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memorandum. 

WHY MEMBER BANK DRAFTS ON FEDERAL RESERVE BANKS SHOULD BE 
ACCEPTED BY ALL FEDERAL RESERVE BANKS FOR 

IMMEDIATE CREDIT AT PAR* 

* * * 

1„ Thrtftigh the es tabl ishment of the Federa l Reserve 

System, ( membership compulsory ) Nat ional banks a re obliged 

t o ca r ry t h e i r r e se rves i n Federal Reserve Banks. D r a f t s 

a g a i n s t t h a t account should possess a l l the c i r c u l a t i n g 

value t h e i r d r a f t s had he re to fo re on any or a l l of t h e i r 

former reserve correspondents . 

2« In the opera t ion of the c o l l e c t i o n system an i n -

cent ive to use f o r over - the -coun te r drawings, d r a f t s on Fed* 

eral -Roberto Banks should be o f f e r e d . These d r a f t s , c r ed i t ed 

on member bank books when drawn w i l l f l o a t f o r a t l e a s t one 

day and o f f s e t through the c l e a r i n g .of f l o a t t h e i r equiva len t 

in items charged. 

3 , In the opera t ion of the c o l l e c t i o n system the ba lan -

ces between the Federa l Reserve Banks are created by check 

t r a n s a c t i o n s t h a t a re equiva len t of gold through the Gold S e t -

t lement Fund, The except ions to t h i s a re some payments r e -

ceived through l o c a l c l e a r i ng houses , depos i t s of l awfu l money 

or r e d i s c o u n t s . 
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4 . Clieeking i n a n t i c i p a t i o n or k i t i n g can be c o n t r o l l e d 

by reasbti 6f the superv i so ry r e l a t i o n s h i p of Federa l Reserve 

Banks t o t h e i r member banks. 

5. Through making a low open d iscount r a t e 6n d o l l a r e x -

change , very much lower ,than open r a t e s p r e v a i l i n g f o r s t e r l i n g 

d r a f t s on London, the Federal Reserve Banks a re seek ing t o pop-

u l a r i z e acceptances of American banks in world c e n t e r s . I t i s 

j u s t as important t o s t imu la t e the use of d r a f t s on Federa l 

Reserve Banks in t h i s country, even to the p o i n t of conces-

s ion or some expense in the beginning, 

6. Dra f t s on Federa l Reserve Banks w i l l be c o l l e c t e d only 

through o ther Federa l Reserve Banks f o r immediate c r e d i t . I t 

amounts to the same p r o p o s i t i o n as d r a f t on a branch p resen ted 

through the pa ren t bank or v ice v e r s a . 

7* A se t t l emen t fund c o n s i s t i n g of l a w f u l money can be 

c o n s t i t u t e d in Washington if exper ience in immediate payments 

make i t necessary o r d e s i r a b l e . D e t a i l s , such as charging 
! 

t h e member banks r e se rve account wi th the d r a f t on the day 

i t reaches any Federa l Reserve Bank, and bank t r a n s f e r s upon 

reques t only can be made p a r t of the p l a n . 

P o s t s c r i p t . 

To the above might be added the fo l lowing , as a sup-

p lementa l reason : 
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The public genera l ly have been educated by exper ience 

to the f a c t t h a t a d r a f t on a New York bank is given immediate 

c r e d i t and i s a v a i l a b l e f o r funds a t any town in the United 

S t a t e s o r f o r t h a t ma t t e r in North America. So t rue i s t h i s 

t h a t a c a r e f u l s tudy of bank s t a t i s t i c s shows t h a t the re are 

very few banks in the United S t a t e s , National or S t a t e , t h a t 

do not keep accounts in New York, the reason being t h a t in 

no o the r way can they meet the wants of t h e i r customers 

i n making payments a t d i s t a n t p o i n t s . The quest ion i s 

whether t h i s requirement w i l l s t i l l be made, or whether a 

d r a f t drawn by a member bank on i t s own Federal Reserve Bank 

can be made ( by reason of the Gold Set t lement Fund and 

t e l e g r a p h i c t r a n s f e r ) immediately a v a i l a b l e . 

Many member banks mainta in t h a t r ese rves in Fed-

e r a l Reserve Banks w i l l be worth l i t t l e if t h i s i s not done. 

Furthermore, i f i t i s not done, i t i s argued wi th some force 

t h a t the Federal Reserve System, i n s t ead of d e c e n t r a l i z i n g 

r e s e r v e s , w i l l tend to c e n t r a l i z e them more than ever in 

New York Ci ty , 

Is i t not des i rab le t h a t a d r a f t on a Federa l Re-

serve Bank should be popular ized in every pos s ib l e way, and 

t h a t a member bank be j u s t i f i e d in charging a moderate fee 

to i t s customer f o r such a d r a f t ? 
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So f a r as sa feguards are concerned., t h e r e i s no 

o b j e c t i o n to sur rounding them wi th a l l p o s s i b l e s a f e g u a r d s . 

