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CONSOLIDATION OF FEDERAL SUPERVISION COF COMMERCIAL BANKS

Sumnary

Appropriate steps should be taken to effect a con-
solidation of the supervisory functions of existing
Federal agencies with respect to commercial banks,.

All of these functions should be vested by statute
in the Board of Governors, to be administered through
its staff and the Federal reserve banks in such manner and

in accordance with such policies as it shall determine.



-2 -

Need for Congolidation of Federal Supervision

The consolidation of all existing Federal supervisory functions is an
essential part of a progran of strengthening the coumtry!s banking system.
The principal reasons why all of the supervisory functions now exercised
by Federal agencics should be consolidated in one body are indicated in the
following parazraphs.

Similarity of Responsibilitics and Functions of Existing Federal

Agonecies. - Many powers, responsibilities and functions of the Doard of
Governors, the F.D.I1.C., and the Comptroller of the Currency are simillar.

The Comptroller still has all or wmost of his original and primary super-
visory powers, relating principally to national banks. The F.D.I.C. has

been given certoin supervisory functiong in connection with insured State
nonmenber banks as vweil as certain functions relating to national and State
nciber banks. The Federal Rescrve Systesn 1s charged with many imoortant
resuonsibilities in commection with the resulation of both national and

State bank meombers and their affiliates. The concurrence of the Secretary

of the Treasury is required in connection with some of the supervisory
actions of the Comptroller. FRepulations still in ceffect under the Emergency
Banking Act require cach menmboer bank to cobtain a license from the Secretary,
vhether it is entirely a new bank or is the result of a reorganization

decnied by other supervisory authorities te be necessary. By virtue of agree-
ments with more than 5,500 insured banks in coanection with capital invest-
ments, the R.F.C. has power to examine and, in many cases, %o change the
nanagenent or policies and forec or block or delay reorganizations of these

banks.
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The Boord of Governors, the IeleleCa, and the Comptroller of tho

Currency haove largoe s in VWoshington with nany sinilar divisions. Many
Lenbors of the Washington stafll of the ..VeCe, cspecially in its cxanining

4 lesald divisions, devote cuach of thelr time to bank ootlers. Moot ot the

bank suparvisory functions cxcercised by tho 7 Ce, such us those relating
to resrganizations, wanageuent, etc., are hondled by the Corporationts stadf

in Vashington. Proactically all of the supervisory matters reloting to

national banke are handled in the Uachinston office of the Comptrollor of the
Currency, vhere reports of examination arc whnnlyzed nnd reviewed and letbors
2 kN of
~f eriticisn relating to various nattors covercd thorein, including rdnute
S 3 ]
detsils, as well ns other lotters relnting to debsils in cndl reporis, ctc.,
re written direct to the banks concernced, wdth requosts that copics of

soective district chief nationnl bank

replics thercto he forwarded to the r
exarincrs. A sonevhot similar situstion provailg in the cose of the FoD.I.C.
Thia centralization of supervision has resulted in o larze quontity of
detoiled work being cerforncd in Washington by various divieions of each

stalf concernced, ruch of vhich is cinller to and overlans the work of corros-
vonding divisions of the staffs of other cguncies.

An cxardnations departoent is mnintsined at each of the twelve Federal
reserve banks. In addition to bhe officurs assigned to the examining ond
supervising function, the examinctions departient at each reserve bhank has
a shaffl of cxaminers, assiztont crowiners, and clerks. They conduct such
cvominations of State nember barks, affilictos, and holding cumpany affilistes

c e g ossn vy N A N Ty I : PR
ag nre deored necessary, and hoandle applications Lo nerbership, trust sowe

votins pernmibs, ete. Not only are Stote lemior ond notional bunks involved

4

in suech mattors but often nonmenber toanks ss wells  The Comptroller of the

-t
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Cirrency maintains twelve district officos, most of which arc located in the
buildings of the Federal reserve banks of the districts. Dach such oflice
is wnder the direction of o district chicef national bank exeminer vhoe has o
foree of wexaniners, assistoint exaniners, and clerks sufficlont to exawine
he nationol banks of the district and such affiliates and holding cowpeny

T

affiliates as 1t 1s deemed necessary to exenine. The FeDl.I.C. likewlise

naintains offices in twelve districts, which are not cotermincus with the
Toaderal roscrve districts. Fach such office is under the direction oi o

disteict superviesing examiner who has the necensary force of examiners,
agsistant exardners, and clerks to handle thoe exouination off the insuroed non--
member bhanks of the districtse The ReFeCe maintoing local or ficld agencies.
Each such agency is under the direstion of o local manager who has an exanin-
ing and clerical stalf sufficient to handle aduinistrative details in connec-
tion with the Corporation's lowns and lavestments in the hanks of the zone,
together with whatever cxanination work is deciicd necessary.

