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A ddress by M onroe K im brel 
P resident o f the F edera l R eserve  Bank 

of Atlanta, G eorgia

NEW CLEARANCE PRACTICES 
OF THE FED E RA L RESERVE SYSTEM

R egional Check P rocess in g  C enters present a new approach 

to the expeditious presentation  and co lle ction  of checks on an o v e r 

night basis  over  a re la tively  large geographic area . The amendm ent 

to Regulation J b a s ica lly  requ ires the paym ent fo r  F edera l R eserve  

cash  le tters  in funds im m ediately  available on the day of presentm ent. 

The am endm ent to Regulation D deals with the un iform  application  of 

re se rv e  requ irem ents to m em ber banks o f com parab le  s ize  reg a rd 

le ss  o f a bank's loca tion  and generally  prov ides low er reserv e  require 

ments fo r  m em ber banks.

R C  PCs

In a p o licy  statem ent, issu ed  on June 17, 1971, the B oard  o f 

G overn ors p laced  high p r io r ity  upon efforts  by the F edera l R eserve  

System  to im prove  the nation 's paym ents m echanism . This p o licy  

statem ent cov ered  three areas: F irs t , extension o f present clearin g

arrangem ents in c it ie s  with F ed era l R eserve  O ffices to la rg er  zones 

o f im m ediate paym ent. Second, establishm ent o f other regional
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clearin g  fa c ilit ie s  for  making settlem ents in im m ediately  available 

funds. Third, encouragem ent of banks and their cu stom ers to make 

grea ter use o f  the expanded capab ilities of the F ed era l R eserve  w ire  

tra n sfer system  by making this se rv ice  m ore  attractive.

Subsequent to the B oard 's  p o licy  statem ent, and in view  of 

the urgency p laced on speeding up the presentation  and co lle c tion  o f 

checks throughout the country, guidelines w ere developed to a ss is t  

the twelve R eserv e  Banks in establishing R egional Check P rocess in g  

C e n te rs --a  re la tive ly  new term  in banking c ir c le s  com m only  re fe rre d  

to as R C PC s.

Functions o f an RCPC are com parab le  to the operations of 

lo ca l C learinghouse A ssocia tion s . Banks within a geographic area  

present checks drawn on other banks in the area  to the clearinghouse 

which sorts the checks for  presentation  to the bank on which they are 

drawn. These a ssocia tion s are  loca ted  n orm ally  only in large  m e tro 

politan areas and cov er  a rela tive ly  sm all geographic area . An RCPC 

w ill p e rfo rm  the functions of a clearinghouse but co v e r  a m uch la rg er  

geographic a rea , in many instances encom passing the entire zone 

serv iced  by a F ed era l R eserve  Bank.

The fir s t  experim ental R egional C learing  C enter was established 

by the B altim ore  F edera l R eserve  O ffice  to se rv ice  the W ashington, D. C. 

B altim ore a rea , and is now in its third year o f su ccess fu l operation .
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This, cen ter co v e rs  an area  around W ashington, with a radius o f 

forty  m iles . The second such Regional C learing  C enter becam e 

operational last year in the M iam i zone o f the Sixth F ed era l R eserve  

D istrict. This cen ter, serv ic in g  the entire thirteen southern counties 

of F lorid a , p rov ides overnight presentm ent and co lle ction  of a ll 

checks deposited  by and drawn on banks in the M iam i Zone.

During the past y ea r, four F ed era l R eserve  O ffices  have 

expanded the area  of their city  clearin g  operations. Seven F ed era l 

R eserve  O ffices have announced the establishm ent of R egional C learing 

C enters and other F edera l R eserve  O ffices are m oving rapidly in this 

area . By the end of 1972, such cen ters w ill be serving a significant 

portion  of this cou n try 's  banking com m unity.

We anticipate that R egional C learing C enters operated  by our 

Atlanta, B irm ingham , Jacksonville  and N ashville O ffices  w ill becom e 

operational on or about Septem ber 21, 1972. Our New Orleans C enter 

w ill open shortly  thereafter.

Just how w ill this im prove the existing presentation  and co lle c tion  

of checks through the F edera l R eserve  System ?

