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Dear Ms. Misback: 

The Federal Reserve System is right to focus on the importance of moving America onto 

real time payments. Implementing real time payments is the single most important policy lever 

that the Federal Reserve can directly utilize to reduce income inequality in America. The value 

of real time payments for middle and lower income Americans is often underappreciated and 

misunderstood. The majority of this comment letter will focus on the benefits real time 

payments offers for consumers, including a discussion of why several arguments against 

adoption are flawed. Three key recommendations that the Federal Reserve should consider are 

highlighted below. A summary of these recommendations follows, with detailed rationales in 

support in the rest of the comment letter. 

Recommendations: 

1) The Federal Reserve ought to immediately extend operations of FedWire Funds Service

to 24x7x365. FedWire is a critical part of the payment system backbone. Such an

expansion is necessary to more easily facilitate development of other real time payment

systems both among banks with consumers and for broker dealers in capital markets.

2) The Federal Reserve ought to use its regulatory authority under the Expedited Funds

Availability Act (EFA) section 4002(d) to immediately shorten availability times for funds

deposited by consumers. The law grants the Fed authority to set time periods for

consumer funds to be held with statutory maximums sections 4002(a)(b)(c), no

minimums, and regulatory flexibility with a stated Congressional goal of "as short a time

as possible".1 Technology for real time payments has been in place for many years such

1 "12 U.S. Code§ 4002 - Expedited Funds Availability Schedules". 2018. Legal Information Institute. Accessed

December 13. https://www.law.cornell.edu/uscode/text/12/4002. 
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that the Fed as regulator of the payment system is justified to require real time 
availability now. Doing anything less is in conflict with EFA as currently written. 

3) An unresolved tension exists between the Federal Reserve's role as regulator of the
payment system (especially for funds availability for consumers) and as payment system
operator. The Fed has been placed in a difficult situation in managing this with
sometimes conflicting statutory mandates. Optimal answers to the nine enumerated
questions in the request, the multiple sub-questions, and the ancillary issues raised, will
differ based on the perspective of regulator vs. operator. In answering these questions,
the Fed should principally adopt the role of regulator, articulating policy principals as
expressed by statute for regulatory purposes. The Fed should make clear to the public
that its primary function is as a regulator of the payment system and that operational
concerns are secondary. Failing to do so will result in a series of regulations designed
not to achieve optimal policy, but rather to permit the Fed's operational side to remain
in compliance.

Real Time Payments Address Income Inequality 

The problem of income inequality is a great concern to the Federal Reserve as it 

rightfully should be.2 The payment system is a contributor to income inequality. The slow 

payment system is responsible for significant costs to those with lower income and assets, costs 

that are not borne by those with more.3 These costs are also disproportionately borne by

people of color, in rural communities, and others who have not had historical or current equal 

access to the financial system. 

The Federal Reserve has the ability to significantly reduce these costs, returning 

disposable income to the bottom half of the income distribution. This can be done without 

imposing direct costs on the top half of the income distribution, avoiding concerns of 

redistribution policy. Given the Federal Reserve's argument that monetary policy is a blunt tool 

not well suited to address income inequality,4 instituting real time payments is the most 

efficient, effective, and fastest policy that the Federal Reserve could utilize to directly address 

the problem of income inequality. 

The magnitude of the potential savings from faster payments is far greater than 

generally appreciated. There slow payment system is one reason why there are more payday 

2 "Perspectives on Inequality and Opportunity from the Survey of Consumer Finances." 2014. Speech presented at
the Conference on Economic Opportunity and Inequality, Federal Reserve Bank of Boston, October 17. 

https ://www. fed era I reserve.gov /newsevents/speech/yel I en20141017a. pdf. 
3 Klein, Aaron. 2018. "America's Poor Subsidize Wealthier Consumers in a Vicious Income Inequality

Cycle." Brookings. February 6. https://www.brookings.edu/opinions/americas-poor-subsidize-wealthier­

consumers-in-a-vicious-income-inequality-cycle/. 
4 "Unconventional Times, Unconventional Measures: A Conversation with Federal Reserve Board Governor Jeremy

Stein." 2012. Discussion, Brookings Institution, Washington, DC, October 11. 

https://www.brookings.edu/events/unconventional-times-unconventional-measures-a-conversation-with-federal­

reserve-board-governor-jeremy-stein/. 

https://www.federalreserve.gov/newsevents/speech/yellen20141017a.pdf
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lending stores than McDonalds in America.5 Divide the country into those who frequently or

occasionally reach the zero lower bound of their bank account. Research from the Federal 

Reserve, Pew Foundation, and others shows that roughly half of American families cannot come 

up with around $500 to deal with an emergency.6 It is important to note that this shortfall, 

while often thought of as an unplanned expense (e.g. car repair) also applies to an unexpected 

shortfall in earnings, both in amount and in timing. In fact research shows that variability of 

earnings is substantial: the JP Morgan Chase Institute finds that even among its customer base, 

one out of four has earnings variance of 25% or greater at least one month a year.7 Additional

research by the Financial Diaries Project, Center for Responsible Lending, and others highlights 

the growing variance of earnings as a cause of financial stress, particularly for those who near 

the zero lower bound of their bank account and face largely fixed expenses (rent/mortgage, 

child care, car payments, etc ... ).8

Variance of earnings is particularly important in the context of slow payments, as it 

creates the situation when Americans have sufficient funds to cover their needs, but are unable 

to access those funds because they are stuck in the time delay of the payment system. As a 

result, many Americans find themselves unable to utilize their own funds and face substantial 

costs, costs that are largely never experienced by those with sufficient liquidity to cover these 

periods. These problems are acute when individuals run out of funds (reach the zero lower 

bound) of their bank account. As Fed Governor Brainard correctly stated: "the difference 

between waiting for a payment to clear and receiving a payment in real time is not merely an 

inconvenience; it could tip the balance toward overdraft fees, bounced checks, or collections 

fees."9

The costs of reaching or breaching the zero lower bound are substantial. In the 

aggregate consumers spend $24 billion in bank overdraft fees and $7 billion for small dollar, 

short term lending (e.g. payday loans) as estimated by CFSI. These costs are borne exclusively 

