October 18, 1837.

T0 Mr. Ransom SUBJECT: Critical Discussion
of Report of Brookings Institu-
FROM Mr. Wyatt, tion on Consolidation of Bank
General Counsel. Supervisory Agencies.

I am handing you herewith a copy of a memorandum on
the above subject which was prepared independently by Mr.
Wingfield and which I believe it would be well worthwhile
for you to read.

I have read hurriedly the copy of your memorandum
of October 8th to the Board on this subject and I think
it is very convincing. However, Mr. Wingfield has ap-
proached the subject from g different viewpoint and I
believe has brought out saveral important, points not
covered by your memorandum.

I should like very much to have an opportunity to
discuss this subject with you before you go away, if pos-

sible.
Respectfully,
(Signed) Walter Wyatt
Walter Wyatt,
General Counsel.
Attachment.
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CRITICAL DISCUSSION OF REPORT OF BROOKINGS INSTITUTION
ON CONSOLIDATION OF BANK SUPERVISORY AGENCIES
CONFIDENTIAL
1. General Comments
The author presents arguments to the effect that the
functions of the Federal Deposit Insurance Corporation, the Comp-
troller of the Currency, the Board of Governors, and to some ex-
tent those of the Reconstruction Finance Corporation, should be
divided between the Board of Governors and the Federal Deposit
Insurance Corporation. In general the author's conclusion is
that Federal bank examination functions should be concentrated
in the Federal Deposit Insurance Corporation and that credit con-
trol functions should be exercised by the Board of Governors. In
connection with this ccnclusion it should be noted that the funda-
mental objective of the report is the elimination of overlapping
and conflicts of authority in Federal bank examinetion and super-
visory functions. However, the feeling cannot be escaped that
the author in his zeal to justify a method under which the con-
solidation of Federal bank examination functions can be effected
in the Federal Deposit Insurance Corporation loses sight of the
fundamental objective of the Report.
The Report has presumably been prepared om a non-partisan
basis, but it seemg evident that the conclusions reached have been

influenced by a partisan viewpoint, or at least have been based on
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determinations of expediency rather than on a logical plan to
eliminate overlapping and conflicts between Federal bank super-
visory agencies. Clear indications that this is the case are the
facts that the Report recommends that the chartering of national
banks be placed in the Federal Deposit Insurance Corporation, with
a veto power in the Board of Governors, and that the admission to
membership in the Federal Reserve System of State banks be placed
in the Board of Governors, with a veto power in the Federal De-
posit Insurance Corporation.

Another illustration of the overlapping and conflicts
of authority to which the conclusion of the author of Brookings
Report leads is the fact that the report recommends that an en-

tirely new board be created with the power to fix maximum rates

of interest on time and savings deposits. This new board would
be composed of two members designated by the Board of Governors,
two by the Federal Deposit Insurance Corporation and the Secretary
of the Treasury or a representative designated by him. (For fur-
ther development of this point sec page 22 of this memorandum.)
Attention is also invited to the fact that recommenda-
tions numbered 2, 3, 4, §, 6, and 7 set out below, which are the
most important recommendations of the Brookings Report, reveal
that the author of the Report is of the opinion that the proposed
functions of the Federal Deposit Insurance Corporation and the

Board of Governors are so interrelated that, in numerous instances,
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they require joint action by the two agencies. In view of this
fact, it is difficult tc understand why the author of the Report
attempts to place in two agencies, rather than in one agency, con-
trol over matters which are so closely interrelated.

At this point the recommendations of the Report may be

briefly described.as follows:

2. Summary of Recommendations of Brookings Report

1. That the office of the Comptroller of the Currency
be abolished;

2. That authority to cxamine all insured banks be
vested in the Federal Deposit Insurance Corporation, with power
in the Board of Governors to examine Federzl Reserve banks and,
when necessury, to make supplementary examination of member banks
and of banks applying for admission to membership;

3. That the responsibility for the issuance of char-
ters for national baaks be transferred trom the Comptroller of
the Currency to the Federal Deposit Insurance Corporation and
that the Board of Governors be given the power to veto an approval
by the Federal Deposit Insurance Corporation of a charter for a
national bank;

4, That the responsibility for admission of State banks
to membership. in the Federal Reserve System be vested in the Board

of Governors and that the power be vested in the Federal Deposit
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Insurance Corporation to veto the approval by the Board of Gov-
ernors of an application of a State bank for membership;