The various offices of these agencics, hoth in Washington and in the
districts, huve ovorlapping and conflicting fimetions, powers, and roespon-

sibilities with respect to lnportont policy matteors as well as adninistrative

detniles  ALL of these things are cvident not only to the personnel of the

D

agenciocs involved bubt to banks and oubsiders as well.

Resulting Differcnces in Views and Actions. - lany cascs and problems

involving State member banks cowing before the Board of Goveraors are

comparahble to those roviewed by the Comptroller and the I'uDeIl.Ce with respect

=

to naticnal and nonuember banks. The views and opinions of these author-

itics have often diffored on policy matteors o well as administrative

details. Such differences are evidenced in the drafting of regulations
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rulings, opinions, interpretations, and recoumended lesislation. Conflicting

situations have arisen with respeet to the forrn and content of call and
exarmination reports; the nethod and extent of classification and elimination
of depreciation in securities, losses, ctce; uergers and reorganization
conditions preccdent to the issuance of voting permits, capital reductions,
and establishnent of branches; the definition of interest; the type of
statisbical infornation to be gathered snd published; ete.

Changes in estallished policics, interpretations, reports, procedure,
etce, arc desirable and necessory frow time to tine to meet changing circun-
stancos. Under exicting arrangenents, when the Board or any other Pederal
agoney desires to mzke any such chonges it is necessnry, or at least desirable,

to confer with represcntatives of the othier agencies in order to avoid any

conilicts and to acquaint them with the contenplabed changes., Often in the

C

e
“a

pest this has necessitated extended conferences, or even seorics of confer-
ences, resulting in long delays, to the proat oxponse and embarrassment of
every one concerncd, including the Lanks.

Difficultics arising in comnection with some of the natters are 1llus-
trated by the following simple coses

A State member bank, owned by & holding company affiliate, has under
consideration the absorption of two nonmenber affiliate banks, one of which
is not insured and one of which is insurcd, has capital dehenturses oub-
gtanding, ond exoreiscs trust powers. At the same time the State mewmber
benke is considering converting into z national bank with trust powers. In
such a case, the condition of the existing banks as roflected by special
reports ol exominaticn by national examiners, the details of the proposed
plan, the proposed condition and management of the new bank and of the holding

company affiliate, and various other matters, would have to be anzlyzed and

Federal Reserve Bank of St. Louis
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discussed in varying degrecs and agreed upon by and bLetween the following

supervisory agencles and the officors:

State bank cormmissioner

Conptroller of the Currency (both the district
and Viashington offices)

Reconstruction Finance Corporation (both the
district and Hashingten offices)

DeleCe (both the district and Washinzgton

ol{fices)

Federal Neserve Systom (Loth the Federal reserve
berk and the Roard)

Secretury of the Treasury (regarding issuance of
license)

Resulting Confusion and Cost to Bankse -~ It is not to be wondered that

banks are frequently confuscd by the mudtiplicity of laws or requirements
7nd that they do not know whose suggestions or instructions to follow or to
shom to turn for information or guldance on ouch matters as mergers, loan
limits, nmargin requirenernts, intorest retes, reports, affilicte matters, cte.
Confusion mey result from one or morc of the followinz:
le Provisions of law applicable to natlonal banks are
contained not only in the National Dank Act but also in the
Federal Rescrve act and variosus other Peder:il statutes; provi-
sions opplicable to State bank newmbors are contained not only
in the Federal Nescrve Act but also in the Natlional Bank Act and
otior Federal statutes.
2. Iltipic Federal examining authorities: Conptroller of
the Currency for national banks; Board of Governors for State
neriher banks; F.D.I.C0. Tor nounneober insured banks; and T.¥.C,
Tor banks with which capital investment ond loan contracts have
been nades  The principal examining work duns by the DoF.Ce wos
in connectlon with rehabilitation during 194% and 19%34. Joint

minationg as between these voricus agencles and 1n cunnoection

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



Digitized for FRASER

-7 -
with helding company affiliates are conplicating factors.

3. Multiple Federal zuthoritics issuing regulations and
rulings: The Comptroller prouwulpgates sene regulations which affect
3tate nember as well as national banks, for example, with respect
to investnent securities. The RBoord issues regulations involving
national and State member banks, for cxample, with respect to
trust powers, interest poyments, and reserve requirements, and in~
volving all classces of banks with respect to loans for the urjose
of purchasing or carrying listced securiticss. The FeDeIl.C. igsues
obther regulations, for exanple, with respect to interest on deposits
payable by insured nonnenber banks and with respect to the computa-
tion of deposits for assessuent purposes by both menber and insured
nonnenber banls.