F irs t , by establishing la ter deadline tim es for  deposit of item s 

drawn on RCPC participating banks, speed ier co lle c tion  of these item s 

w ill be p oss ib le . Existing late a fternoon deadlines w ill be extended 

into the evening and in many instances until midnight.
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Second, by providing pickup points at strategic locations 

throughout the RCPC area , banks w ill be able to e ffective ly  m eet 

the deposit deadline. D eposits m ade at such points by the deadline 

w ill constitute tim ely  deposit fo r  the purpose of determ ining a v a il

ability  of cred it. P rov is ion  of these pickup points w ill give a ll banks 

within the RCPC a rea , rega rd less  o f their loca tion , substantially 

equal a c ce s s  to the center. T ransportation  expense from  pickup 

points to the center w ill be borne by the F ed era l R eserve  Bank.

T hird , by adding an additional shift to our present F ed era l 

R eserv e  check co lle ction  staff, g rea ter p rocess in g  capability  w ill 

be rea lized . This third shift w ill provide a 24-hour check  clearin g  

schedule.

Fourth, by accepting deposits o f item s from  a ll banks within

the RCPC a rea , handling costs  of com m e rc ia l banks w ill be reduced.

U se o f this se rv ice  can elim inate one handling o f the item s by

co m m e rc ia l correspon den t banks.

You w ill recogn ize  that these actions w ill provide faster

presentation  and co lle ction  of checks and justify  the establishm ent

o f R egional Check P rocess in g  C enters. A s b y -p rod u cts , h ow ever,

additional benefits w ill be derived :

D ishonored item s w ill be rece ived  by the depositing bank 
one to three business days sooner;

Opportunities now available fo r  check kiting schem es 
w ill be greatly  m in im ized  as a resu lt of the reduction 
in co lle c tion  tim e;
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C om m erc ia l bank float, as w ell as F edera l R eserve  float, 
w ill be reduced by shortening the co lle c tion  tim e of ch eck s;

O perational benefits w ill a ccru e  to com m e rc ia l banks to 
the extent they utilize  the se rv ice s  provided  by the RCPC.

Regulation J

Now, le t 's  con sid er the change in Regulation J. The recent 

change in Regulation J, to becom e e ffective  Septem ber 21, 1972, 

com plem ents the operation  of R C PC s.

The am endm ent to Regulation J prov ides an arrangem ent w hereby 

cash  le tters  presented  by a F edera l R eserve  Bank w ill be paid fo r  in 

funds im m ediately  available to the R eserv e  Bank on the day of p resen t

m ent, and,at the sam e tim e, p rom otes e a r lie r  availab ility  o f funds to 

d ep ositors . F or  y ea rs , com m erc ia l banks in zones of im m ediate pay

ment in F ed era l R eserve  c ities  or  in RCPCs have been paying fo r  checks 

on the day o f presentm ent, while other banks have been making payment 

on the day follow ing rece ip t of the ch ecks. Until the m id -1 9 6 0 's , m ost 

banks outside F ed era l R eserve  c it ie s  paid fo r  checks by dispatching a 

draft on the day o f receip t o f the checks. B ecause o f transportation 

arrangem ents, rem ittance drafts w ere usually not rece ived  and co lle cted  

until the follow ing day, resulting in a deferm ent of payment.

In recent y ea rs , expanded use o f sp ecia l co u r ie r  s e rv ic e s , 

which virtually  guarantees tim ely  d e livery  o f cash letters and the 

availability  o f m odern  accounting and com m unications techniques have
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reduced the need fo r  rem ittance drafts. Roughly 80 percent o f the 

total amount of paym ents fo r  checks presented  by R eserv e  Banks 

is through d ire ct  charges to re se rv e  accoun ts. A ll o f this has co n 

tributed to laying the groundwork fo r  the un iversa l adoption of rem it

tance fo r  cash le tters  on the day of presentm ent.