5. That the Federal Deposit Insurance Corporation be
vested with responsibility of granting consent for the eqﬁablish—
ment of branches by any insured bank; that the Board of Governors
be vested with responsibility of granting consent for the estab-
lishment of branches of member banks; and that the Federal Deposit
Insurance Corporation be vested with the power to veto the ap-
proval by the Board of Governors of the establishment of a branch
of a member bank;

6. That the power to fix maximum rates of interest on
time and savings deposits be vested in an entirely new board to
be composed of two members designated by the Board of Governors,
two by the Federal Deposit Insurance Corporation, and the Secre-
tary of the Treasury or a representative designated by him;

7. That the Federal Deposit Insurance Corporation col-
lect call reports from all insured banks on a form approved by
tilec Board of Governors and that the Board of Governors have access
to the call reports of all member banks;

8. That the Federal Deposit Insurance Corporation be
made receiver of all national banks heretofore or hereafter placed
in recelvership, including those which closed before the estab-
lishment of the Federal Deposit Insurance Corporation;

9. That the Federal Deposit Insurance Corporation pur-
chase the preferred stock >f banks now held by the Reconstruction

Finance Corporation, the Government buying additional stock in
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the Federal Deposit Insurance Corporztion to finance the trans-~
action. It is not entirely clear, but apparently it is contem-~
plated that the Federal Deposit Insurance Corporation would have
continuing powers to purchase preferred stock in banks. It also
appears possible that it is contemplated that out of the proceeds
of preferred stock transactions all of the stock of the Federal
Deposit Insurance Corporation owned by the Government would eventu-
ally be retired;

10. That research activities and collection of statis-
tics be divided between the Federal Deposit Insurance Corporation
and the Boafd of Governors on the bagis of their other respective
duties;

11. That the Federal Reserve Bulletin be enlarged by
the allocation of space to the Federal Deposit Insurance Corpora-
tion for the publication of statistical data and research reports;

12. That provision be made for the housing of the Fed-
eral Deposit Insurance Corporation in the Federal Reserve Building
in Washington;

13. That the powers now exercised by the Board of
Governors in regard to holding company affiliates be transferred
to the Federal Deposit Insurance Corporation;

14. That the control of interlocking directorates af-

fecting member banks, now exercised by the Board of Governors, be
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transferred to the Federal Deposit Insurance Corporation;

15. That the powers now exercised by the Comptroller of
the Currency with respect to the retirement of national bank notes
and the issuance and retirement of Federal Reserve notes be trans-
ferred to the Public Debt Service.

Before proceeding to discuss the detailed recommenda-
tions outlined above, it will be interesting to consider certain
of the underlying reasons assigned in the Report as the basis for
the conclusions reached therein.

. Discussion of Basic Reasons Assigned for Conclusions
Reached in Report

The Report states that many able students of the problem
feel that the work of the Board, the Comptroller and the Federal
Deposit Insurance Corporation should be consolidated in a single
agency. However, it 1s asserted that the principal arguments for
complete consolidation have to do with the economic advantages of a
unified banking system as against the prescnt system of dual con-
trol and that the consolidation of the Federal agencies in Washington
would be a long step toward unification of the banking system. It
is stated that the recommendations of the Report are based on the
assumption that it is the established policy of the United States
to divide the responsibility for bank supervision between the
Federal government and the Statcs, leaving to the commercial banks

the choice between State and national charters and between membership
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and nonmembership in the Federal Reserve System.
This would seem to be purely superficial reasoning for
two agencies rather than one. In either event, the consolide-

tion of Federal bank examination functions would be under one

Federal agency. It is immaterial whether the pressurc on banks

to submit to such Federal examination is by reason of a desire
for insurance of deposits or for membership in the Federal Re-
serve System. Opponents of a unified system would object to the

fact of Federal examination of all banks and not to the particular

agency selected by the Federal Govermnment for such supervision.
It is not believed that the opponents of a unified banking system
are so gullible as to be fooled by the device of dividing the
functiong of the present three Federal bank supervisory agencies
between two of such agencies rather than consclidating them in
one agency.