4. The nccessity of clearing soue matters through two or nore

5. The nccessity of submitting roports to two or more agencics.

The type of confusion resulting frou existing arrangenments may be illus-
trated by the fuct that the reul cstate loan limitations applicable to
national banks are to be found primarily in the Federal Reserve Act and alg
in the National Housing Act; investments in securities by State bank nen-
bers are governed by the National Bank act and the regulations of the
Couptrolier of the Currency; the establishment of branches by State hank
membors 18 governed by provisions contained in the National Bank Act, as
interpreted by the Comptrollcer of the Currency; incident to granting voting
perizits to holding conpany affiliates the Board has sonetines inposed condi-
tions roquiring national banks to do sone things which the Comptroller did

not require; the FeDel.Co's definition of deposits for cssessment purposes

http://fraser.stlouisfed.org/
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differs fron the DBoard's definiticn for rescrve purposes; although nonmember
insured bhanks should be on o hasis of equality with mewmher banks, the
TelleLoCots regulation governing interest on deposits differs materially
frow the Roard's reculation on the sane subject; national as well as State
bank nenbers are called upon for gpecial reports by the bDoard of Governors,
vihile the FeDel.Ce gonetines calls for spcelal reports from all insured
benks—-national, Statc bank nenber and nonmenber.

Ldvantapes of Conpgolidation Under the Roard of Governors

There are various factors which recommend the Federal Reserve Systen
o5 the nost logleal instrunentality in which to comsolidate Federal super-
vision of banks. The more lmportant factors are:
le Such consolidation would give the System authority

commmonsurate with its respongibilitices, with respect to the

w

quantity and quality of credit ond various other matters re-
lating to the reaulation of banls, which are rmuch broader thon
the responsibilities of ony of the other Federal sunervisory

i g(,fl(‘lt,o .

£e The Federal Rescrve Systen has a consideratle finan-
cinl interest in the FeDeleCe, inasmuch as 1t furnished much of
the cenital of the FoDuL.Ce, ond its membor banks pay by far
the sreater pert of the asscssoents.

8. The 12 resorve bunks and the 25 hranches, loecated in
the centers of well-defincd cconcrmic areas, with the coordi--
noting Doard in Vashington, constitute a senconed, non-politicol
organization which is now, and for 28 years has been, in close

touch with banks ond bankinz problens--both State ond national,

ig woll desisgned to undertake the responsibility, and is in &
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position throush decentralization to expeditiously handle the
problems entziled. The relations and cooperation between the
Board, the reserve banks ond the banks and bankers! zssoclations,
which arc already close, are susceptible of further developmoent
in the interest of both the banks and the general public,

4, If the Systen were given the responsibility it could
not only ilnprove the guality but at the sane time reduce the

ost of exaninations and supervision

suthority Commensurate with Respongiblility. - The average men on the

street is disposed to hold the Federal Rescrve System ressonsible for the
yolicies and practices of all bhanks. This feeling exists
degpite the faoct that the primary authority with respect to the chartering
and supervision of national banks has been and centinucs to be the Comptroller
of the Currcncy, and that the 48 State banking departments occupy a like
position with respect to State banks. The urgent need for the consolidation
of at least all Federal Lonk supervision, if not all bank supervision, is
widely recognized, In the mind of the genceral public the Board of Governors
is charged with at lcast o moral resuponsibility for exerting leadershin to
simplify tha intricacies and to lessen the wealmesses of the presont banking
structurc,

Congress has charged the Board of Governors with inportant responsi-
bility with resvect to the control and regulation of monetoury and credit
natters in the United States. Its broad nowers in this connection are
exercised principally through discount rates, operations in the opon market,
and alterations in rescerve and nargin roguirenents. In additicn it should

-

also have sufficient direct authority to formmlate and enforce sound banking

policies necessary in connection with sound monetary and credit policles.
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vrogporous and optindsn prevells, examiners, iike the

bankers themselves, must tend to apprelse

credit risks

in terng of the faverabie conditions of the noment. The
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direction of the

Senctor Glass, ot o aearing in recent years, indicated his concention

of the relation of ecredit olicics to exnminations.

