Heport to the Fodsral hesarve Boscd X-3800

by the idvisory Comrittsza of Governors

of Federsl Reserve Bans, on the so-

called "Claiborne-idams Check

Collection Plan® Mag. 1, 1923.

Gentlemen:

In complisnce with your reguest that we should nske a statement of our
views on the three subjects discussad ot today's conference, we 02y to advise
you as follows:

Amended’ Kegulation "J" suggested by lMessrs. Claivorne
and Adams on Uszhali of the Committee of Five on Zxchenge
of the American Bunkers' Association.
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We are entirsly and unanimously opposed to this plan for the following
reasons:

(1) It would reinstate snd perpetuate one of the most glaring faults of
the old bonking system - the creastion of a ficticicus reserve. -

(2) It would be a substentisl sbondonment of the par collection system
ond would pave the way for the imposition upon the tommerce and business of the
country of an snmualchargs of over $100,000,300.

(3) If inmsdiate availavility were to be given by ¢ach bank on all items
in its district there would probzbly be added to the float over $300,000,000,
calculating simply on the basis of the present weekly consolidated statsnent
of the System. In practics this float would ba enormously incressed-

Human nature being what it is, it is inconceivabls that banis would
not take advsntage of ths unusual opportunity affordad them. Insteasa of for-
warding to thsir own Federsl reserve bank checks pasyatls in other Federsl
reserve districts, they would naturslly send such itams to cor-espondents in
other Federzl Reserve bank citiss, which corresponuents couid deposit them in
their own Federal veserve banks and receive immediat: credit und availability
without being subject to the exchange charge. This wouid result in giving
immediate crodit end availability for practically sli checks, as received ot
sach Federal reserve bank or brench. It is slso evident that it would make
possible unlimited "kiting". ’

(4) 4s these additionsl credits would be either checked out or usad to
raduce loans, there would not only be a reduction in the reserve ratio of the
Federal reserve system but there would be a still further very large rzauction
in the actusl reserves of the member benks which were precticelly cut in half
shen the Federsl reserve system was established.

These objgctions might ve elaborated and various others might be cited,
but the mere enumeration of :hoae stated above sesms sufiicient wholly to con-
derm the plen.  In view of these considerutions and of the turther facts which
vere brought out at the hesring todsy, this Comrittee respectfully and earnestly

r2comrinds that the Board promptly anncunce -its rejection of the proposed plan.
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Effective date of Amended hegulation "J".
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In view of the fact that a vevision cf the phraseolcgy of amended Regulation
J seems desirsble, it is recommendzd that the postponement of the effective
dats for this Legulation e continued until further notice.

Changes in practice of making collactions on

barks not willing to remit at par.
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In order to conform to the fullest possiblz extent to the spirit, as well as
the lettsr, of the vecent decisions of the Supraeme Court of thz United States in
the par clearance cases, it is recoreuded that the use of agents other than bonks
for the purgose of msking collections at par of items upgon non par-remitting

- banks be discontinued in any district shere any such prectice may now sxist.

Respzctfully,

(Signed) Geo- W. Norris,
(Signed) J. H. Case,
(Signed) J. B- McDouvgsl,
(Signed) E. & Fanchef,
(Signed) W. P. G. Harding,

(Signed) Chas. A. Peple.

Advisory Committee of Governors.

The Federal Reserve Board,
Washington, D. C.
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