For example, a member bank might be requ i red t o send , a t 

the end of each day, by mai l , t o i t s Federa l Reserve Bank 

a l i s t of a l l d r a f t s drawn aga in s t i t , showing to what 

p o i n t s they have been s e n t , if i t i s known. This would 

do away wi th "check k i t i n g " . 

6 /27/16 
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W I L L I A M G . M c A D O O 
SECRETARY OF THE TREASURY 

CHAIRMAN 

J O H N S K E L T O N W I L L I A M S 
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD 

WASHINGTON 

C H A R L E S S . H A M L I N , Sf lVBRNOR 
F R E D E R I C A. D E L A N O / p t j / f O l f l g H O R 
P A U L M . W A R B U R G 
W . P . G . H A R D I N G 
A D O L P H C . M I L L E R 

H . P A R K E R W I L L I S . SECRETARY 
S H E R M A N P . A L L E N . ASST. SECRETARY 

A D D R E S S R E P L Y T O 

F E D E R A L R E S E R V E B O A R D 

June 29, 19l6. 

Dear S i r : 

In response t o my te legram of June 21, t o each Fede ra l 

Reserve Bank asking f o r views i n r e spec t t o g iv ing immediate c r e d i t 

a t par f o r d r a f t s drawn a g a i n s t Federa l Reserve Banks, we have r e -

ceived r e p l i e s from each "bank, f i v e of vtfiich, are f a v o r a b l e , namely: 

Cleveland, Richmond, Minneapol is , Da l las and San Franc i sco ; and 

seven a re opposed, namely: Boston, New York, P h i l a d e l p h i a , A t l a n t a , 

Chicago, S t . Louis and Kansas C i ty . In view of t h i s marked d i f f e r -

ence of op in ion , the Board i s undisposed t o p r e s s the m a t t e r unduly 

a t t h i s t ime , but proposes t o l e t the mat te f run along f o r f u r t h e r 

c o n s i d e r a t i o n . 

The sugges t ion has been made by one of the Reserve Banks 

t h a t t h i s p r i v i l e g e should not be g ran ted un le s s each Fede ra l r e se rve 

bank' ma in ta ins a s u b s t a n t i a l balance wi th every o the r Reserve Bank 

whereon i t s members nay d e s i r e f u n d s j t he suppos i t i on be ing , however, 

t h a t t he ba lances would be mainta ined l a r g e l y i n New York. The 

Federa l Reserve Board w i l l , of course , have no o b j e c t i o n t o t h i s , 

because the law permi ts the va r ious Fede ra l Reserve Banks t o keep 

ba lances wi th each o ther f o r exchange purposes , but i t may be poin ted 

out a t t h i s t ime t h a t the ob jec t of the Gold Set t lement Fund was t o 

keep a j o i n t fund i n Washington which could be c l a s sed a s r e se rve 

I. 
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and which would operate with g r o a t a r smoothness and f a c i l i t y 

than f o r each tank to keep "balances wi th e leven o ther "banks. I t 

has been s t a t e d t h a t t h e r e i s no n e c e s s i t y f o r h a s t e i n t h i s n a t -

t e r , t u t i t would appear t h a t t h i s i s one of the problems which 

should have t h o u g h t f u l c o n s i d e r a t i o n of the Execut ive o f f i c e r s 

and the Reserve Agents of each "bank and "be s e t t l e d i n t he near 

f u t u r e * 

An important f e a t u r e of the problem, i s t h a t a f t e r . 

November, 1917* d e p o s i t s i n banks o ther than a Federa l Reserve Bank 

are not rese rves# These d e p o s i t s , while drawing i n t e r e s t , must be 

cont inued if a t a l l , as excess deposi ts# 

The sugges t ion has been made by Mr* Harding, of the 

Board*s Committee, t h a t i n s t e a d of i n s i s t i n g on any g e n e r a l r u l i n g , 

each F e d e r a l Reserve Bank make i t s own arrangements so t h a t d r a f t s 

drawn aga in s t them woiild be given immediate c r e d i t a t such Reserve 

Banks as they thought des i r ab le« I f , f o r example, the San Francisco 

Bank d e s i r e d to havs i t s d r a f t s immediately a v a i l a b l e a t par i n 

Chicago and Hew Yo:C%, i t could make arrangements with the Chicago 

and New York Reserve Banks t o e f f e c t th is< This would be a 

p a r t i a l i f not complete s o l u t i o n of the problem which would p e r -

haps answer the purpose f o r the p re sen t and t i l l a more compre-

hens ive p lan i s dev i sed . 

A f a c t not t o be overlooked i s ths.t t he p u b l i c g e n e r a l l y 

have been eduofLted by exper ience t o the f a c t t h a t a d r a f t on a 

New York Bank i s given immediate c r e d i t and i s a v a i l a b l e f o r funds 
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a t any town in the United S t a t e s or f o r t h a t n a t t e r i n North America. 