In addition to being a m a jor transitional step toward a m ore 

fu lly  autom ated paym ents m echanism , we believe  that this change 

w ill produce three im m ediate benefits:

Longstanding inequities that operate to the disadvantage 
o f banks located  in F ed era l R eserv e  c it ie s  w ill be e lim i
nated by payment on the day o f presentm ent. Until now, 
banks located  outside of these c it ie s  have had an additional 
day to invest funds owed to the co llectin g  banks.

Checks drawn on country banks located  in the sam e 
F ed era l R eserv e  te rr ito ry  as depositing banks w ill be 
co lle c ted  a day e a r lie r . Such amounts w ill a lso  be 
cred ited  to depositing banks a day e a r lie r  by the R eserve  
banks. It is assum ed that banks w ill make the im m ediate 
cred it rece ived  from  the R eserv e  Bank available to d e 
p ositors  fo r  use at an e a r lie r  tim e than under present 
p ra ctice .

A m a jor com ponent of F ed era l R eserv e  float w ill be 
elim inated fo r  checks drawn on country banks located  
in other F edera l R eserve  te rr ito r ie s . At the present 
tim e, F ed era l R eserve  Banks d efer  cash  item s drawn 
on "cou n try 11 banks in other F ed era l R eserv e  zones a 
m axim um  of two business days. T hree days are r e 
qu ired  to co lle c t  these item s. One day "tim e schedu le" 
float, th ere fore , is in cu rred  on every  country item  
shipped in terd istrict. With this change, approxim ately 
60 p er cent ($2 b illion ) o f F ed era l R eserve  float w ill be 
elim inated.
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Regulation D

At the sam e tim e that it rev ised  the check  co lle c tion  regulation, 

the B oard am ended Regulation D --R e s e r v e  R eq u irem en ts --to  adopt 

a system  o f re se rv e  requirem ents on net demand deposits based on 

the amount of such deposits held by a m em ber bank.

The rev is ion  m odern izes the system  o f re serv e  requirem ents 

in the light of genera l patterns that have evolved  over  the last 25 y ea rs . 

Under the changes, re se rv e  requirem ents on net demand deposits w ill 

be based on the amount o f such deposits held by a m em ber bank reg a rd 

le s s  o f its loca tion  in a particu lar city .

P r io r  to this am endm ent, m em ber banks w ere divided into two 

c la ss e s  on a geographic basis fo r  the purpose o f com puting reserv e  

requ irem ents. This d iv ision  into R eserv e  city  banks and "country  

banks" has fo r  som e tim e resulted  in seriou s inequities am ong m em ber 

banks and has a lso  m ade it d ifficu lt fo r  the F ed era l R eserve  System  to 

apply the cr ite r ia  fo r  granting reduced re se rv e s  to sm all and m edium - 

s ize  banks in R eserve  c it ie s . There are  banks of s im ila r  s ize  in 

d ifferent locations conducting s im ila r  types o f busin ess fo r  which 

reserv e  requirem ents a re  d ifferent. T h is , o f cou rse , is unfair to 

the banks that have the higher re serv e  requ irem ents. The rev ised  

Regulation w ill elim inate these inequities because re se rv e  req u ire 

ments on demand deposits w ill be based  on the amount of such deposits

without regard  to location .
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The restru cturing  plan is intended to low er re se rv e  req u ire 

ments genera lly , thus reliev in g  som e of the burden on m em ber banks. 

A lso , it w ill tend to soften the im pact that the change in Regulation J 

w ill have on m em ber banks that w ill now be requ ired  to pay fo r  item s 

in im m ediately  available funds on the day of presentm ent.

Paym ents M echanism

We confidently expect these changes in handling checks to 

in crea se  the e ffectiven ess o f the paym ents system  sufficiently  to 

m eet the needs of the near future. There appear to be lim its , how ever 

on our ability  to in crea se  the e ffectiven ess o f system s based on the 

handling o f paper.

E stim ates p lace the national check volum e at an average o f 

62 m illion  checks per day, and 125 m illion  checks per day by 1980 

appear to be a d istinct p oss ib ility . When you con s id er  that an average 

check is handled ten tim es, it b ecom es evident that in crea ses  in 

productivity  are  lim ited  since p rocess in g  of checks continues to 

requ ire  a substantial amount o f hand labor despite p rog ress  in m echani 

zation and autom ation. Banks a re , th ere fore , presented  with the 

prob lem  of constantly rising  costs  fo r  their check handling operations.

