
respondent banks are sent to the Federal Reserve.

12,000 items reach drawee banks in Federal Reserve cash letters
and are paid.

4,000 items reach Federal Reserve offices. These are sent on to
drawee banks.

The Seventh Day

The 4,000 items reach drawee banks and are paid.
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APPENDIX C

Following is a description of several
arrangements for regional clearing of
checks, which are currently in operation.

Rio Grande Valley, Texas

In the extreme southern tip of Texas,
there are 15 banks participating in a re-
gional clearing arrangement, the Rio Grande
Valley Clearing House Association, which
has been functioning successfully for about
15 years.

The participating banks are located in
12 different towns between Brownsville on
the east, and Mission and Edinburg about 70
miles to the north and west. Each partici-
pant separately sorts and lists items drawn
on each of the other participants. The out-
going packages to the clearing house are

picked up by a truck at the end of each busi-
ness day and delivered to the clearing house,

which is at the First National Bank of Har-
lingen, a central point in the area.

When all of the work arrives at the
clearing house, the packages are sorted to
the various drawee banks and a settlement
sheet is prepared. The packages are deliv-
ered by truck to the drawee banks early on
the following morning.

items to
result-

On the day of delivery of the
the drawee banks, the net balances
ing from the exchanges as shown on the
settlement sheet are mailed by the clearing
house to the National Bank of Commerce in
San Antonio for settlement. All but two of
the participants maintain accounts with
that bank; the other two participants have
accounts with other banks in San Antonio,
which either make payment to, or receive
payment from, the National Bank of Commerce
in order to settle the balances of their
depositors.

Prior to the time when the Rio Grande
Valley Clearing House Association was organ-
ized, checks received by one of the present
members drawn on one or more of the others
were as a rule sent to a correspondent bank
in San Antonio, nearly 300 miles distant,for
collection. By establishing the regional
clearing arrangement, the participants gain

139

at least one business day in presentation
and payment of the items, items returned
unpaid are received at least two business
days earlier, several hundred miles of traw
el are avoided and at least one unnecessary
handling is eliminated.

Worcester County, Massachusetts

Worcester County is in central Massa-
chusetts, surrounding the City of Worcesten
Eighteen banks with a total of 28 banking
offices situated in 16 different towns par-
ticipate in a regional clearing arrangement
organized about two years ago by the Worces-
ter County Trust Company.

The towns in which the participating
banks are situated are within a radius of
42 miles from the Trust Company, which is
in the City of Worcester. BEach of the
participants has an account with the Trust
Company.

Each participant sorts into one pack-
age all items drawn on other participants
in the county. After the close of business
on each day, a contract motor carrier picks
up from each participant the separate pack-
age of Worcester County items as well as
any other transit items which it may send
to the Trust Company for collection. The
packages are all delivered to the Trust
Company, where an evening force fine sorts
the Worcester County items to the various
drawee banks. Outgoing packages and list-
ings are prepared for delivery by the car-
rier to the drawee banks before the opening
of business on the following morning. On
the day of presentation of the items, the
Trust Company settles the balances result-
ing from the exchanges by entries in the
accounts of the participants on its books.
The average number of items cleared each
night is somewhat in excess of 6,000.

One feature of this arrangement is
that the carrier has installed outside
each banking office a steel and concrete
reinforced vault. The carrier and the
banking office each has a key. This per-
mits the carrier to pick up work after the
bank has closed in the evening and to
deliver in the morning before it opens.
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Before Worcester County Trust Company
established this clearing arrangement, most
checks which one bank in the county had to
collect from another were sent to a bank in
Boston, about 40 miles east of Worcester.
By clearing such items in the county, the
banks obtain presentation and payment at
least one business day earlier, and return
items are received at least two business
days sooner, than before.

Rockland County, New York

Rockland County is a small, predomi-
nantly rural area with several centers of
industrial development, situated about 40
miles north of New York City. The county
contains 11 banks located in seven differ-
ent towns. Bach of the towns is within a
radius of 35 miles from Passaic, New Jersey.

The Passaic-Clifton National Bank and
Trust Company conducts a regional clearing
arrangement for 10 of the 11 banks in Rock-
land County, much in the same manner as the
Worcester County Trust Company. Checks to
be cleared are picked up from each partici-
pant at the close of the day by a contract
motor carrier and taken to the Passaic-Clif-
ton National Bank and Trust Company. Many
of the participants send other transit work
to Passaic as well. The Passaic Bank fine
sorts the Rockland County items during eve-
ning hours, and the carrier delivers the
packages to the various drawee banks before
the opening of business on the following
morning. All of the participants carry ac-
counts with the Passaic Bank, and balances
resulting from the exchanges are settled by
entries on its books on the day the items
are delivered to the drawee banks. The car-
rier has installed safes outside each bank-
ing office as in Worcester County.

Prior to the establishment of this re-
gional clearing arrangement, Rockland County
banks collected items drawn on other banks
in the county by sending them to ‘banks in
New York City. With the clearing arrange-
ment in effect, checks are presented and
paid at least one business day earlier and
items returned unpaid are received at least
two business days earlier. Check "kiting"
operations which formerly occurred in the
county with some frequency have been elim-
inated.

