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TO THE MEMBER BAM. ADDRESSED:

Since issu in g  our c ir c u la r  No* 15, w ith the accompanying ru les  and 
requirements governing the operation  of the c o l le c t io n  system to  be inaugurat
ed bjr th is  bank, many in q u iries  have been rece ived  from our member banks, 
and we f e e l  that i t  may be advisab le to  supplement our previous le t te r  with, 
a c le a re r  exp os ition  of the system.*

The system ou tlin ed  was an e f fo r t  on the part of the management of 
your Reserve Bank to  provide f o r  i t s  members a s e rv ic e , the need of which is  
not to be doubted.- It  was intended to  bring about a more s c ie n t i f i c  system 
of check clearances than at present e x is t s ,  f c r  the economical b en e fit  o f the 
trade and commerce of the United Stakes, and tr encourage and increase the 
usage of payment by checks, w ith a corresponding reduction  in  the use o f 
currency, but ce r ta in ly  not fo r  the p r o f i t  o f th is  bank, and member banks 
should, in  w eighing the advantages of the c o l le c t io n  system, consider the 
f a c i l i t i e s  they are e n t it le d  to  under the Federal Reserve Act in  it s  
e n t ir e ty , and that they only o b lig a te  themselves to  c lea r  fo r  those banks 
which w il l  c le a r  in  retu rn , and that they may withdraw from the system at 
w i l l .

Some bankers have t r ie d  to  point out that by attem pting to  a n t ic i 
pate the sendings o f the Federal Reserve Bank under th is system, the member 
banks would be required  to  keep an account fa r  in excess o f t h e ir  reserve 
requirements w ith th is  bank* Even i f  th is  were tru e , which is  d ou b tfu l, 
the reeduction  in  reserve requirements under the Federal Reserve Act as 
compared to those p r io r  to  i t s  a p p lica tio n  w i l l ,  under an an a lysis  * in  a l l  
ca ses , o f fs e t  the lo s s  on a n on -in terest bearing balance o f nearly tw ice 
the requ ired  amount w ith the Federal Reserve Bank. For example; a bank 
not in  a reserve c i t y  with t o ta l  d ep osits  o f $500,COO was requ ired  to  main
ta in  before  the operation  o f the Federal Reserve Act a to ta l reserve o f 
$75,000, on which there was an earning power o f  $45,000 (that part per
m itted to  be kept with reserve  agents) which would have at the ra te  o f 2f0 
amounted to  $900.00 per annum. Under the present reserve requirements the 
same bank is  requ ired  to keep a to ta l reserve o f $60 ,000.00, assuming that 
a l l  o f  i t s  deposits  were payable on demand; that part which may be kept 
w ith reserve  agents, $25 ,000, has an earning power o f  $500.00 per annum, 
and the amount re leased  fo r  loaning purposes by the reduced requirem ents, 
$15,000, would i f  put out at the low ra te  of 6% earn $900.00, making t o t a l  
p r o f i t s  under the p rov is ion s  o f  the Federal Reserve Act $1,400 .00 as against 
$900.00 under the o ld  system, showing an excess o f  $500.00 under the present 
arrangement. In many banks the excess earning power would be greater by 
reason of the lower reserve requirements on time d e p o s its , and o f a higher 
rate  o f in te re st  re ce iv ed  on lo a n s . From th is  i t  w i l l  be seen that the 
balance ca rr ied  w ith the Federal Reserve Bank is  not a lo s s .
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It  is  not p o s s ib le ,  however, that the member banks sh a ll have the f u l l  
amount o f reserve requ ired  on the books o f  the Federal Reserve Bank at a l l  tim es. 
In the event o f an unusually la rge  volume of checks being re ce iv e d  in  one day, 
i t  would be the p o l ic y  o f  th is  bank to  use i t s  judgment in  a llow ing an o v er - 
d r a ft ,  the same as would obta in  in  a commercial bank-to cover on r e c e ip t  o f 
the item s- The amount o f reserves to  be ca rr ie d  w ith the Federal Reserve 
Bank is  determined by the member bank according to  i t s  own books and. the excess 
balance to  cover tra n s it  items would be based on the weekly average shown by 
experience.

I t  has been brought out that the checks drawn by a d ep ositor  on a 
bank are payable over the bank*s counter and not at the Federal Reserve Bank, 
and th is  is  th e o r e t ic a lly  c o r r e c t ,  but th is  theory borne out in  p ra c t ice  would 
n e ce ss ita te  continual shipments o f  currency and s i lv e r  to  provide f o r  the 
payment o f checks so presented and we are o f fe r in g  a f a c i l i t y  that w i l l  obviate 
that n e ce s s ity . I t  would a lso  seem to  be a bank duty to  i t s  customers to  
provide every convenience con sisten t w ith good banking fo r  p u ttin g  th e ir  checks 
on a p a r ity  over the e n tire  d i s t r i c t ,  and has long been accepted as a fa c t  that 
the o ld  method o f  es ta b lish in g  a rb itra ry  ra tes  o f  exchange, and the in d ire ct  
rou tin g  o f items has p laced  the burden o f check e o lle d t io n  where i t  d id  not 
r ig h t fu l ly  be lon g , and i t  i s  the e f fo r t  o f a l l  u n se lfish  in te re sts  to  see  that 
in  the fu tu re  the expense o f  tra n s fe rr in g  funds sh a ll be p laced  on the deposi
t o r ,  but that th is  expense sh a ll be more nearly the actual c o s t .

Another o b je c t io n  that has been v o iced  is  that the banks which are 
d is ta n tly  s itu a ted  w i l l  not have the advantages in  the c le a r in g  system such 
as w i l l  accrue to  the nearer ones, but th is  is  a natural disadvantage that 
i t  is  im possible to  over-come under any system, and by re fe rr in g  to  our c i r 
c u la r , you w il l  note that we make sp e c ia l mention o f the fa c t  that the system 
is  not intended at t h i s  time to  d istu rb  ra la tion sh ip s  between those banl's 
ahd th e ir  correspondents where i t  is  more economical amd expedient on account 
of the d istan ce to  send th e ir  items as h e re to fo re .

Having the in te re sts  o f  our en tire  membership in  view , i t  is  not the 
purposeof th is  bank to fo r c e  upon i t s  members an unwelcomed arrangement, and 
we s h a ll esteem i t  a courtesy  i f  the o f f i c e r s  of those member banks which 
have ob je c t io n s  to  our proposal w i l l  communicate th e ir  views to  us.

We earn estly  s o l i c i t  your ca re fu l con s id era tion  o f the p lan , a lso  your 
cooperation  in  i t s  development, b e lie v in g  that i t  w i l l  re su lt  ip  su bstan tia l 
b e n e f it s .

R . L. VAN Z-iHDT,

R e s p e c t fu l ly ,

Governor