So t r u e i s t h i s t h a t a c a r e f u l s tudy of bank s t a t i s t i c s shows t h a t 

t h e r e are very few banks in the United States, , Na t iona l or S t a t e , 

t h a t do not keep accounts i n New York., the reason being t h a t in no 

o ther way can they meet the wants of t h e i r customers i n making pay-

ments a t d i s t a n t po in t s* The ques t ion i s vdnether t h i s requirement 

w i l l s t i l l be made, or A e t h e r a d r a f t drawn by a member bank on 

i t s own Fede ra l Reserve Bank can be made (by reason of the Gold 

Set t lement Fund and t e l e g r a p h i c t r a n s f e r ) immediately ava i l ab le# 

Many member banks mainta in t h a t r e s e r v e s in Fede ra l Re-

serve Banks w i l l be worth l i t t l e i f t h i s i s not dene. Furthermore, 

i f i t i s no t done, i t i s argued with some fo rce t h a t the Fede ra l 

Reserve System, i n s t ead of d e c e n t r a l i z i n g r e s e r v e s , w i l l tend t o 

c e n t r a l i z e then more than ever in New York C i t y . 

I t / i s not d e s i r a b l e t h a t a d r a f t on a Fede ra l Reserve 

Bank should be popular ized in every p o s s i b l e way, and t h a t a member 

bank be j u s t i f i e d i n charging a moderate f ee t o i t s customer f o r 

such a d r a f t ? 

So f a r as sa feguards are concerned, t h e r e i s no o b j e c t i o n 

t o surrounding these ope ra t ions with a l l p o s s i b l e safeguards# For 

example, a member bank might be requ i red t o send, a t the end of 

each day> by mail,* t o i t s Fede ra l Reserve Bank a l i s t of a l l 

d r a f t s drawn aga in s t i t , showing to what p o i n t s they have been 

s e n t , or made payable , ~ which would be a sa feguard a g a i n s t "check 
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k i t i n g " . Fur thermore, s p e c i a l sa feguards might be r e q u i r e d 

on t r a n s f e r s of funds or the making of d r a f t s f o r l a r g e amounts 

say over t e n thousand .-or t w e n t y - f i v e thousand d o l l a r s . 

Yours t r u l y , 

Chairman., Committee on C l e a r i n g . 

Statement enclosed 
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: S t a t e Banks and Trust Cos. 
Nat ional Banks :not inc lud ing Savings 

:Banks and P r i v a t e Banks. 
: Nizaber : . :Number 

Tota l : l i s t i n g New Tota l : l i s t i n g New 
S T A T E Nmber : York c o r r e - : Number :York corre-

: spondent. : :spondent 

Oklahoma 351 251 556 134 
Oregon 89 86 154 111 
Pennsylvania 837, 750 44g 397 
Rhode Is land 18 17 28 28 
South Caro l ina ! 71 71 319 283 
South Dakota 112 7% 494 77 
Tennessee 117 116 396 245 
Texas 536 518 890 621 
Utah 23 23 87 7U 
Vermont Us 4 l 35 28 
Virg in i a 137 125 282 179 
Washington 80 78 282 ' 227 
West V i r g i n i a 117 113 190 171 
Wisconsin 138 112 680 213 
Wyoming 33 30 72 38 

T O T A L 7,627 6,690 16,955 9,799 

6/29/16 
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NUMBER OF BAMS LISTING CORRESPONDENT TS NEW YORK CITY 

AS SHOOT BY BANKERS' DIRECTORY. 

:S t a t e Banks and Trust Cos. 
Nat ional Banks :not inc lud ing Savings 

:Banks and P r iva te ' Banks. 

S T A T E 

: Number 
Total : l i s t i n g New 
Number : York c o r r e -

: : Number 
: Tota l : l i s t i n g New 
: Number. : York co r r e -

• spondent . : : spondent. 

Alabama 
Alaska 
Arizona 
Arkansas 
C a l i f o r n i a 
Colorado 
Connecticut 
Delaware 
D i s t r i c t of Columbia 
F l o r i d a 
Georgia 
Hawaiian Is lands 
Idaho 
I l l i n o i s 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusette 
Michigan 
Minnesota 
Mis s i s s ipp i 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Je r sey 
New Mexico 
New York 
North Carol ina 
North Dakota 
Ohio 

92 
3 

f 
26l 
120 
72 
24 
14 
55 

112 
5 

58 
472 
257 
348 
219 
140 

£ 

169 
106 
280 
36 

197 
11 
56 

204 
37 

479 
80 

152 
377 

92 258 254 
3 12 11 

13 . 66 62 
51 395 121 

252 354 304 
115 179 101 
72 68 66 
11 24 12 
14 12 12 
54 198 186 

111 654 639 
5 17 8 

53 121 64 
351 
226 

807 
575 

320 
285 

248 456 201 
21J 959 556 
133 439 197 
38 232 175 
36 67 40 
79 108 60 

122 85 75 
101. 319 259 
223 993 449 
36 268 226 
P 1,293 295 
61 217 109 

169 815 506 
11 18 17 
30 13 2 

195 137 123 
34 44 31 

478 325 323 
79 402 299 

115 64 l 199 
366 480 417 
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