Although no formal clearing arrange-
ment exists, the Passaic-Clifton National
Bank and Trust Company also affords local
collection facilities to many banks in
Passaic and Bergen Counties, New Jersey.

A number of such banks send local transit
items to the Passaic Bank by contract
motor carrier. Items drawn on other banks
in the area which maintain accounts with
Passaic-Clifton National Bank and Trust
Company are sent by it directly to the
drawee banks by carrier. In substance,
this aspect of the collection facilities
afforded by the Passaic Bank is the same
as numerous direct sending arrangements
made by correspondent banks in other areas
of the country.

Suburban Philadelphia

A regional collection arrangement
operates among banks in the suburban areas
around Philadelphia, Pennsylvania. The
banks in counties adjacent to the city are
divided into four regional groups. A bank
in one group separately lists and packages
all items drawn on other banks in its groun
If volume warrants, it may also make a sep-
arate package of checks drawn on banks in
one of the other groups. The items so
packaged (along with other transit work in
most instances) are sent to the correspond-
ent bank of its choice in the City of
Philadelphia, by depositing them in an out-
side safe at the end of the day from which
they are collected later by a contract
motor carrier.

The correspondent banks in Philadelphia
receive items from participating banks via
motor carrier in the early evening hours.
The separately packaged work containing
items drawn on participating suburban banks
is fine sorted by the correspondent banks
during the evening and outgoing packages
are prepared for each of the drawee banks
in each of the groups. The correspordent
banks may also include in the packages
items drawn on the participating banks
which the correspondent banks have received
in late deposits of customers or from other
sources. By arrangement with the Federal
Reserve Bank of Philadelphia, correspondent
banks may deposit such packages with the
Reserve Bank at any time until 2 a.m. The
Reserve Bank consolidates the packages with
its outgoing cash letters to the respective

.

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



APPENDIX C 141

drawee banks and adds the amounts of the participants, and at the end of each busi-
packages to the amounts of its cash letters. ness day these groups of checks are deliv-
The cost of transportation to the drawee ered by contract motor carrier to the
banks is paid by the Reserve Bank. The Clearing Bureau. During evening hours,
contract motor carrier delivers the com- the staff at the Clearing Bureau sorts the
bined work to the drawee banks by deposit- checks according to the various drawee

ing it in the outside safes prior to the banks and prepares an outgoing package and
opening of business. listing addressed to each participant.

The contract motor carrier delivers the
packages to the drawee banks prior to the
opening of business on the following morn-
ing. Outside safes are used as in Worcester
and Rockland Counties. The average number
of checks cleared daily is in the neighbor-
hood of 50,000.

This arrangement is essentially a col-
lection arrangement rather than a "clearing"
arrangement, and balances are not settled on
the basis normally associated with a clear-
ing house operation. The suburban bank re-
ceives book credit at its correspondent bank
on the day following the day on which it
sends the items to the correspondent bank.
The Reserve Bank gives credit to the corre-
spondent bank on the second day. Because in
this arrangement the correspondent banks pro-
vide facilities for sorting the items during
evening hours and the Reserve Bank is will-
ing to accept packaged items for consolida-
tion with its cash letters until 2 a.m. and
for delivery by motor carrier, items drawn
on suburban banks are presented and paid at

The final net debit and credit bal-
ances resulting from the exchanges are
settled by entries in the accounts of the
participants on the books of the Federal
Reserve Bank of New York, in accordance
with a settlement sheet prepared by the
manager of the Clearing Bureau. All banks
in the county are members of the Federal
Reserve System.

least one business day earlier than was the The Clearing Bureau was organized and
case prior to the establishment of this ar- its operations were established with active
rangement. Sixty-five suburban banks, op- technical assistance by the Federal Reserve
erating 72 banking offices in 47 different Bank of New York. Following the organiza-
towns within a radius of 65 miles from Phil- tion period, the Clearing House Association
adelphia, participate in the arrangement. assumed full responsibility for and control
It is estimated that the daily volume of of the operations of the Bureau. The Fed-
items handled may be as high as 100,000. eral Reserve Bank contributes a share of the

operating expenses.
Nassau County, New York

As the result of having organized the

Nassau County, which is adjacent to Clearing Bureau, the participating banks
New York City, is a compact area of less have expedited by at least one business
than 300 square miles with a population of day the presentation and payment of Nassau
nearly one million. On July 1, 1953, the County items; they have gained at least
Nassau County Clearing House Association, two business days in availability of the
Inc., established a Clearing Bureau for proceeds; and they receive return items at
clearing checks between its members, in- least two business days earlier than under
cluding a few banks in adjacent counties. earlier collection methods.

