
F ed er a l  Reserve  Bank
o f  New  York

[Circular No. 9021 "l 
February 20, 1981 J

New Settlement Procedures for Transactions Cleared 
Through the Clearing House Interbank Payments System

T o All Com m ercial Banks, E d g e  and A g reem en t Corporations, 
and U.S. Branches and A gen cies o f  F oreign Banks in the Second  
Federal R eserve District, and O thers C on cern ed :

The New York Clearing House Association has announced-plans to put into effect on October 1, 
1981 a change in the settlement procedures for transactions cleared through its Clearing House Inter
bank Payments System (CH IPS). Transactions cleared through CHIPS after September 30, 1981 are 
to be settled in immediately available funds (same day settlement) rather than the present system of 
payment in “Clearing House funds" (next day settlement).

Since the vast majority of foreign exchange and Eurodollar transactions calling for payment of U.S. 
dollars in New York are handled through CHIPS, questions have been raised about the potential impact 
of this change on the foreign exchange market, and particularly on the method of settlement of foreign 
exchange and Eurodollar deposit contracts (both those already entered into and those that may be 
entered into in the future) calling for payment in New York on or after October 1, 1981.

Such contracts have normally been based on the assumption that settlement is to be made in the 
traditional manner, i.e., in “Clearing House funds.” Thus, if market participants generally do not have 
an understanding of the change in CHIPS settlement terms, the proposed change could give rise 
to confusion and even temporary disruption in the foreign exchange market. We understand that 
a number of market participants have informed their correspondents of the proposed change and 
have arranged for confirmations of new transactions providing for payment in New York after 
September 30, 1981 to state that settlement will be in immediately available funds, with suitable adjust
ments if for any reason payment is made on a next day basis after that date. We understand also that 
many outstanding contracts maturing after that date are now being amended to include similar pro
visions, or that general notifications to that effect are being sent to correspondents.

In our view, such approaches to the resolution of this problem are entirely appropriate; indeed, 
some such resolution appears essential to implementation of the proposed change in CHIPS settlement 
Terms, which we support, without undue disruption in financial and foreign exchange markets. We 
understand that most market participants, because they are both buyers and sellers of foreign exchange 
—  and borrowers and lenders of Eurodollars —  in*roughly equal amounts, would not be significantly 
affected by the general adoption of arrangements such as those described above; and we assume that 
adjustments would be negotiated in individual cases where appropriate.

A nthony M. Solomon ,

President.
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