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backed securities in the body of
Schedule RC–B, ‘‘Securities,’’ so that
item 4 of Schedule RC–B will include
all mortgage-backed securities. In
addition, the Call Report instructions
will be clarified in response to questions
about the reporting of lines of credit
extended to bank insiders,
participations in pools of residential
mortgages, refundable loan commitment
fees, and stock subscription payments.

Dated: March 1, 1995.
Federal Deposit Insurance Corporation.

Robert E. Feldman,
Acting Executive Secretary.
[FR Doc. 95–5438 Filed 3–6–95; 8:45 am]
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ACTION: Policy statement.

SUMMARY: The Board has approved a
modification of the increase in the fee
charged to depository institutions for
daylight overdrafts incurred in their
accounts at the Reserve Banks that had
been scheduled to take effect on April
13, 1995. As a result of the sizeable
reductions in daylight overdrafts
already achieved, as well as concerns
about the possible effects of further
rapid fee increases, the Board has
approved an increase in the daylight
overdraft fee to an effective daily rate of
15 basis points rather than 20 basis
points. (The 15-basis-point fee equals an
annual rate of 36 basis points, quoted on
the basis of a 360-day year and a 24-
hour day.) The Board will evaluate the
desirability of any further increases in
the daylight overdraft fee, based on the
objectives of the payments system risk
program, two years after the
implementation of the 15-basis-point
fee. Any changes in the fee resulting
from that review will be announced
with a reasonable lead-time for
implementation.
EFFECTIVE DATE: April 13, 1995.
FOR FURTHER INFORMATION CONTACT:
Jeffrey C. Marquardt, Assistant Director
(202/452–2360) or Paul Bettge, Manager
(202/452–3174), Division of Reserve
Bank Operations and Payment Systems,
Board of Governors of the Federal
Reserve System. For the hearing
impaired only: Telecommunications
Device for the Deaf, Dorothea Thompson
(202/452–3544).

SUPPLEMENTARY INFORMATION:

I. Background on the Daylight
Overdraft Fee Policy

The Board’s initial policy statement
aimed at controlling daylight overdrafts,
which became effective in 1986 (50 FR
21120, May 22, 1985), encouraged
depository institutions to establish
voluntary daylight overdraft limits, or
caps, across all large-value payment
systems. The cap levels were
subsequently reduced by the Board,
effective in 1988, in an effort to reduce
further the level of overdrafts (52 FR
29255, August 6, 1987).

While daylight overdrafts associated
with funds transfers appeared to
stabilize somewhat after the
introduction of caps, daylight overdrafts
associated with securities transfers,
which were exempt from the original
caps, continued to grow strongly. The
Board became concerned, however, that
further reductions in cap levels might
seriously disrupt long-established
market practices for settling financial
transactions. Thus, in 1987, the Board
commissioned two studies of the
fundamental issues concerning
payments system risk by a staff task
force and an industry advisory group.
Both groups agreed that the Federal
Reserve’s provision of free daylight
overdraft credit was a subsidy that
encouraged the overuse of such credit
by private institutions. The advisory
group emphasized the flexibility of
daylight overdraft fees as a market-
oriented means of allocating daylight
credit to depository institutions that
valued it most highly, while allowing
them to determine the least costly
means of reducing these overdrafts.

The task force identified the following
set of public policy objectives for the
Board’s daylight overdraft program:

• Low direct credit risk to the Federal
Reserve,

• Low direct credit risk to the private
sector,

• Low systemic risk,
• Rapid final payments,
• Low operating expense of making

payments,
• Equitable treatment of all service

providers and users in the payments
system,

• Effective tools for implementing
monetary policy, and

• Low transaction costs in the
Treasury securities market.

The task force recognized that the
pursuit of these objectives might, at
times, result in competing policy goals,
and that policy options would need to
be evaluated on the basis of whether
they achieved an appropriate balance of
the objectives. In particular, a policy

might need to balance considerations of
direct risks to the Federal Reserve, on
the one hand, and systemic risks on the
other.

After completion of the two studies,
the Board sought public comment on
the issues associated with charging fees
for daylight overdrafts, along with a
number of other issues relating to its
payments system risk program. The
Board abolished cross-system net debit
caps, but retained caps on overdrafts in
Federal Reserve accounts, effective in
1991 (55 FR 22087, May 31, 1990). In
1992, the Board announced its intention
to charge fees for daylight overdrafts (57
FR 47084, October 14, 1992). The Board
also announced that the fee would be
phased in so the Board could monitor
the impact of the fee and make
adjustments, if necessary.

The current effective daily fee of 10
basis points was implemented on April
14, 1994. Under the policy adopted in
1992, the fee is scheduled to increase to
20 basis points on April 13, 1995, and
to 25 basis points on April 11, 1996.
(The annual rate charged for daylight
overdrafts is quoted on the basis of a
360-day year and a 24-hour day. The
annual rates are officially quoted as 24,
48, and 60 basis points. The annual rate
is converted to an effective daily rate by
multiplying it by the fraction of the day
that the Fedwire funds transfer system
operates, currently 10 hours out of 24.
This document will refer to the effective
daily rates, because they are commonly
used in public discussions of the
daylight overdraft fee.)

II. Impact of the Initial Daylight
Overdraft Fee

In the aggregate, daylight overdrafts in
Federal Reserve accounts have fallen by
roughly 40 percent in response to the
initial 10-basis-point fee. Significant
reductions in overdrafts occurred
immediately upon implementation of
fees, and the resulting levels of
overdrafts have remained fairly constant
since that time. Peak overdrafts, defined
as the maximum aggregate daylight
overdraft at the end of each minute
during an operating day, have fallen
from $124 billion, on average, during
the six months before implementation of
fees, to $70 billion, on average, from
April 14 through the last reserve
maintenance period in 1994. Over the
same period, aggregate per-minute
average overdrafts, the base measure
upon which fees are assessed, dropped
from $70 billion to $43 billion. These
figures represent reductions of 43
percent and 39 percent respectively, in
aggregate peak and per-minute average
overdrafts.