In discussing the

l/ Jocob Viner in "Recont Legislation and the Banking Situation® in The
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nztiod by which a Federal reserve bank in considering an application for ro-
digcount can ascertain whether or not o mowubor bank is making proper use of
Foederel bank credit, Senator Glagss told the head of one of the reserve banks
that he did not have to zo by the face of the note, that he should know what
the bk 1 doing if the examiners are worth a threepencc.l/ This irplics
that the examinstion reports de or should include adequate date on the uses
to which the banks! credits have been ut. Unfortunately the inclusion of

a schedule in an examinution report form does not necessarily meon that sound
conclusions as to the uses to which the bankst! credits hove been put, support-
ced by adequate deta, will appoar in the examination report, particularly if
the exonining agency has no important intorcest in the question. The ability
mnd attitude of the exaciners and tholr instructions must be considered as
factors.

If the Doard had had conplete control ol the exanination and supervision
function with respect to commercisl banks in 1928 and 19€9, 1t could have
umade 1ts direet action policy more effective. Criticisms by the Doard and
its exominers might have served to curtall the lending on securities for
speculative reasons by comnercial banks, The time may cone again when it
will be desirable for pressurce to be brought to bear by the exomining and
supervisory suthoritics on offending bznks. At such a time, if the Coupirol-
ler of the Currency sand the FoDel.Ce still exist as independent agencies,
they nmay disagree with the Doard with respect to policies on such matters
as, for example, real estate or securities loans; or they may be disinclined
to iacur the 11l will of poweriul bankers. In such circumstances these
agencies wisht fail to give sufficient cooperation,

There are sone rceecent exanples of the bad effect of differcnces in

1/ P. 52, Hearings on 8. Res. 71, Jan, 1931,

http://fraser.stlouisfed.org/
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policies., The Comptroller of the Currency and the Board have not favored

and enforced identical policics with respect to the elimination of losses

%)
[oN)

nd depreciation. The F.D.T1.C. declincd to accept the part of the Board's
Regulation @ with respect to absorption of exchange charges. It is under-
stood that approximately 19 of the State bank supcrvisors were opposed to
the Board!s definition of interest under Regulation @, and that this was
an important influence upon the position of the F.D.I.C. in this matter.

These exomples of failure to cooperate indicate that failure to co-
operate in matters of credit policy certainly are within the realm of
possibility. The agency charged with the responsibility for credit policies
should, therefore, be clothed with ample power and cuthority to ascertain
through examinations and reports by personncl definitely under its own control
that its policies are being carried ocut. TIn coase of violation, i1t should be
in a position directly and promptly to enforce its policics. ¥With the in-
creasced rvesponaibility upon the Board for the developuent and enforcement of
gsound credit policies, it 1 more important now than ever before that the
system of bank supervision be reorganized so thut no other supervisory agenecy
would be in a nogition to obstruct the application of broud credit policics
which have been determined by a public body of seven men to he necessary in
the public interest and which are applicable to all of the 15,000 banks in

the country.

Narrower Responsibilitics of Other Agencicse - The power to exumine

and gupervise banks is much wore necessury for the Board of Governors to

23

administer officiently its other responsibilitics than it is necessary for

the ReFeCe, the Secretary of the Treosury, the Comptrolicr, or the F.D.I.C.
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The ReFeCs has obtainced, through ororccuients and proprictury intercste,
power to examine and eff'cct changes in the management and operating roliclies
of those banks from which it has purchased preforred stock and copltal notes
or debentures., However, these powers arce said to be sxereiscd directly in
conparatively few casces, even under present practices. This is perticularly
true with respect to exwminations. VWith adecuate supervision of all banks
under cne Federal body and cooperation in making reports and special informa--
tion available, the nccessity for the exercise of these powers Uy the R.F.C.

would be materially lessencd. The authority to examing, force changes in

ceneral policles and nanagenent, offeet reorganizations into widceepread
it D 3
branch systeus, ete., if exercisced at @ll by the R.F.C., could be limifted to

those cases where perdssion or ayyroval of the Board of Governors is gronted
for good reasons. This would be somevhat sirdilar to the present arrangenent
by which the R.F.C. must obtain prior apnroval of the Interstate Cowmerce
Commission before mawing s loan te o railroad,

The R.F.C. could continuc as a licuidating agoney for ypresent investoments.
The power of the R.TeCe to lond to banks misht he allowed to lapse and the
respongibility placed upon the Federal Rescrve Systen for neeting ueceds o
thig character in such wiy as nay be uost appropriate.