5 Cowley, Stacy. 2017. "Payday Lending Faces Tough New Restrictions by Consumer Agency." The New York Times, 

October 5, sec. Business. https://www.nytimes.com/2017 /10/05/business/payday-loans-cfpb.html. 
6 The exact figures range from $400 to $500 worth of funds, and the percentages range between 40 and 60

percent for the year 2017; "Report on the Economic Well-Being of U.S. Households in 2017." 2018. Board of 

Governors of the Federal Reserve; Taylor, Ben. 2017. "Why Half of Americans Can't Come Up With $400 in an 

Emergency -." The Motley Fool. October 1. https://www.fool.com/investing/2017 /10/01/why-half-of-americans­

cant-come-up-with-400-in-an.aspx. 
7 "Weathering Volatility: Big Data on the Financial Ups and Downs of U.S. Individuals." 2015. JP Morgan Chase 

Institute. https ://www.jpmorganchase.com/ corporate/institute/ docu ment/54918-j pmc-i nstitute-report-2015-

aw5. pdf. 
8 "Comments to the Consumer Financial Protection Bureau Proposed Rule on Payday, Vehicle Title, and Certain 

High-Cost Installment Loans." 2016. Center for Responsible Lending and Americans for Financial Reform. 

http://www.responsiblelending.org/sites/default/files/nodes/files/research­

publication/crl_payday_comment_oct2016.pdf. 
9 "Speech by Governor Brainard on Fintech and the Search for Full Stack Financial Inclusion." 2018. Speech 

presented at FinTech, Financial Inclusion -- and the Potential to Transform Financial Services hosted by the Federal 

Reserve Bank of Boston and the Aspen Institute Financial Security Program, Boston, Massachusetts, October 17. 

https ://www. fed era I reserve.gov /newsevents/speech/bra ina rd20181017a. htm. 
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these conflicts while it shut down over 40 check processing facilities across the country as a 

result of the new, more efficient check processing system, but as Senator Van Hollen stated in 

his comment letter: "Working families appreciate recent technological advances that allow for 

digital check capture and processing. Since the enactment of the Check 21 Act, the Federal 

Reserve has radically reduced its check processing footprint, from 45 different check processing 

centers to just one. Yet the American public still does not receive its funds in real time."48 

Research from the Federal Reserve Bank of Philadelphia estimates the savings from 

reduced processing of paper checks at $1.16 billion for 2010, split almost equally between 

savings for the Federal Reserve System and commercial banks.49 The Federal Reserve 

acknowledged these savings in their annual budget for 2010. It is worth nothing that the 

Regional Bank budget in 2010 rose in total by 2.5%, or $78.8 million as a result of increases in 

supervision, regulation, loans to depository institutions and other cash operations. The Fed in 

its annual report in 2010 stated that, "These increases are significantly offset by decreases in 

priced services as a result of the decline in paper-check volume, reductions in the check­

processing infrastructure, and the substantial reductions in check transportation costs."50

Although the full savings to the regional bank system would not be realized in operating budget 

reductions, a portion should be. Thus, combining the research from the Philadelphia Fed and 

the statement from the Board, one would have expected in the absence of Check-21 that the 

increase in the Federal Reserve regional bank budgets would have been on the order of 

hundreds of millions.51 The alternative would be the possibility that the language of the 

Monetary Control Act of 1980 is not effectively binding, given other statutory responsibilities 

and the fungibility of funds. 

Conclusion 

The Federal Reserve has substantial regulatory powers to require a real time payments 

system. Nations across the globe, both developed and developing, have implemented real time 

payments, often a decade or more ago. The European Union recently completed a trans­

national real time payment system, better integrating their economies and providing valuable 

services for consumers and businesses. The United States is falling further and further behind. 

Multiple Federal Reserve led and private task forces on faster payments have yet to 

result in concrete changes. Repeated engagement with a broad range of stakeholders provided 

48 "Van Hollen Urges Fed To Implement Real-Time Payments System I U.S. Senator Chris Van Hollen of Maryland." 

2018. August 28. https ://www. va nh ol I en. senate.gov /news/press-rel eases/va n-hol len-u rges-fed-to-i m plement­

rea 1-ti me-payments-system. 
49 Humphrey , David, and Robert Hunt. 2012b. "Getting Rid of Paper: Savings from Check 21." Federal Reserve Bank 

of Philadelphia, Working Papers, 12 (12). https://philadelphiafed.org/-/media/research-and-

data/pu bl i cations/working-pa pers/2012/wp 12-12. pdf. 
50 "FRB: Annual Report: Budget Review 2010." 2018. The Federal Reserve Board. Accessed December 13. 

https ://www. fed era I reserve.gov /boa rddocs/rptcongress/budgetrevlO/ ch3/ s 1. htm. 
51 Not all of that increase would have been transmitting into operational savings, but it demonstrates the

magnitude of the potential savings. 
















