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Are Checks Overused?

Kirstin E. Wells*
Senior Analyst
Division of Reserve Bank Operations and Payment Systems
Board of Governors of the Federal Reserve System

Despite the growing availability and acceptance of electronic payment instruments—such as credit cards, debit
cards, and automated clearinghouse (ACH) payments—by
far the most popular noncash payment instrument used in
the United States is the paper check. In 1995, approximately 80 percent of all noncash transactions were made by
check (Bank for International Settlements, forthcoming).
Furthermore, although use of electronic instruments has
grown in the past several years, check use has grown as
well: between 1987 and 1993, the average annual number
of payments per capita increased by 26 payments for electronic instruments, but by 31 payments for checks (Humphrey, Pulley, and Vesala, forthcoming). Clearly, individuals and businesses are not rapidly shifting away from
checks to electronic instruments.1
The popularity of checks persists even though checks
cost society more to produce and process than do electronic instruments. According to standard economic theory,
that may be a sign that the market for payment instruments
is not working properly. In general, in an efficient market,
when competing goods are available and one costs society
more, the prices of the goods will reflect the relative costs
of the resources used to produce them, and the cheaper
good will be substituted for the more expensive. In this
way, society uses its resources to produce only the particular goods it wants in the particular amounts it wants. In
other words, resources are used efficiently. When use does
not shift to the cheaper good, either the goods are not close
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substitutes or the market has failed, and there is a potential
role for a public authority to attempt to correct the failure.
Market failure is a commonly accepted view of what's
happened in the market for payment instruments. According to this view, the users of checks are the check writers.
And for those individuals and businesses, the private cost,
or price, of using checks has been distorted by the value of
checkfloat,or the time between the writing and clearing of
a check. During that time, of course, the funds can earn interest for the check writer rather than for the check receiver. The size of this benefit is thought to have reduced the
price of check use below the cost to society of producing
and processing checks. Since individuals and businesses
don't face that higher social cost, they continue to use
checks despite the existence of other means of payment
that are less costly to society. In short, checks are overused.
This study questions that common view. Here I focus
on the choice between paper checks and ACH payments,
or automatic electronic payments made through selected

*For their comments and suggestions, the author is grateful to Gautam Gowrisankaran, Ed Green, Diana Hancock, Jim Schmitz, Dick Todd, and Florence Young. For
their helpful comments on the cost estimates, the author also thanks Michele Braun,
Jennifer Miller, Mitch Post, and Jack Walton. This article is based on work done in
"The Social Costs of Paper and Electronic Payments," the author's M.A. thesis, Virginia
Polytechnic Institute and State University, December 1994.
1
The federal government is also an intensive check user, although for many years
it has been actively migrating to electronic payments.
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financial institutions.2 While credit and debit cards are electronic substitutes for checks, those instruments are used
primarily by individuals for discretionary transactions. In
contrast, the ACH network was designed to accommodate
several types of fund transfers, including business payments to consumers and other businesses, consumer payments to businesses, and government payments to consumers and businesses. Therefore, ACH payments may be
viewed as a close substitute for several types of check payments. Consumers commonly use ACH payments to pay
recurring utility, mortgage, and insurance bills; businesses
use them to make payroll and dividend payments and to
facilitate cash concentration and disbursement. My examination of the cost data on ACH and check payments does
not support the idea that the value of check float is large
enough to create a significant difference between the private and social costs of check payments or to cause the
overuse of checks. I also question whether, aside from the
data, the notion that float is to blame for the persistent use
of checks actually makes sense.
But if the common view is mistaken, why are checks
still used more than electronic payment instruments despite
their cost differences? Is there a role for the public authority in this arena, the central bank, to provide incentives in
this market? Are checks overused or not? I don't have
definitive answers to those questions, but I do have a few
speculations.
One is that perhaps checks are not overused. This would
be true, for example, if the cost data do not accurately reflect the costs of the competing payment instruments. If
checks are actually not more costly to society than electronic instruments, then there should be little incentive, in
an efficient market, for users to shift to a different means
of payment. Checks would also not necessarily be overused if they and the other instruments are viewed not as
close substitutes, but rather as different types of goods, not
in direct competition. In either of these situations, there is
no market problem for the central bank to solve.
Then again, perhaps checks are overused, not because
offloat,but because of another sort of market failure. ACH
payments typically require significant fixed expenditures
before they can be used by a business. For a single business, that cost may exceed the benefit of using such payments. Yet if many businesses used ACH payments, the
benefits to all would increase and the use of checks would
decrease, along with the cost of transactions to society as
a whole. If this were true, then some sort of third-party
intervention might be necessary to encourage businesses to
become part of an ACH network.

But, again, this is mere speculation. Before the central
bank acts to encourage or discourage the use of any particular payment instruments, further research needs to be
done to determine what is really influencing payment
instrument choice.3
A Mistaken View
Past data on the private and social costs of various payment instruments supported the common view that the
value of check float is to blame for the persistent use of
checks. However, updated data contradict that view. And
aside from the data, the view is hard to accept.
Float's to Blame
One influential study of 1987 data supports the common
view. Humphrey and Berger (1990) used these data to calculate, for nine types of payment instrument, the total social cost, the value of real resources consumed in the use
of the instrument, and the private cost, the price faced by
its user, which Humphrey and Berger saw as the payment
originator, or payor. This study found that social costs
were higher for checks than for most electronic instruments. Again, in an efficient market, that difference in
social costs would imply that a large proportion of total
payments would be made using low-cost electronic media.4
Yet Humphrey and Berger found that the use of noncash
instruments did not correspond with their cost; specifically,
checks were used much more than electronic instruments.
(See Humphrey and Berger 1990, p. 50, Table 2-1.)
According to Humphrey and Berger, the disparity between use and cost was the result of the high value of
check float. Indeed, they calculated that the float value for
an average check effectively reduced the price for the
check writer below the social cost: float was a wedge between a check's social and private cost. In the 1987 data,
check float actually reversed the cost difference between
check and ACH payments. [See the accompanying table,
columns (1) and (2).] Humphrey and Berger concluded

2
An ACH network is a fully automated payment system that allows participating
financial institutions to transfer funds between accounts automatically as directed by the
transaction's payor or payee, as either debit or credit transfers. ACH networks are operated by the Federal Reserve and by private clearinghouses.
3
Another possibility is that so far researchers have used too narrow a framework
to adequately analyze payment instrument choice. That framework may need to include
features much broader than the relative costs of the various instruments, such as how
the demand for money and payment system characteristics affect instrument choice. A
discussion of this possibility is beyond the scope of this article. See Berger, Hancock,
and Marquardt, forthcoming.
4
The social cost data represent an average cost to society for all resources allocated
to check and ACH use. Given the heterogeneity of payment instrument users, we would
not expect all users to find electronic payments cost effective.
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