The cxumination of 21l insured banks could be consoli-

dated under the Board of Governors without placing additional re-

strictions on insured State nommember banks. The examination of

insured State nommember banks could merely be transferred to the
Board of Governors and that Board be authorized to administer all
of the present provisions of the Federal Deposit Insurance Corpora-
tion Act applicable to insured nonmember State banks as well as

member banks. As a matter of administrative get-up, the Federal

Federal Reserve Bank of St. Louis



laws applicable to State member, national banks, and State non-
member insured banks, respectively, could be administered by dif-
ferent administrators responsible to a single Federal agency, the
Board of Governors, under general rules and regulations of that
agency which would prevent conflicts and overlapping in Federal
activity relating to such groups of banks.
Another reuson strongly relied upon by the author of
the Brookings Report for his conclusion that there should be two

agencies iather thun one is that the Federal Deposit Insurance

Corporation has the regponsibility for the solvency of banks.

This is clearly an erroncous premise. It is a proper general

statement that the Federel Government, particularly in view of

governmental insurance of deposits, has a rasponsibility for the
maintenance of solvency in banks, However, the question as to
what particular Federal agency should be selected to discharge this
responsibility merely depends upon the most reasonable and effi-
cient manner of performing such govermmental function.

If it should be accepted that the Federal Deposit In-
surance Corporation has the responsibility for solvency of banke,
then it would follow that thc Federal Deposit Insurance Corpora-
tion should have the responsibility for credit policies affecting
banks. The credit policies followed by the Board of Governors
from time to time wilil undoubtedly have a decided bearing on the

market value of assets held by banks and, zccordingly, on the
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solvency of banks at aay particular time. Therefore, actions by
the Board of Governors might prevent the discharge of the respon-
8ibility of the Federal Deposit Insurance Corporation for the sol-
vency of banks, which the author of the Brookings Report claims the
Federal Deposit Insurance Corporation has.

On the other hand if the Federal bank examination func-
tions are lodged in an agency such as the Federal Deposit Insurance
Corporation separate ana distinct from the Federal agency having
the respousibility for credit policies, the action of the bank ex~
amination agency may be in conflict with the policies of the credit
control agency and may prevent the credit control agency from dis-
charging its responsibility. This phase of the matter is developed
more fully on pages 17 and 18 of this mcmorandum.

In connection with the claim of the author of the Brookings
Report that the Federal Deposit Insurance Corporation is responsible
for the solvency of banks, it is interesting to note that the Fed-
eral Deposit Insurance Corporation has heretoforc attempted to ob-
tain such a mandate from Congress, but that Congress has not seen
fit to grant it such a mandate. In the first draft of the Banking
Act of 1935 (H. R. 5357) the follewing provision applicable to the
Fecderal Deposit Insurance Corporation is founds

"The board of directors, from time to time,

shall gather information and data and shall make
investigations and reports upon the organizstion,
operation, closing, reopening, reorganization, and

consolidation of banks, banking practices and man-
agement, and the security of depositors and adequacy
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of service to borrowers. The bosrd of directors,
in any annual or special report to Congress, shall
report its findings and make such recommendations
and requests as it shall find necessary and appro-
priate for the purpose of carrying out the purposes
of this section and fully providing for all of the
obligations of the Corporation.”
[ ]

If such a provision had been enwcted into law, it would
have been a Congressional mandate to the Pcderal Deposit Insurance
Corporation to accumulate information and date and make recommen-
dations to Congress from time to time 28 to venking practices
and policies, and might huve been construed ag placing the re-
sponsibility on ti PFederal Deposit Insurance Corporation of main-
taining solvency in banke, Howcver, tuis druft of the bill was
the subject of hearings by the Banking and Currency Committee of
the House and, when that Committee reported out the bill which
later became the Banking Act of 1935, the provision above quoted
was not contained therein,

Anothier underiying reason strongly relied upon by the
author of the Brookings Report for two agencics rather than one
is that the placing of banlt examination and »ther supervisiou in
the Federal Deposit lInsurance Corporation would relicve the Board
of detailed administrative matters.

The Board clearly should be rclieved of administrative

dotails in connection with bank oxaminution .ndé supervision, but

the proposal of the Brookings Report would go far beyond this

desiravle end. It would also relieve the Board of any control

of bank examination and supervision.,
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It would be « simple mattier to retsin control Xin the
Board of Governors over bank examination and supervision and at
the same time relieve the Board of administrative details. This
could be done by having such examination and supervicion directed
by an administrative officer overating under tiae ccntrol of the
Board and subject to its general rules and regulations. It is
now the practice of the Board to have as much of cuch administra-
tive detall as legal limitations permit performed under the
Board's direction at the Federal Reserve vanks. With appropriate
legislation, practically all of suck administruative detail could
be performed under rules aond regulations of the Board relating to
matters of generczl policy at tie Faederal Reserve hanks and under
the direction of an administrative officer responsible to the Board.