It ig, of course, iluportant that the Federal deposit insurance fund be
protected by adequate examnination and supervisorv policies. DPresumably

the protection is considered to be adequate wnder prescnt arrangsients even

though the supervision of the banks controlling the wmost inportent Hart of
ingsured deposits is conducted by the Comptrollor of the Currency and the
Tederal Reserve System. The protection o the fund would be incrcasced, not
lessencd, if the supervigion of all insured banks is placed wnder one Federol

body, the Doard of Governors, which nceds the supervisory authority in
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conjuniction with its broodoer responsibilitics for credit nolicy. The Doard
of Governors is reeponsille Jox luportant noatters of credit policy and with
this responsibility gocs the protoction and developmemt of depositors!

stockiolicrst, and the gencral publicts lotercsts by the enforcenment of sound

bonking principles.

The monetory ond crodit functions of the Federal Reserve Syston arce
essentizl in any event, but bank supervision is so closely counnected with
thooe functions that 1t st be properly correlated with thems Fven 1f all

9

exauinetions and follow-ups were handled adeguntely by some other Federznl

ry

01!

ney-—-such as the Comptroller of the Currency or the FoDolele-- there would
33111l be the necesgity for reviews and cnalyses of all reports of ewsmina-
tion and correspondence to ascertain to vhat oxtent the Boardls policics were
heing executed. I policices wore not belrng cenforced it would bhe necessary
for the Board to have power to coerce an indencudent cgency. This would
achieve an effect similar to the Torm of consoildotion under the Board vhich

is being mursosted. Slhviously, however, such an indirect control of credit

policics wonid be not only less effcctive Lut more costly.

T N -

The Federal Recerve Systen Has the Largest Interest in the FeDel.Ce -~ The

Federal Reserve System, which is owned and sulzorted by the nenber banks,
furnished directly $159,000,000 of tho totul e ital stock of $239,000,000
of the FoDoI.Ce The remaining $150,000,000 wan considered as 2 return to
the banking systen by the Treasury of the #1.49,000,000 which heil been paid
as o franchise tax by the Tedorel reserve bonkv. koreover, the rnembors of
the Federsl Reserve Systen pay uost of the asscsauents now being collected

by “he FaDellCe, since total deposits of all ucrher banks anounted to

$8383,450,000,000 as of Decenber 2L, 1935, as coipared with $6,680,000,000
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of nll nommember insured banks (including insured mitual savings hanks).
It is clear, therefore, that the Federal Rescrve System has the largest
intercst in the TF.D.I.C.

Facilities of tho Federal Reserve Systen. - The Board of Governors

and its stalf in Washington, together with the facilitics, personnel and
contacts of the 12 reserve banks and their 25 branches, coustitutc a seasoned,
non-political orgonization with 22 years of experience within which @n effec~
tive means of bank supervision can be provided with a minimum of difficulty
snd cost.

Problens of exanination and supervision have for years been solved by
officers of reserve banks witnh knowledge and experience bullt up out of
long contacts with all classes of banks--national, State member and non-
rnicnber. These officinls are posted with respect to the condition of national
and State member banks through various reports and operating contacts. They

.

have an intinate knowledge of the past and currvent poli

.

cies and practices

of most menber bonks and nany nonmenber hanks in the districts, obtained
through frequent contacts with thesc Lbanks and thelr daily operations with
respect to such natters as rescrve deficioncies, redisgcounts and borrowings,
fiscul agenecy and safekeeping transactions, collection of checks and drafts,
wire transfers, denands for currency, and applications for membership,

trust powers, voting permits, etc. Through these sources and the incidental
contacts, correspondence, conversations and conferences the officers of the
Federal rescerve banks ore rnuch better informed about the current condition,
situation, and problems of merber banks than the other supervisory author-
itles can poseibly be through their anmunl or semi-annual exaninations and

pericdic condition reports alone. They arce familiar throush the development
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of statistics and otherwisc with the gencral banking end economic conditions

w

in their districts and con draw upon the judgnent of their colleagues and

directors in all important or problem cuscs.

Under the plan outlined in this wmenorandun the officer of the Fedoral
reserve bank in charge of examinatlons snd supervicion would be exomectad
to work in close contact with the other officers of the bank who would be
instructed to cooperate fully so as to make sure that all facts in thelr

possession having a bearing on the supcrvisory oproblems werc carefully

Such an organizaticon 1s to be contracted with that of o chief national
bank exaniner in eauch district in the casc of the Comptroller of the
Currency, or a supervising examince in the case of the F.D.T.C. The contacts
of these men have been limited to spoecial classes of bunks and to examining
and supervisory matters only. Furthermorce, the district offices of the
FeDeIleCo cxaminers are comparatively new and their contacts are largely
limited to small State hanks,