Participants in the Clearing Bureau
include 40 commercial banks with 76 bank-
ing offices located in 53 different commu-
nities. No participant is located more
than 20 miles from the Clearing Bureau,
which is situated at a central point in

Vicinity of Denver, Colorado

Three correspondent banks in the City
of Denver have cooperated in the establish-
ment of a regional check clearing service
for banks located on certain bus routes

the county.
radiating from Denver. The bus routes run
Each participant sorts into a single from Denver to Sterling,'Fort Collins,
group of items all checks drawn on other Boulder and Pueblo, all in Colorado, and
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to Cheyenne in Wyoming. The most distant
point is about 125 miles from Denver. Each
of the participating banks located along
the bus routes maintains a correspondent
account with one or another of the three
sponsoring banks in Denver; in each case,
the Denver bank sends to the participants
maintaining accounts with it daily cash
letters containing items drawn on them.

Participating banks send cash letters
by bus to one or more of the three sponsor-
ing banks in Denver at the close of business
on each day. Each Denver bank, after re-
ceiving checks addressed to it, clears to
each of the other two Denver banks items
drawn on the participating banks with which
such Denver bank has a direct sending ar-
rangement. After these exchanges have taken
place, each of the Denver banks prepares
cash letters to the various participating
banks which maintain accounts with it. The
Denver banks also include in the outgoing
cash letters checks drawn on the various

participating banks which the Denver banks
have received in deposits of customers. The
outgoing cash letters are dispatched by buses
leaving Denver starting at 5 a.m., and are
received by the respective participants prior
to 9 a.m. on the same day.

Receipts are issued for checks ex-
changed between the Denver banks during
the night. On the following morning each
bank issues cashiers' checks in exchange
for receipts given during the night, and
the cashiers' checks are cleared in the
regular exchanges through the Denver
Clearing House for settlement at 11 a.m.

As the result of establishing this
clearing arrangement, a check received by
one participant drawn on another is pre-
sented for payment on the morning after
receipt. Items are thus collected substan-
tially faster than was possible prior to
the institution of the regional check clear-
ing service.
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APPENDIX D

Summary of Recommendations of Committee on Bank Management (1951-1952),
Illinois Bankers Association, regarding ‘‘Check Paying Procedures and Return Check Practices’’

Date of Checks

1.

Treat as "stale dated" any check
dated more than twelve months pre-
viously. (To avoid receipt of
stop-payment orders on old items,
consider notification of business
accounts that bank will not pay
without question stale dated
items.)

For efficiency, keep stop-payment
orders active for a reasonable¥*
period from date of item and refer
older items to a transfer file of
stop orders until item would be
stale dated.

*(Reasonable period of time can
be determined in each bank by
study of own situation.)

Contact maker, unless out-of-town
depositor, before returning checks
for reason "stale date".

Return post-dated checks without
reference to maker, unless you
have established practice of con-
tacting on such items.

Altered Checks

1.

Contact maker (unless out-of-town
depositor) before returning checks
for reason "Alteration of "
or "Guarantee Alteration of

Amount Variation

1

Digitized for FRASER

When figure amount differs from
amount in words by $ * or
less disregard discrepancy and
pay figure amount.

*(Bank should set amount, which
should be at least $1.00.)
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Contact maker (unless out-of-town
depositor) when figure amount dif-
fers from amount in words by

$ * or more.

*(Bank should set amount, which
should be at least $1.00)

Signature Irregularities

(Missing Signature)

1.

Contact maker (unless out-of -town
depositor) for approval to pay
check without missing signature.

Return check when unable to make
contact or maker so ingtructs.
NOTE: Consider having maker con-
firm approval to pay item
in writing or supply miss-
ing signature.

Signature Irregularities

(Unauthorized Signature)

1.

Contact maker (unless out-of-town
depositor) for approval to pay

check, and return only when unable

to make contact or maker so instructs.
NOTE: Consider having maker con-
firm approval to pay item
in writing, or supply au-
thorized signature.

Signature Irregularities (Compares

Unfavorably with One on File)

1.

Contact maker (unless out-of-town
depositor) for approval to pay check.

Return check when unable to make
contact or maker so instructs.
NOTE: When great dissimilarity
exists, consider having
maker confirm approval to
pay item in writing.
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APPENDIX D

Indorsements (Of Payee)

1.

Disregard inspection of reverse
side of check for indorsement of
payee when amount of check is

§lO0.00 or less.

NOTE: Banks having adopted high-
er amount because risk is
commensurate with costs
saved should continue pres-

ent practice.

Indorsements (Of Collecting Banks)

1.

Digitized for FRASER
https://fraser.stlouisfed.org

Disregard inspection of reverse
side of check for clearing house
stamp or indorsement of collecting
bank when amount of item is§100£m
or less.

NOTE: Banks having adopted higher
amount because risk is com-
mensurate with costs saved
should continue present
practice.

Federal Reserve Bank of St. Louis

Indorsements (Requested by

Depositor, When Missing)

1.

When forwarding items which have
already been paid and cancelled,
for payee's indorsement, and it

can be clearly determined that bank
of deposit is situated in Illinois,
send item direct to bank of deposit
for "Attention of Cashier".

When name of bank of deposit cannot
be clearly determined, send item to
last indorsing bank, without entry.

When bank is situated outside I11li-
nois, send item to last indorsing
bank, without entry.

NOTE: Regardless of how item is
forwarded, bank should re-
tain complete description
in writing or on micro-film.