In nnother part of its Report the Brookings Institution
has recommended that the Federal home lending functions of the
Federal Housing Administration and the Feder:l Home Loan Bank
Board be merged in a single Foederal superviscry agency. In this
connection, the Brookings Rcport commends the administrative set-
up of the Farm Credit Administration where the Federal Land banke,
the Federal Intermediate Credit banks, the Banks for Cooperatives,
and the Production Credit Corporations are under a gingle super-
visory agency. It scems strange tnuat, when the Leport treats of
examination and supervision of commercial banks and the closely
interrelated.matter of supervision of credit policies, the con-

clusion is rcached that the different functions sinould be placed

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



Digitized for FRASER
http://fraser.stlouisfed.org/

~1o-

under superviocion of two Federal agencies rather than a single
agedcy with all the possibilities of overlapping and coaflicts
between the two recommended agencies.

It is understood that in the Farm Credit Administration
supervision is exercised by that single agency over a number of
institutions such as those named above. In order to eliminate
top-heaviness and too great concentration of details of adminis-
tration in the Governor of the Farm Credit Administration, au-
thority is vested in commissioners who respectivoly supervise
Federal Land banks, Intermediate Credit banks, and other institu-
tions under the gencral supervision of the Governor of the Farm
Credit Administration.

Under the Executive Order creating the Farm Credit Ad-

ministration, the Governor of that Administration "is authorized

to execute any and all functions and perform wny and all duties

vested in him througn guch persous as he shall by order desig-

%

note or employ".

There would scem to be no sound reason why a comparablc
set-up for nupervision of commercial buinks could not be worked
out under the control of the Board of Governors. In connection
with the Banking Act of 1935, it was suggested that a provision
be contained therein to the effect that "The Board may assign to
designated members of the Board or officers or ropresentatives

of the Board, under rules and regulations prescribed by the Board,
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the performance of any of its duties, functions, or services; but
any such assignment shall not include the determination of any na-
tional or system policy or any power to mske rules and regulations
or any power which under the terms of this Act is reguired to be
exercised by a'specified number of members of the Boerd®. Under
such a statutory authority, an administrator responsible to the
Roard of Governors could administer the insurunce fund :nd the re-
ceivership of insured banks, end another administrator responsible
to the Board of Governors could administer the examination and sup-
ervisory functions over commercinl banks. If deemed deslrable, the
functions referred to could be further subdivided snd cerricd out
under the direction of additional =z=dministritors responsible to the

Board of Governors. The importunt thing is that the respective ad-

ministrators would all be responsible to ond under cortrol of the

Board of Governors and at the scme time would relicve the Board of

detsiled administrative matters.

It is suggested in the Report that it is esuenticl that
the boink examination and supervisory functions be placed in the
Federal Deposit Insurance Corporetion in order that they may be
used to prevent loss to the Federal Deposit Insurence Corporation
as o result of its insurznce of deposits. This i

. decidedly

nsrrow view to take of the matter. In 2 broader uspect, the de-

termination of what supervisory action should be token with regard

to banks is one of brocd public policy &nd not merely cne of dollurs
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and cents loss which may be incurred by the insurance agency. For
example, in circumstances similar to those in the recent depression,
there will be a time when numerous banks may be closed to prevent
loss to an insurance fund if the action of closing banks is taken
purely on a dollars and cents basis from the standpoint of the in-
surance fund. The closing of such banks may have serious results
on other banks and also on the broad naticnal economy. It is be-
lieved, therefore, that in such a case the control of the determina-
tion of the question should not be vested solely in the insuring
agency but shculd bec vested in a Federal agency charged with re-
sponsibility for broader guestions of national policy. Of course,
the details of any such policy cstablished cculd be carried out by
an administrator responsible to the policy board and acting under
the policy established by the board. Such administrator might even
be the administrator charged with responsibility for the insurunce
fund under the control of a single Federal bhank supervisory agency.
An odd feature of the Brockings Report is the fact that
it is completely silent with regard to such importunt functions
now excercised by the Board of Governors as (1) the right to termi-
vatc membership of a State bank for violations of applicable provi-
sions of the Federal Rcserve Act and the Board's regulations; (2)
the power to regulate the exercise of trust powers by national
banks; (3) the power to regulate the amount of acceptances which