Although there ic a marked similarity in many of the supervisory
respohsibilitics and functions, as well as in several divisiong of the
staffs, of the Comptroller, the F.D.I.C., and the Board of Governors, there
is an important dissimilcerity in the manner in which examinations and other
vhases of supervision have been hendled in the Federal Reserve System as
comparad with the other agencies naneds. The Comptroller of the Currency
requires a cenplete copy of cach report of examination made by national
bank cxaminers in the respective districts to be sent to Washington where
it is analyzed and reviewed in detail, Lettors of criticiem based upon

such reporte are written in the Comptrollert'e office and mailed dircct to
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the national banks concerncd, with the reguest that copies of the bankg!
renlies thereto be mailed to the chicf national bank examiner and the ficld
exoniners who conducted the exmmdnations in the districts. Many other
letters relating to minute deteils in connection with errors in regorts of
condition of national hanks, earnings and dividends revorts, and various
othier miner nmatters ore likewlse written in Washington and sent direct to
thie benks. TFrom the coples of corrcspondence and reports of exanination
available to the BRoard from the Conptrollerts office, 1t appears that the
principal functions of the district chicf notionnd bank examinerst! offices
are to conduct examinations and furnish reports to the Comptrollerts office
in Washington where various matters with respect to criticisms, corrections,
nanagenent, mergers, reorganizatiorns, charters, branches, etce., are handled.
A somewhat similar situation previils in the case of the Fo.U.T.C.

On the other hand, the Federal reserve bonks conduct examinations of
the State member banks in thelr respective districts and handle the super-
visory matters direct with thie nenber bunks. It is but rorely necessary
that State menbor banks have any direct contachs with the Eoard of Governors,
Under this wethod of osduinistration the Board of Governors formulates and
coordinates the examining and supervisory policics with respect to State
nember banks, leaving the detall administration thercof to the reserve banks
in the regpective districts.

Decentralization of examinstion and supervision in 12 districts, with
the possibility of additional or zone offices at the 25 Federsl rescrve
branches, would substentially lessen any real objection which might be
raised to consolidating all examinetion and supervision of all banks under

one Federal bodye. It would provide substantisli local control over banks in
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each distriet, subjecht only to review in Washington for the purpouse of co-
ordination.

urtheruore, these 12 district bank authorities could foster closer
cooperetion bebweon theuselves and the banks and bankers' associutions than

vould be pessible under present arvonseuents. The necd for this has been

[

.

stressed ag an lpportant means of improving tho calibor of bank mansgoment
und developing s satisfoctory systen of internal check or supervision,
Ranking literature contains nany conments to the effoct that satisfachory
hank nmanogenent, policlcs and pracitices cen be obtained less by legislation
and pore by bankers and the bank suporvisory ageonclies working out bank
problems and difficulties together

Decentralization in this manner would 2lso lessen delays and confu-
aion oceasioned under sresont arrancenments of supervisory agencles. It
ould be real progress in the drection of simplificalion and efficiency
of supervigion 1f all cascs involving only ordinary routine and adodin-
Lotrative matters coule be sulstanticlly settled in the district without
referring then to Washinghon,

5

Increasing Quality and Reducing Cost of Examinations. - The experi-

cnees of the last fow yoars euphasize the necessity for lmprovenent in the
quality of bank exauinations and supervision. Congolidation of bank oxaming-
tion and exuniners under one agency such as the Federal Reserve Systen

gould noke it possible to give wore unity of background and vurpose to baok

exaninations.

At present goue bank exeudners are criticized for teing extrenely

lenient, othoers extrencly harsh. Sunie persons say that exonino-
tions should e conducted by local men familicr with conditions thoere;

others 7 that they chould be conducted by oxaminers wiio are not subject
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to local influcnces and who are more acquainted with general econondc condi-

tions. Other criticisns relate to the different methods and varying degrees

o+

of proficiency among examiners who receive varying salaries, who are subjec
to varying cenditicons of appointments, and who are more or less bound by
varying precedents.

These criticisms deofinitely suggest that there is urgent ncod of
standardized training for all bhank cxemincrse. The training should be of
a continuing character and all examiners should be trained slong the saue
lines and thoroughly grounded 1n the neccssity for applying sound methods
to varying circumstonces and conditions of banking. It is obvious that the
only possible way of so developing and training examiners is to have thenm
all working under and responsible to the sane supervisory body, which could
conduct traininz classes and hold rezional conferences and annually or less
freguently hold & Joint conferonce of at lcast the key eoxauiners. Such a
plan would permit and ncecessitate the cmployment of capable end well trained
exaniners at the reserve banks.

