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FEDERAL RESERVE BOARD 
WASHINGTON 

X-3243 
November 9, 1921. 

SUBJECT: Removal of L i m i t a t i o n on Federa l Reserve Exchange 
D r a f t s . 

Dear S i r : 

I n A p r i l , 191? t h e Federal Reserve Board extended t o 
member banks the p r i v i l e g e of u s i n g two k i n d s of d r a f t s ; one 
known as t h e "Federa l Reserve Exchange D r a f t " and t h e o t h e r a s 
t h e "Federa l Reserve T r a n s f e r D r a f t " . The Federal Reserve Ex-
change D r a f t i s a check drawn by a member bank on i t s own Federa l 
Reserve Bank and made r e c e i v a b l e f o r immediate a v a i l a b i l i t y a t 
p a r a t any Federa l Reserve Bank, bu t a c t u a l l y payab le only by t h e 
drawee Federa l Reserve Bank. The Federa l Reserve T r a n s f e r D r a f t 
i s a check drawn by a member bank on i t s - own Federa l Reserve Bank 
and made payab le upon adv ice of t h e drawee a t any Federa l Reserve 
Bank s p e c i f i e d i n t h e d r a f t . 

Undeir t h e tei'ms of t h e o r i g i n a l c i r c u l a r both forms of 
d r a f t s were l i m i t e d to $250. This l e t t e r has r e f e r e n c e , however, 
only t o t h e Federa l Reserve Exchange D r a f t , f o r i t appea r s t h a t the 
Federa l Reserve T r a n s f e r D r a f t has been but l i t t l e used . 

Before t h e e s t a b l i s h m e n t of the Federa l Reserve System, 
banks were accustomed t o draw t h e i r d r a f t s on c o r r e s p o n d e n t s i n 
r e s e r v e c i t i e s and t o have them become immediately a v a i l a b l e a t 
p a r . On August 12, i g i d t h e Federal Reserve Board, a t t h e sugges-
t i o n of an in fo rmal conference he ld between r e p r e s e n t a t i v e s of the 
Federa l Reserve Banks of Cleveland, New York, Chicago, P h i l a d e l p h i a 
and Boston, i s s u e d a c i r c u l a r , e f f e c t i v e September 3> i n -
c r e a s i n g t h e l i m i t of drawings of Federal Reserve Exchange D r a f t s 
from $250 t o $5000. On November 15, 1919 t h e Board i s s u e d a 
c i r c u l a r commenting upon the a c t i o n t a k e n by a Conference of 
T r a n s i t Managers and Aud i to r s , he ld i n Cleveland June 23rd and 
25 th , 1919. This Conference voted t h a t t h e l i m i t on exchange 
d r a f t s be removed, and t h e Boa rd ' s r e p l y , a f t e r h e a r i n g from a l l 
Federa l Reserve Banks, was a d i s app rova l of t h i s recommendation 
of the T r a n s i t Conference . The r e c o r d s show t h a t t h e Federa l Re-
se rve Banks of New York and Chicago were no t i n f avo r of removing 
t h e l i m i t , whi le t h o s e of Cleveland, Richmond, San F r a n c i s c o and 
S t . Louis were dec ided ly i n f a v o r of such a c t i o n . Other Federal 
Reserve Banks expressed no o b j e c t i o n b u t appeared t o a c q u i e s c e i n 
the recommendation of t h e T r a n s i t Conference above r e f e r r e d t o . 
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This s u b j e c t has been f r e q u e n t l y d i scussed a t group conferences 
and a t confe rences of t h e Governors. Some of t h e group conferences 
have urged t h a t t h e l i m i t a t i o n be removed but no unanimous a c t i o n 
appears t o have been reached a t any conference of t h e Governors of 
Federal Reserve Banks. I t appears from t h e minutes of t h e conference 
he ld here s e v e r a l days ago t h a t t h i s ques t i on was brought up but i t 
was voted t h a t c o n s i d e r a t i o n be postponed u n t i l another conference 
of Governors, i n order t h a t t h e severa l Governors might have an 
oppor tuni ty i n the meantime t o s tudy i t a©d be prepared t o r e p o r t 
back a t t h e next conference . This means f u r t h e r de lay . 

The Board i s anxious t h a t member banks should have u n r e s t r i c t e d 
use of t h e i r excess ba lances wi th Federal Reserve Banks and b e l i e v e s 
t h a t t he t ime i s opportune f o r removing the l i m i t a t i o n s which now 
e x i s t . I t has been in t ima ted t h a t c e r t a i n l a r g e member banks, which 
do a country-wide bus iness , a re not i n f avor of t h i s a c t i o n . The 
Board does not know whether t h i s i s t r u e or no t , bu t i n view of t h e 
f a c t t h a t Federal Reserve Banks pay no i n t e r e s t on d e p o s i t s , wh.ila 
t h e l a r g e member banks do pay i n t e r e s t on bank d e p o s i t s , i t does not 
appear t h a t t h e bus ines s of t h e member banks i n l a r g e c i t i e s would 
be adverse ly a f f e c t e d should the l i m i t a t i o n on Federal Reserve Ex-
change D r a f t s be removed. Even i n t h e f ace of oppos i t i on on the 
p a r t of l a r g e member banks t h e Board would s t i l l f e e l t h a t t h i s 
a c t i o n should be taken, u n l e s s more v a l i d o b j e c t i o n s can be r a i s e d . 

You a re r eques t ed , t h e r e f o r e , to cons ide r t h e m a t t e r and t o 
advise t h e Board as promptly a s p o s s i b l e of t h e a t t i t u d e of your bank 
wi th r e s p e c t t o the p r o p o s i t i o n , and what p r a c t i c a l o b j e c t i o n , if any, 
ycu see to i t . Mat te r s of t h i s k ind, which r e l a t e t o i n t e r - b a n k 
t r a n s a c t i o n s , a r e c l e a r l y w i t h i n the scope of t h e Board ' s j u r i s d i c t i o n 
and i t i s impor tant , t h e r e f o r e , t h a t a f t e r a l l arguments f o r and 
aga in s t t h e p r o p o s i t i o n have been p r e sen t ed the Board should give 
the ma t t e r cons ide ra t i on and determine t h e po l i cy t o be pursued. 

Very t r u l y yours , 

G o v e r n o r . 

GOVERNORS OF ALL FEDERAL RESERVE BANKS 
(COPIES TO FEDERAL RESERVE AGENTS). 
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