may be made by any onc member bank; (4) the power to regulate with
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reference to loans by member banks to their own executive officers;
(5) the power to approve investments in bank premises of State
member banks; (6) the power to approve applications of national
banks to invest in capital stock of foreign banking corporations;
(7) the power to charier and regulate foreign banking corporations;
(8) the power to remove directors or officers of member banks for
violations of law or unsound practices; and (9) the power to regu-
late interlocking directorates between member banks and securitics
companies. The Report is also completely silent with regard to

the important function placed in the Comptroller of the Currency
to regulate the.purchase of investment securities by member banks.
It does not appear whether or not the author of the Report was
aware of these other important functions or whether he intended
that these functions should be exercised by the Board. It is also
possible that no mention is made of them because, in attempting a
reallocation of such functions between two agcncies, the Report
might have had an cven greater appearance of perpetuating and add-
ing to overlapping and conflicts of authority which now exist wherc
bank supervision is divided between three Federal agcncies.

The detailed rccommendations of the Brookings Institu-
tion will now be briefly discussed. The same questions are involved
in a number of the detailed recommendations but, in so far as
practicable, a repetition of discussicn of the same question will

be aveided in this memorandum.
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4. Discussion of Detcils of Recommendations of Report

Recommendation (1). That the office of the Comptroller

of the Currency be zbolisghed.

Discusgion. There would seem to be no question ¢s to
the desirability of the action contemplated by this recommenda-
tion.

Recommendation (2). That the authority to examine =11

insured banks be vested in the Federal Deposit Insurance Corpore-
tion, with power in the Board of Governors to exemine Feder:l
Reserve banks and, when necessary, to mcke supplementary examina-
tion of member benks and :11 banks epplying for admission to
membership.

Digcussion. This recommendotion would perpetuzte the
conflicts «nd overlapping now existing in Feder:l bank examina-
tion =and credit supervigion functions. These conflicts end
overlappings are unnecessary cnd can be climinated by placing the
exemination of all insured binks under the control of the Fed-
erszl agency charged with responsibility for credit policy. The
Brookings Report recommends that the Board of Governors be
churged with responsibility for credit policy. It would follow,
of course, that the (dministration of the insurence fund would be
placed under the control of the Board of Governors. The adminis-
tration of the insursnce fund could be corried out under the direc-
tion of an administrotor resoonsible to the Board of Governors,

and the exsminations of banks could be made under the direction

Federal Reserve Bank of St. Louis
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of an administrator responsible to the Board of Governors. In
this way, conflic£s and overlappings could be eli;inated and yet
the important bank supervisory functions could be controlled by
the Board for the purpose of coordination with the Board's other
important functlons relating to tredit control.

It would be unfortunate if the consolidation of bank
supervisory agencies should be carried out under a plan whereby
two agencies would be set up-—one to discharge examination func-
tions, and the other to determine credit policies. By general
instructions to its agents relating to treatment of losses classi-
fied in banks and depreciation in securities held by banks and
in other matters the bank examination agency could act directly in
conflict with policies established by the credit agency. For ex-
ample, by general instructions of the bank examination agency
classifications of losses and depreciation might be made on a very
stringent basis and elimination of losses and depreciation so classi-
fied might be drastically enforced. At the same time, the credit
agency might deem it desirable to follow a policy of encouraging
banks to be liberal in their treatment of applications for credit
in order to encourage commercial and industrial activity.

Experience demonstrates that there also would be con-
flicts of views between the bank examination agency and the credit
agency as to what information should be obtained from banks through

reports of examination or other reports for the purpose of enabling
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the credit agency to discharge its functions. If, under the above
recommendation, the credit agency desired to obtain information

from bgnk examination reports in order to determine 1ts credit poli-
cles, it would have to rely upon the standards set up for bank ex-
aminations by an independent agency. If the credit agency should
feel that the standards so set up were unsound, it would be permit-
ted to meke its own examination of member banks, but it could not
examine nonmember insured banks. Therefore, any information which
the credit agency might obtain would be incomplete.

As will be noted later on, one of the Brookings' recom-
mendations is that call reports collected by the Federal Deposit
Insurance Corporation should be on forms prescribed by the Board
of Governors. This, of course, would Involve undesirable over-
lapping activities. It should also be noted that, under the recom-
mendations of the Brookings Report, the Board of Governors would
only have access to reports of condition filed by member banks with
the Federal Deposit Insurance Corporation. Therefore, the proposed
credit agency would be unable to obtain information from call re-
ports submitted by nonmember insured banks. It would seem apparent
that the limitations placed on the power of the proposed credit
agency to obtain information relating to banks would be embarrassing
to that agency in determining its credit policies.

