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Secured or Unsecured Bank Scrip to Meet With-
drawals of Deposits During Periods of
Banking Emergencies.

In view of the emergencies now facing banks in certain
localities, the questiﬁn has arisen as to the feasibility of the
adoption by such banks of a plan for the issuance and cifculatio£
during the period of eﬁergéncy of some form of secured of unsecured
bank scrip with which to meet withdrawals of deposits in‘lieu of
the payﬁents of currency or'transfers of credits which would v
normally represent such withdrawals--and the relétionship of such
a plan to the collection system.pf the Federal Reserve Banks.

At various times prior to the establishment of the Fed-

eral Reserve System, it became necessary for groups:of banks to

issue clearing house cértificate§ or clearing house loan certifi-

i
\

cates, and for individual banks to issue scrip in some form, but

in every such instance the necessity for issuing such instruments

was not due to a lack of assets on which to obtain eredit, but
solely to a shortage of cireculating currency. See article by

A, Piatt Andrew on "Substitutes for Cash iﬁ the Panic of 1907"

in The Quarterly Journal of Economics, issue of August, 1908,
and "Clearing House Loan Certificates, Chapters X, ¥XI, pp. 75,

117, Vol. 6, Publications of National iionetary Commission.

Since the Federal Reserve Banks came into existence no
shortage of currency has existed, and, therefore, the situation

today is in no sense analagous to any past experiénce. In the

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



4 DECLAMSOSIYILD
! DoED.DIR $200- 30

‘Aumonw

! By M NARA Date F+ 1705

Digitized for FRASER

panics prior to 1915, banks permitted the free withdrawal or trans-
fer of deposits for the establishment of credit, but were not in
the position to pay deposits in cash; whereas today certain banks
are not in the condition to permit the free withdrawal or transfer
of deposits. Whether deposits be withdrawn in cash or for the
establishment of credit is immaterial, since there is no shortage
of currency but in certain instances a shortage in acceptable
assets on which to obtain funds with which to meet continued with-~
drawals,

It is no doubt true that if banks in a certain locality,

individually or as a-group, are in a position to issue. scrip

based on adequate security they should be able to obtain‘advances
from other banks, the Federal reserve banks {under the Gléss-
Steagall Act) or the Reconstruction Finance Corporation,. but

if such advances are obtained and depositors are permitted to
continue withdrawals in cash or by transfer of'credit, deposits
may be depleted; and if it is essential for such banks to re-
téin their deposits in some form or other, the issuance of scrip
would make it possible for the banks to "freeze" their deposit
liabilities during the period of emergency, prévided they dc

not make any péyments except in the adop%ed form of scrip.

Banks issuing serip should ggreé or resolve to refuse to pay
any deposits in cash or by transfer, but shoﬁld pay or transfer
defosits only by means of scrip. This is imperative in order

that one depositor may not be preferred over another.
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If, in the present emergency, it is deemed imperative
or desirable,to resort to the use of some form of bank scrip to
meet withdrawals of deposits, such scrip may be issued under one
of the following plans:

(1) By the clearing house or other appropriate
organization representing all banks in a community under an ar-
rangement in which every bank in that community would agree to
participate, such serip to be fully and adequately secured by
the deposit with a trustee of unquestionably sound collateral.

Such scrip will probably circulate and take the place
of currency within the community of issue as a médium of exchange
for commodities or services provi@ed the full cooperation of the
banks and public of the community is obtained and the true value
of such scrip is established and maintained. It is not probable,
however, that such scrip will circulate as currency or be accept-
able to creditors outside the community or trade area of the
issuing banks except at a discount.

(2} By one or more but not all of the banks in a
community, such scrip to be fully and adequately sécured by un-
questionably sound collatefal as under plan (1).

Such scrip will doubtless circulate as described under
élan {1) but to a lesser extent and at a greater discount. There
is danzer underlthis plan that any bank in the‘community which does
not issue scrip will be drawn upon to provide currency which will
havé an appreciated value and also because of the admitted weak

condition of other banks in the community which issue serip.
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(3) By all the bauls in a corrmnity as under plan
(1) except that the scrip issued will not be secured by collateral
but guaranteed by all the banizs in the comrmnity collectively.

Such scrip will be of doubtful value anc while the
necessity for some medium of exchanse in the community may commel
its circulation it will doubtless be accepted at a cdiscount in the
cormunity and would not be acceptable at all outside of the com-
rmunity of issue.

(4} By one or more but not all of the banlis in a
comunity as under plan (2) except that the scrip will not he se-
cured.by collateral or suaranteed by other than the bank of issue.

Such scrin would be ol doubtful and problematical
value and would not. circulate or serve as a redium of. exchange
ever in the cormmunity of issue except at a heavy discount.

It should be borine in mind that under any plan the
issuapce of scrip is simmly a device Tor bridzing an energency
and” that ultimately such scrin mst be redeened at face value
or restored as deposits subject to withérawal in normal course.

Regarding the handling by Ffederal Reserve Banls of
itews dfawn against'deposits in banks which have acdopted the use
of scriy, since Tederal Reserve Bam''s cannot receive for collec-
tion and credit to the reserve accounts of, member banks any iters
which arc not collectible in cash, checks drawn against deposits
in banks which are payable in scrip could not be handled by Fed-

eral Reserve Bans -either as cash items or as non~cash:items if
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received for collection and eredit to the reserve accounts of mem-
ber banks.

Checks on which it is indicated that they are payable
only in scrip or with respect to wvhich the payees have specifically
égreed to accent scrip in payient may be received by Federal Re-
serve ﬁanks from nmember banks as non-cash items for collection and
reriittance of the specific scrip to the indorsing merber bank§.

Checlis which are lmown to be payable in scrin, but
which do not indicate on the ir face or by indorsement that they
are payable in scrip, should not bs. sent to Federal Resecrve Banks
for collection, since such checks could be handled by Federal Re-
serve Banks only as cash items and since they are not payable in
cash they would ultimately be refurned to indorsers unpaid.

Of course, Tederal Reserve 3Banlls could not acéept for
colleétion the scrin of any bank, since the scrip- itselfl is not
collectible in cash or a#ything else., If ard when the banks are
ready to recdeen their scrip in cash, such scrin may be received
by Federul Reserve Banks for collectioun.

i:ember banks issuing serip should, of course, be re-
quired Yo maintain with Federal Reserve Banlis their recuired re-
serves azainst their net deposits includin:, outstanting scrin.

The reserve Balance of a merber banl: is, of course, not subject
to check or transTer excent by the neiber banlz and therefore

cannot be denleted by any other means.
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