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W. P. G. HARDING, GOVERNOR

Ex om.clo._mgm.-” ALBERT STRAUSS, VICE GOVERNOR
DAVID F. HOUSTON :W'-P::;“;::EL':"

SICIIKARY O{ THE TREASURY . H‘;:RR: A H-OEHLE“PAH

A CHAIRMAN .

JOHN SKELTON WILLIAMS FEDERAL RESERVE BOARD —

COMPTROLLER OF THE CURRENCY W.T.CHAPMAN, SECRETARY

— R.G. EMERSON, ASSISTANT SECRETARY
ADDRESS REPLY TO W, M. IMLAY, FISCAL AGENT
FEDERAL RESERVE BOARD WASHINGTON ‘

Avpril 12,1920,
X-1896

Dear Congressman:-

The situation regarding the Federal Ressrve clearinc
system can be sumred up in a vary few words. There arz certain clauses
in Sections 13 and 16 of thes Fedsral Reserve Act which s2am to raquire
ths Federal Reserve Board to sstablish a system for the cleering hy
ths Federal Resserve Banl's of all checlks vayable upon presentation within
their respective districts recardless of whether the checks are dramn
unon member oOr non-member banks. It appears also that the Federal
Reserve Barks zre required to receive these checks when tendsred them
for demosit by member banks, at par - that is, without md-ing any de-
duction from the face amount for collection or exchange charges. Section
13 emvowers tha Federal R:serve Doard to fix reasonable charges, not
to exceazd 10¢ per $100, which may be made by one bark against another
bank for remitting in exchanze or otherwise for checrs received for
collection, »ut there is a »roviso that "no such charges shall be made
azainst Federal Reserve Barlrs."

Unon bclng agked for an owninion, the Attorney Ganaral
‘of the Uhlted States has construed this mrovision lit=ra11v and has
advis=d the Board that Fedsral Reserve 3ans camot lawfully vay any
charge or fee to a bark for remitting to ths Federal Reserve 3ark for
checks drawn umon th: payer barl: which have bsan sant to it by ths
v Federal Reserve Barlr for payment in exchange or othsrwise,

It is evident therefore that a Federal Reserve Tark
receiving checks on non-member banks for devosit must proce-d to collect:
thess checks and that if th- banks unon which they are drawn will not
remit at par the Federal Reserve 3arnk is obliged to provide itself with.
some other means of making the collection. The Federal Rissrve Barks

- tharefore have called the attention of non-member banks to these pro-
visions of law znd have stated that stamped envelopes will be sent in
each case to the remitting bank in order that there may be no actual
expense incurred by the payer bank in making the remittance and that
if it is more convenient remittance may be made in currency at the expense
of the Federal Reserve Bank. All non-member barks have been advised that
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if th=y do not care to ramit to the Federal - Reserve Zarks =t par,
collection will be made throuch some outside agency by having the checks
presanted at the bank counters for wvayment.

If this. is coercion as contended by your constituent it is unavoidabls,
for regardl=ss of the question as to whether Congrzss has the rizht to
legislate in any way that results in the diminution of the oprofits of
state banl's, it clearly has the vower to legislate in matters relating to

s the manner in which the Federal TEeserve Banks shall opsrate. The board's
view therefore is that Congress (1) has directed -1l barks, non-members as
well as members, not to make exchn-e charzes azainst Federal Reserve Balrs,
(2) has dirscted the Federal Reserve 3arks to receive on deposit at par any
checks and drafts which are vayable on vresentation, and (3) has directed the
Federal Reserve Dunks not to pay =ny exch-nse charass to banks in making
thes= collections.

Vhether Congress has the constitutional ri-ht to enact a law mrohibitina

a Federal Reservs Rank from mayinz exchinge to a non-membsar bank on checks
drawn upon the non-member bunk by its own dewositers may be arzued to be a
question of law which should be determined ultimatsly by the courts. If it
is desired- to test the constitutionality of the law, it apmears that the
banks which question its validity should initiate mroc:»dings rather than
the Federal Reserve Board. If, on the other hand, thay should concede that
Congress has the risht to legislate in the mamner it has done but believe
that the law is oowressive, unjust or unwisz, it would apvear that they
should =mmeal to Congress with the view of having the objzctionable featurss
of the Act stricken out or modified. Hsre again it would sezm that thas
initiative should b= takan by ths banks which: feel themsslves agorieved in
the matter. If these banks, althouzh sntertaininz doubts as to the validity
of the law, should fz=l that bec-usz of the lengsth of time necessarily in-
volved in ohtainin~ a judieial =nd final intarnratation it is undesirsble

. to litigate, than again it would s2sm that recourss should be had to the
more direct method of amwealinz to Congress. In that case, however, it .
would s2-m that tha banks would put thsmselves in 2 morz consistent attitude
if thsy would not attempt to obstruct the opsration of the law as it now
stands psnding a flnal detarmination of nolicy by Congress.

The Board holds the further view, howsver, that if non-member banks be
no longer raequired to remit at par, member banks also should be relieved
from such an oblization, for the mexbher banks ares supnorting the Feder-l
Reserve System and it would b2 unfair to denrlve them of opportunities for
nrofit which are given to non-members. Thls, of course, r=iszs a question
as to the conflict of the interest of the business community ond the gzener-l
public on the one hand, end the banks on the other, If you should be in-

" terested in a further consideration of this phase of the matter, I would
suz-est that you r=ad ths enclosure, which is a covy of a letter which the
Banrd sent a fiw days ago to a Unitad Statas Senator in answer to some in-
quiriss made by one of his constituents.

Very truly yours,
Enclosure.
. : W.D,G. HARDING,

___w, Governor,

NOTE :
The enclosure referred to is
Mimeo:. X-1881, which was sent
you with Mimeo. X-1884, of
. April 5, 1920.
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