In determining what agency should have control of bank
exemination functions, the policlies heretofore followed by the Fed-

eral Deposit Insurance Corporation and the Board of Governors are
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important. It hes been the policy of the Federal Deposit Insur-
ance Corporation to centralize all important decisions regording
benks, wherever located, at the head office of the Corporation here
in Washington. As a result, it is the pructice of the Federual De-~
posit Insurance Corporation's examining force in the field to refer
all important matters to Washington for determination. On the other
hand, it has bcen the policy of the Board to decentralize its ac~
tivities and to encourage its representatives at the Federal Reserve
banks, wherever possible, to determine questions relating to banks
in their particular districts; and the Board merely sttempts to
supervisc the activities of its representatives at the Federal Re-
serve banks. 4As a result, the Board has bcen developing = treined
force of sdministretors at the twelve Federal Reserve benics who
would be in & position to handle the examinetion znd supervizion of
nonmember insured banks and national banks, if the bank examination
and supervisory functions are plcced under the control of the Bourd.
It should be noted thet legal requirements have heretofore, in some
classes of cases, required formal action by the Board. By appropri-
ate and sound changes in the law, the zction in most of these clusses
of cases could be transferred to representatives of the Board acting
under generazl rules and regulations of the Bozrd.

In connection with the above, it should be noted thst rep-
resentatives of the Federal Reserve banks, through their credit con-
scts with mcember banks and through visits to nonmember snd member

bunks, should be femiliar with @1l the banks in their respective
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districts. It is believed that important information relating to
the condition of banks comes to the Federsl Reserve banks through
loan applications and consultations of bankers with the officers

of the Federal Reserve banks which is possibly not reflected in re-
ports of examination. In many cases in any event such information
would not be developed until & later date at the time of an unnuel
or semisnnual examination of the banks. The recognition that the
Federal Reserve banks are focal points for the receipt of information
having a becring on bank supervision is the fact that it is the
practice of the Comptroller of the Currency to obtuin & recommen-
dation of the appropriate Federal Reserve bank before chartering

s national bank. The information in the possession of the Federcl
Reserve banks regarding the banking and economic situation and the
needs of their respective districts appurently puts them in & bet-
ter position than the Comptroller's office in Washington or even
the Comptroller's representatives in the various districts to de-
termine the economic necessity for a new bank end the chrsnces of
its success. This is another indication of the fact that the ma-
chinery of the Federal Reserve System is now adequate or would more
readily lend itself to the supervision of all banks subject to
Federal supervision then any other one Federal body. There would
seem to be no reason to believe that the banks would object to
examination and supervision by representatives of the Board located
at the Federal Reserve banks if they are willing to be examined and

supervised by any Federzl agency.
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The foregoing discussion of Recommendation (2) is in
general applicable to Recommendations (3), (4), (5), (6), (7) and
(10) of the Brookings Report hereinafter set out. However, this
discussion will not be repeated under each of such Recommendations
and only such additionsl comments as seem appropriate will accom~
pany such Recommendations.

Recommendation (3). That the responsibility for the
issuance of charters for national banks be transferred from the
Comptroller of the Currency to the Federal Deposit Insurance Cor-
poration and that the Board of Governors be given the power to
veto an approval by the Federzl Deposit Insurance Corporation of
& charter for a national bank.

It is believed that under a sound administrative pro-~
posal the chartering power over national banks should be vested
in the single agency in which are vested bank examination and
credit supervisory functions.

Recommendation (4). Thut the responsibility for ad-
mission of State banks to membership in the Federal Reserve Sys-
tem be vested in the Board of Governors zund that power be vested
in the Federzcl Deposit Insurance Corporation to veto the approval
by the Board of Governors of an application of a State bank for
membership.

Recommendation (5). Thut the Federzl Deposit Insur-
ance Corporation be vested with the responsibility of granting con-

sent for the establishment of branches by any insured bank; that
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the Board of Governors be vested with the responsibility of grant-
ing congent for the establistment of breznches of member banks; and
that the Federal Deposit Insurance Corporation be vested with the
power to veto the approval by the Board of Governcrs of the estab-
lishment of a branch of a member bank.

