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COLLECTION OFf OUT OF TOWN CHECKS BY FEDERAL
RESERVE BANKS.

(By W. P. G. Harding)

This is = mattgr thet bhas engrossed the attention of the
members of the Pederal Reserve Board and of the officials of
.the various Federal Reserve Bénks,-for more thon twelve months.
It has been the subjcét of many coﬁferences and several plans
have been suggested. Th¢ probleém involves the handling of
checks hy o Federal Reserve Bank for its owm member banks and
also inter-boank transactions. The Gold Settlement Fund wﬁich
Wi established by the Bocrd about a year ago, may be regarded
as & satisfactory method of ad justing Salances.bgtween Federal
Reserve Banks. In seeking a solution of the problemé invoived
in the intre-district transactions, it would be well for the
Pederal Rescrve Banks -to approach the subjéct from the same
angle vhat o newly estqbiished_membef bank would in its efforts
to build up o profitable business. It should be borne in mind
that the Federal Reserve Bznks are not required or permitted
to receive checks on Geposit from the general public, but their
contact with checks is limited to such as they may receive from
their own depositors (tﬁeir member banks) or from other Federal
Reserve Banks. There has been no pfessing need for radiecal

changes in the present methods of collecting country checks,--
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an evolution after years of expericnce,--bubt, 2s has been
pointed out frequently, it is the relmtion between the-country
check and thc reserves which must be considercd. After November
1917 no belences in eny dbenk other than o Federal Reserve Bank
vill be permitted fo count as rescrve and it is probable that
balances hitherty corried by country banks with their national
bank reserve agents, willleither be cartailed appreciably or
withdrawn entircly. There is, always has been, and always
will be, =n acturl cxvense attached to the collection of country
chccks. Possibly this expense mgy be reducel under the clear-
ing mcthods of the futurc just as it hes besn reduced in the
past, but therc is no doubt thet many banks have been deceiving
themselves intp thinking that they arc put to no expense in

the collection of their country checks, while an analysis .
would show in meny cases that banks pay this expense indirectly
by carrging balences with collecting bonks thét micht be more
profitably employed otherwise, ond that they are reolly payﬁng
more for a collectimn service than other banks who mect the
expense face to'face and settle it as it ccerues. A Federsl
Reserve Bank is a purely mutual organizetion. Its dcpositors
arc its stockholders and its borrowers arc 211 stockholders.
Each Pederal Reserve Bank should hold itself rcady to serve

each one of its limited number of depositors as far as it can
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with safety to 1tself and wath justice to its other depositor
stockholders. Should any member bank desare to discontinue -
netionel bank reserve accounts that i1t has been carrying and
sk a Pederal Reserve Bank for the same collection facilaties
that had been extended by the Netional Bank rcscrve agent, such
service should, mathout hesitation, be extended by the Ffedersl
Reserve Bank; not, however, at a loss to i1tself, which would
be unfair to ats other stockholding banks, but at cost or as
near to cost as practicable. If the member bank which has been
an the habat of counting as recserve, 1tems in transit to its
national bdank reserve agent, desires the same privilege as to
itcms sent to Federal Reserve Banks, it shouwld be granted.

But the Felderal Reserve Bank should aaalyze cack zccount in
order to determinc the average -mount of outstanding items or
float that it has permitted the member bamk to count as reserve,
and 1t Should charge i1aterest upon whatever amount of the op-
parent reserve carried is found to be mnde up of checks in
transit. The actuzl cost of collection shouwld =21so be ascer-
tained and the proper allowance mad¢ for overhead charges. A
statement of all this should be rendered the member bank once

a2 month and the resulting cherge made agsinst 1ts account.

The Federal Reserve Bank should give full Service to the member

bank, including checks on state banks zni tiust componics and

igitized for FRASER
tp://fraser.stlouisfed.org/
deral Reserve Bank of St. Louis o -




1203

611.

checks drawn on other banks in other distracts, but it should
require as a condition precedent, that each mcmber bank sendiag
checks for crcdit should agree that checks upon 1t may be
chorged agoinst 1ts account wath the Federal Reserve Bank,
immediately upon receipt by the Federal Reserve Bank, as a
matter of convenience;--but on the books of the member bank as
a matter of course, not until the member bank had received the
items. In the 2nalysis of the account to be made deily and
rendered monthly by the Federal Rcserve Bank, allowance should
be made in computing the float against o member bank of the

F time in transit to 1t of items cherged agrinst its cccount on
the books of the Federal Reserve Bank.

By following these prancaples, which are based merely
upon the i1deza ¢f adegucte service vith a compensating charge,
‘the Federal ResServe Banks will graduslly cssume for their mem-
bers the burder of cnllecting out of torm checks: 3But 1t 1s
not anticipated that the change will take place so rapidly as
to embarrass the Federal Reserve Banks physically or otherwvise.
The actual cost vhich must be met frankly <nd shich cennot be
disguised or diluted, will no doubt appear haigh at first, and
will cause meny member banks to be slow to use Federal Reserve
Banks as collecting agencies; but the fact that balances with

Federal Reserve Banks count as reserve while those wath other
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banks willlnot, will be & powerful leverage in the long run,
and cssuming that each member bank that uses its Federal Re-
serve Bank as a collecting agent will be required to permit the
chatge of checks on it against its account at par, it follows
that the cost of handling items by a Federal Reserve Bank will
be reduced from time to time &s one member bank after another
uses the Federal Reserve Bank as a reserve correspondent and
collection agent. Those who deposit checks with the member
banks, -- the public -~ are already in many instaaces, owing

to close competition between banks, getting free service,
others may be paying by carrying free balcnces, while still
others may be subjected to direct and sometimes excessive
charges. But it is evident that as uwember banks are enebled
ta collect out of tovn checks at a8 reduced cost, this benefit )
will inure, in tke last analysis, to their customers. Do not
get away from the fact however, thet the prcblem of ccllecting
country checks with which the Federal Reserve Banks cre con-

- fronted, is not one which has to do directly with the public,
but concerns primarily the member banks. It is purely g matter

of banking practice; it should be worked out on the basis cf

adequate service and proper compensation for service rendered.

Washington, D. C.
April 15, 1916.
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