Under the plen outlined in this nemorandur improvencent would be hrought

about by the following:
le The aggregate nunber of cxaminers now wnder 2ll +he
three Federsl jurisdictions could be reduced--all the better
ones being retuined--yot in cach district there would be =
sufficient number of examiners to examine any of the larger
barks with branchos or groups sirultaneously, with the possi-
bility of drawing upon the auditing and othor departments of

the Fedoral rescrve panl if additionsl wan power is needed to

cover large jobs.
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2e Training of exaudners by confercnces, Mschools", otce;
the lzsuance of wniform instructicns with respect to clasuifi-
cations of asscts, monagenent, ohc.; developnent of specialists,
such as trust or affiliate exaniners, could be easily eifccted
with the cuoperation of the reserve bonk officers cunstantly in
3

touch with banking problens.

Ze From their various contacts ond experiences with the banks
of the district, the Foderal rescrve bank officers could supple-
nent considerably the information contained in the examination
reports where necessary and follow-up requirenents would be

wmiforn and well considered, puarticularly in problem cases.

Total annual costs of repulation of banks and credit pelicies by

Federal agoncies under the presont systen are estinmated at approxinately:

Comptroller of the Currvency 37,800,000
¥, I.Ca 2,500,000
Board of Governors 1,406,000
Yederal rescrve bhanks 4,300,000

dhry A (\(1 1/
,-1';\-_)’(~J(.)-.J, 'JO __./

No estinmated figurcs are availalle as to the annual cost of the suder

vision evercised by the R.F.C. in connection with ite investments in the

1/ Thisz includes total salaries and expenses of the Board at Washington
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(not including expenses in connectlon with the ilssuance and redemp-
tion of currcncy, but including other expenses and suwlaries, tuch of
vhich relete to noney and credit policies), and expenses of bank
exaninations departnents of the 12 Federal rescrve banks (including
no aliowsmce for overhead, such as light, rent, cte., and compara-—
tively smell allowance for officers' salaries, presunably limited to
those officers devoting all or an estimated jportion of their tine to
bank supervision work). The estinate of $2,30C,000 for the Couptrol
ler of the Currency, including the 12 district offices, is based upon
the Comptroller!s annual report for 1935, and does not include
expenses in connection with the issuance and redemption of currency.
0f this total over $218,000, reprccenting regular salary roll, is
paid frow appropriation, the balance bLeing reiubursed by banks. The
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cayital stock, debentures mnd notes of nore than 5,500 bonks,

I+ is obvious from the vory naturc of the orgosnization snd operations
of the existing supervisory agencics that a considerable saving in the cost
of bank examinations and supervision could be effected by a reorgonization
along the lines indicated in the preceding pages. One important saving
would result from the elimination of much duplication and triplication of

work by examiners and other membors of the staffs of the existing sgencies

o

.

and pany time-consuning conforeices now necessary in order to avoid conflicts,
in connection with mergers, reorganizations, regulations, interpretations,

R

ote. Another important saving would result fron increasing the quality and
reducing the guantity of supervisicn. The extent of possible saving which
might be realized and the nunber of examiners or office cmployees who should
be retained or eliminated without irmpairing efficiency are difficult matters
to estinate. These matters could be determined properly only by conducting
a0 careful survey of the personnel and cost of maintaining the various offices
of the Couptroller, the F.L.1.0., and the Federal Reserve Systen dealing with

exaninations and supervision.

Method of pAccomplishing Congolidation

It is proposed that all of the bank supervisory functions vested in
the five Federal agencles mentioned above he congsolidated and administered
under the general direction of the Board of Gevernors. This contemplates
that the statutes will be drafted in such manner as to give the Board author-
ity to decentralize the examination and supervision of banks through the

assignuent of various administrative functions to its representotives and

estimate of 82,500,000 for the I'.De.T.Ce represents estimated total of
the annual aun1antJut1Vu expenses of the Corporation, including its
district offices, as indicatad by the report of the Corporation as of
June 30, 1936.
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the Federal reserve banks to such extent, in such manner, and in accordance
with such policies as it shell determine from tine to tinme,

It would seem desirable that the staotutes be as flexdible as possible to
pernit the gradual working ocut of the nmost satisfactory administrative machin-
arye However there is indicated below what would seew to be a practical work-
ing arrangenent which might be established administratively by the Board
mursuent o the authority to assign certain functions.

A. Have the Board of Governors perforn directly the following
principal functions:

l. Its present funchions with respect to the dircetion of
credit policies and the general supervision of the 12 Federsl

resecrve banks.

2. The promulgaticn of regulations and the establishwment
of general policies with respect to chartering, cxamining and
supervising commercial banks.

3¢ The delegation of aduinistrative functions tc iits repre-
sentatives and the Federal rescrve banks.