Recommendation (8). That the power to fix maximum rates

of interest on time and savings deposits be vested in an entirely
new bhoard to be composed of two members designated by the Board
of Governors, two by tne Foderal Deposit Insurance Corporation,
and the Secretary of the Treasury or a repregentative designated
by him,

Discugsion. This recommendation is that there be cre-

ated a third and new agency. It appecrs that the cuthor of the

Brookings Report feels that the contrel of interest rates on time
deposits is intended to be used in comnection with credit control.
However, hce apparently could not bring himself to the point of
recommending thet the fixing of such intercst rstes be vested in
the Board of Governors and, without any very cleur reason, there-
fore, recommends that the control of such interest rates be nlaced
in #z new agency. There does not uppeer to be any logicel reason
upon vhich this recommendation can be based. It is ¢ cleur indi-
cation of bias in fevor of the Federal Deposit Insurance Corporation,
4 further complexity which would be introduced by the

above recommendation is the fact thnt the Treesury Department would
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be given representution on the proposed new board to approve inter-
e¢st rates on time deposits. The author of the Heport acdmits that
the fixing of interest rates is a credit control matter and on the
basis of his recommendations that responsibility for credit control
be placed in tite Board of Governors, ther: seems to be no reason
why this particular credit control instrument should be divided be-
tween not only the Board of Governors and the Foderal bLeposit In-
snrance Corporation but also the Treasury Department.
It is interesting to note tha' the Report admits that
its conclustion, in this respect, is illogical in tiae following lan-
guage:
"In line with preceding recommendations, strict

logic probably requires that the function be concen-

trated in one agency or the other, and this would pre-

sumably be the Federal Deposit Insurance Corporation,

since such authority over nonmembor banks can hardly

bi: transferred to the Federal Reserve System. We be-

lieve, however, that this authority was intended to be

used as an agency of credit control and not merely as

a means of uvafeguurding banks ugainst the weakening of

their financial position or by excessive intsrost rates

(or by rates so low as to drive funds out of the banks

into other agoncics). We are not prepared, therefora,

to recommend that the function be concentratad in either

agency."
It should bc noted that the statement thit the fixing of interest
rates could not be vested in the Fsdersl Rescrve System b.cause of
4o nonmember banks inveolved is a conclusion of the author of the
Report which he does not attempt to support by arguments as to way
this is th7 casc. Here sagain the author scems to feel thst nonmember

banks would object to supervision by a particular agency of the Fed-

er:l government rither than to the fact of supervision by the Federul
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govermment., There does not uppear to be any warrant for such a
view,

Recommendation (7). That the Federzl Deposit Insurance

Corporation collect call reports from all insured banks on a form
approved by the Board of Governors and that the Board of Governors
have access to the call rzports of all member banks.

Digcussion. The Board of Governors, in the exercise of
its credit control policies, will necessarily require, from time
te time, data collected from banke through eall or other reports.
For this reason, therefore, it is desirable thet the Boaru control
the form of call report used for all insured banks. However, it
the proposad functions of the Board and the Federal Deposit Insur-
ance Corporution under the plan projected by the Brookings Report
are not so closely interrelated ue to make a single agency desir--
able rather than two agencies there would szem to be no logicul
reason why the Board should approve call report formeg issued by the
Foderal Ueposit Insurance Corporation. In any event, the Board of
Governors would have acccss only to call reports of member banks.
Therefore, the usefulness of call reports 1o the Board of Governors
under the propased plan would be distinctly limited.

3,

Recommendation (8). Thet the Federal Deposit Insurance

Corporation be made receiver of all national banks hercetofore or

nereafter placed in receivership, including those which closed ho-

fore the establishment of the Federal Deposit Insurance Corporation.
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fiscussion. It is believed that uader any sound plan of
congolidation of bank examination and credit supervisory agenciez,
the cdministretion »f receiverchips of natiounal banks should be
placed under the direction of an administrator responsitle to tue
single Federal agency in winica are vested the supervisory powurs
over btank oxamination and credit control policieu. The nolicies
followed in liquidaticn of assets of closed banks may have an im-
portant effcct on natioual credii conditions and thorefore such
policies are important to the proper functioning of the body charped

with responsibility for credit policies.

Recommendation (9). That the Federal Deposit Insurance

Corporation purchase prefarred stock of banks now held by the Re-
construction Finance Corporation and huave th: power hercafter to
purchase peaferred stock in banks.

