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To the Member Bank Addressed:

Effective August 15, 1923, the Federal Reserve Board has amended Regulation J, which 
governs the par clearance system of the Federal Reserve Banks, by inserting these new con
ditions :

(6) “N o Federal Reserve Bank shall receive on deposit or for collection 
any check drawn on a non-member bank which refuses to remit at par in 
acceptable funds.

(7) “Whenever a Federal Reserve Bank receives on deposit or for collec
tion a check drawn by, endorsed by or emanating from any non-member bank 
which refuses to remit at par in acceptable funds, it shall make a charge, for 
the service of collecting such check, of one-tenth of one per cent, the minimum  
charge to be ten cents for each item.”

The Board has made public its reasons for this action as folloAvs:
“The provisions of the Federal Reserve Act which authorize the establishment of a Federal reserve collection 

system were designed wholly for the benefit of the banking and commercial interests of the country. The system is 
now in operation between banks which in number are about 92 per cent of all banking institutions and which have 
approximately 98 per cent of the total banking resources of the country. The Federal reserve collection system 
has become a necessary instrumentality in effecting the country’s domestic exchanges; its operation, including final 
payments through the Gold Settlement Fund, has been of inestimable value and has resulted in enormous savings 
to those actively engaged in carrying on the commerce of the country and there are no other facilities for operating 
a collection system which could approximate it in economy of operation. It has eliminated a very large portion of 
the time formerly consumed in the collection of checks and has cut down the cost of making the country’s exchanges 
to the minimum. Even though an involuntary collection system may not be imposed upon the Federal Reserve Banks 
by the Federal Reserve Act, as interpreted by the Supreme Court of the United States in its recent decision, the 
system has fully justified its operation and is of such value to the banking and commercial interests of the country 
that its continuance as a voluntary system is of vital importance. Certain changes* in the basis of the par clearance 
system are advisable in view of the recent decision of the Supreme Court.

“ The Board believes that participation in the par clearance system should be based upon the principle oi reci
procity and that hereafter Federal Reserve Banks should not receive for collection checks on any non-member bank 
which will not agree to remit in acceptable funds without deduction. The recent opinion of the Supreme Court 
makes it certain that the Federal Reserve Banks are not permitted by law to pay exchange. It must be clear that the 
more inclusive a collection system is the more efficient it will be and the greater will be the service it can render 
alike to the business and banking community. Therefore, since it is the object of the Federal Reserve Board to 
maintain an efficient system of par collection, which must at the same time be a voluntary system as far as non
member banks are concerned, the concessions involved and the resulting benefits should be made and received by 
all participating banks. It is clear that those non-member banks which are unwilling to remit without deduction 
for checks drawn on themselves have no right to share in the advantages of the par collection system.

“The Federal Reserve Board, therefore, in the exercise of its legal authority, has amended Regulation J, Series 
of 1920, in such a way as to prohibit any Federal Reserve Bank from receiving on deposit or for collection any check 
drawn on any non-member bank which refuses to remit at par in acceptable funds and to require Federal Reserve 
Banks to make a collection charge for their services in collecting checks which bear the endorsement of, or are 
drawn by or emanate from any non-member bank which refuses to remit at par in acceptable funds, such collection 
charge to be at the rate of one-tenth of one per cent, the minimum charge to be ten cents for each item.”

On or before August 15,1923, you will be advised regarding the mechanics of operation 
under the amended regulation.

Yours very truly,

Governor.This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)