4o The handling of appeal cases, including the approval or
dsapproval of applications for charters, braenches, trust jowers
sermits, chonges in cupital, etc.

Be Assign to representatives of the Board the following principal
functions:

1. The administrotion of general pelicics laid down by

the Board of Governors relative to the supervision of banks.

2. The dircction and coordination of examinations of hanks.
3e¢ The determination of date, form and content and direction

of the review and analysig of cull, published und special reports
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required of banks and atfiliasted companics.

44 Appointoent of reccivers for closed banks.

5. Approval of the appointuent of district exaniners and
assistant cxaminers.

Ce 4Assign to cach Federal reserve bank, or to an officer of each
Federal reserve bank, the following yprincipal functions:
l. Exemination and supervision of commerciul banks and
their affiiiates in the district, in accordence with the general
policies formulated in Vashington,
2e Approval or disapproval of applications for charters,
bronches, trust powers, permits, changes in capital, etc., with
right of appeal to Washington in particular cases.
e Approval or disapproval of reorganizations and liquida-
tions, with risht of appeal to Washington in particular cases,.
4o Initiation of removal procecdings under section 30 of
the Banking Act of 19533; of capital impairment pyocecdings; of
expulsion from the insuronce fund or Federal reserve nmembership;
of appointment of conservators.

5. Reviewing, tabulating, and filing of ecall reports and
othier reports of insured banks.

6o TFurnishing Washington with such examination reports or
analyses therecf or other information as may be required fron
tine to tine.

Objections to Consolidation

Mogt of the objections to the consolidatior of Feceral bank supervision
along the lines indicated in the foregoing sections of this menorindum nay

be expected to coune frous
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le Present supervigory officlals,.
2+ Individual bunkers who desire to continue to obtain
special privileges from lax banking supervision and avold nore
pesitive supervision.
S5s Certain others who arce influenced by the protests of
Lankers and vho espouse the theory of States'! rights.
7o those who.are fumiliar with the foacts perituining to bank operation
supervision, it is clear that most of the objections offercd really are
rensong for consolidation and nerit but little considera
importance, however, must be attached to them because of the political
ors which they reflect.
Some of the principal matters in connecticn with which the objcctions
been or nay be offercd arce sumnmarized below:

1. Concentration of Pover in a politicslly-Anpointed

Body. - Numerous attacks have recently bern made on centraliza-

tion of power in the various deportments under the various admin-
istrations, including the Board of Governors. The positicn is

taken that there is a need for decentralization of bank regulation,
that banking and econonic problems are different in various sections
of *the country, sand that successful bank supervision can come only
{rom those nersons who are familiar with the peculiar local prob-
lems. These objections would be substantially met by giving power
to the Board of Governors, a public body of zeven nen no two of
whon are selected fronm the same Federal reserve district, and the

decentrelization of sunervision as above outlined, through the
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loral Reserwe System which is not olitically pinded.

fe Delays and Indecigions in Handling Protlous. —-  Sone
believe that delays ond indecisions in handling probloms would
be involved by consolidating the supervisory azencies. This
bjection appecrs to be based largely upen the experiences

which some banks have had in connecetion with reorganizations

during and  subscguent to the bank holiday. The delays nay be

gl

w

considered as having been caused by thoe necessity of passing
through several separate supervisory bodies.

Z. Objection of States! Riszhts Proponents to the Ultimate

ininati [ State Supervision. - Ti ates! rights elenent
Flinination of State Supervision The States! rights elenen

will view conszolidation as a wove toward the ultinate elirdna-
tion of oll Stote supervision of bankse The rincipal onjections
in this connection will cone fron the State ank corndssioners
and certain types of their supporters with bank affilistions.
Many outstanding State bankers favor the consolidation of all
bank supervision, although a large number still favor the dual
banking systen.

4, Rigorous Standards or Requircments. - Government of-

ficials, ecconcuists and bankers have from tine to time charged
the Federal Rescrve System with attempting to set stondards un-
necessarily high, particularly with respect to credit policies,
elimination of louses and depreciation in periods of depressiocn.
This is an objection that can be given littlc woight by thosc

honestly intercsted in a sound barking systen.
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5. Consclidation of Federal Sunervision jould Prac-

tically Constitute Membership in the System. ~ The plan out-

lined in this nenorondun does not directly affect banks whose

deposits are not insured, It does not impose upon the baorks

affected the legal conditions and limitations which affect mar-

bur banks, such as those relating to minimum capital, loans, par

clearance, reserves, etc. Nevertheless nany bankers and others
will object to the plan on the ground that it is practically the
sarme as forcing banks into membership in the System or that it ie

a long step in that direction.
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