In the light of this trend, the future ro le  of a physica l docum ent 

serving to tran sfer funds m ust be c r it ica lly  exam ined. To m ake the 

paym ents m echanism  m ore  e fficien t and to reduce p rocess in g  costs ,
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the banking industry is devoting substantial tim e and resou rces  

toward the developm ent o f an e le ctron ic  m eans o f paym ent. Some 

of these developm ents look  extrem ely  prom isin g . If the technology 

can be harnessed  in a way that is  cost e ffective  and m eets the needs 

o f con su m ers, m erchants, and industry, there is little  question 

that the e lectron ic  system s w ill rep lace  a substantial portion  o f the 

paper checks.

This should not be a signal to re lax  our e fforts  toward im p rov 

ing the check  system . The developm ent o f su ccess fu l e lectron ic  system s 

is expensive and tim e consum ing. M iracu lous shortcuts should not be 

expected . Although the basic technology is in ex isten ce today, this is 

a fa r c ry  from  a viable and p ra ctica l e le ctron ic  system .

In m etropolitan  areas a cro ss  the country, individual banks, 

banking organ izations, and the F ed era l R eserve  System  are engaged 

in studies, p ro je cts  and experim ents on e le ctron ic  system s. One of 

the m ost com prehensive of these is underway in M etropolitan Atlanta.

In a joint e ffort, the Atlanta banking com m unity, including the 

F ed era l R eserv e , has invested  m anpow er and d o lla r  re sou rces  heavily  

in the Atlanta Paym ents P ro je c t . We expect that the initial e lectron ic  

system  fo r  M etropolitan Atlanta w ill em erge  in 1973, a fter four years 

o f  intensive e ffort. Even then, we w ill still be in the developm ent
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stages o f a m ature e lectron ic  system . Such a system , we estim ate, 

could elim inate about 30 percent o f the checks w ritten on bank accounts 

in the Atlanta M etropolitan area . If check volum e in the Sixth D istr ict 

continues to in crea se  at an eight to twelve percent range, as it has 

fo r  the past decade, we w ill m anage, even so , m ere ly  to stay even 

with the total growth.

Three approaches to reducing the check volum e within the 

greater Atlanta area are being con sid ered  as a part o f the Atlanta 

Paym ents P ro je c t . They are : d ire ct  payroll deposit; "b ill ch eck "; 

and p o in t-o f-sa le  transaction .

In the d ire ct  payroll deposit p roced u re , individual em ployee 

paychecks are  rep laced  by punch cards or m agnetic tape sent d irect 

to com m erc ia l banks for  cred it to the em p loyee 's  account at the bank 

of his ch o ice . In the "b ill ch eck " system  an individual rece iv in g  a 

b ill from  a utility com pany or reta il establishm ent sim ply signs and 

returns an en closed  authorization fo r  the com pany to debit his account 

at a co m m e rc ia l bank. In p o in t-o f-sa le  transactions, a cu stom er 

authorizes a reta il establishm ent im m ediately  to debit his account 

at a co m m e rc ia l bank, through a term inal d ev ice , at the tim e he 

m akes a purchase.

An e ffective  paym ents system  is v ital to a com p lex  and highly 

developed econom y such as ours. In m y judgm ent, the establishm ent
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of RCPC s and the changes in Regulations D and J are  among the m ost 

significant actions taken by the F ed era l R eserve  System  in recent 

y e a rs . Up to this point, the paym ents system  has been accepted  as 

a p rov in ce  o f the banking industry. We have earned and retained this 

p osition  by providing an e ffective  system  fo r  m eeting the needs o f 

con su m ers.

U nquestionably, a certa in  amount o f " la bor  pains" w ill be 

experien ced  by com m erc ia l banks in adjusting to the new environm ent 

created  by these changes. N everth eless , once these adjustm ents are 

m ade, the nation 's paym ents m echanism  w ill have built a solid  foundation 

fo r  future im provem ents in the areas o f e le ctron ic  fund tra n sfers .
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