Discussion. It woulé seem, in any gound plan of the
consolidation of the functions of the Board, the Cométrolier, and
the Federal Deposit Insuronce Corporetiou, tiet it would be desir-
able that un =zaministrator under the control of a single Federcl
agency, which would control tae functionme now exercised by thase
three agencies, should hove tic power to purchase preferrod stock
in buanks if it should become nccessary.

Recommendation (10). That research activities and collec—

tion of stuiistics be diviced between the Federsal Deposit Insurance

Corporation and the Board of Governors on the basis of their other
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resgpective duties.

Discussion. The Brookings Report is rather vague us to
the basis upon which regearch activities and collection of statio-
tics would be divided between the Faderal Deposit Insurance Corpora-
tion and the Board of Governors but it would clearly seem tnat con-
flicts and overlappings would result in the maintenance of two statis-
tical uvrganizations dealing with matters so closely interrelated.

As indicated in other parts of this memorandum, information obtained
from call reports and reports of cxamination of banks are importunt
to the credit control agency in determiaing its policies. There-
fore, these, as well as other metiods of obvaining statistical data
relating to banks, should be under tae control of the Federal agency
having the responsibility for credit policies. Also since the Fod-
eral Reserve System has now had tweunty-three ycars of expericnce in
research and collection of statistics sctivities, there would seem
to be no practical reuson for substituting a new agency to periorm
this function or to subdivide thc function between the Federsl Re-
serve System and another Federal agency.

An outstanding example of the need of the Federal Re-
serve System for a comprchensive research and statistical organi--
zation and for control over examination and reportsc of bunks is
the responsibility placed on the Federal Reserve System by
section 4 of the Federal Reserve Act. That section requires cach
Federal Reserve bank to kecep itsclf informed of the general char-

acter and cmount of loans wnd investments of its member banks with
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a view to ascertaining whetner undue use is veing made of bank
credit for the speculative carrying of or trading in securities,
real estate, or commodities, or for any other purpose inconsist—
ent with the maintenance of sound credit cecnditions. Each fed-
eral Reserve bank is required to report to the Board of Governors
any such undue use of credit by « member bank and if the Board of
Governors finds that ¢ member bonk is making such undue use of bank
credit, it may suspend the member bank from tine use of credit fuo-
cilities of tne Federal Reserve System.

It is difficult to sec how the Federal Reserve System
could dischnrge the responsibility thus placed upon it with re-
gard to credit control functions if an independent Federal agency
is vested with control over examination and reports of baunks and
research and statistical matters relating to their activities. It
1s also beiieved that the above example illustrates the difficul-
ties which would be encountered in endeavoring to divide res=arch
and statistical activities between the Board of Governors and some
other independent Federal agency having jurisdiction ovuer banks.

Recommendation (11). That the Federal Reserve Bulletin

be enlarged by the allocation of space to the Fedcrul Deposit In--
surance Corporation for the publication of statistical data and
research reports.

Digcussion. This does not appear to be a matter of

me jor importance. The Bulletin, of course, should carry statistical
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information developed by any Federal bonk examination sgency which
is created on u gsound pilan of consolidotion of the functions of

the Comptroller of the Currency, the Federal Deposit Insurcnce Cor-
poration, and the Bouzrd of Governora.

Recommendstion (12). That provision be made for the

housing of the Fedcral Deposit Insurance Corporstion in the Ted-
eral Reserve Building in Weshington.

Discussion. It would secm clear thet the divisions of
the Federal Government chorged with bank exeminstion ~nd credit
supervision fimctions should be housed in the sume‘or rdjacent

quarters if precticable.

Recommendation (12). That the powers now excrcised by

the Board of Governors in rcegerd to holding company affilistes he
transferred to the Federel Deposit Insurance Corporeation, and that
the control of interlocking directorates affecting member banks
now exercised by the Bour? of Governors be transferrci to the Fed-
eral Deposit Insurence Corporation.

Discussion. These are not matters of major importunce,
but it would scem that, under = sound plan of consolid:tion of the
functions of the Comptrollar, th. Fudercl Deposit Insurance Cor-
poration, and the Board of Governors, these powers should be ad-
ministered under the dircction of on zdministritor resnonsible to a

single Fedoral bank examinotion and credit supervisory ag.ncy.
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Lecommendation (14). That the powers now exerciseu by
the Comptroller of the Currency with respect to the retirement of
national bank notes and the issuance and retirement of Feder:l Re-
serve notes be transferred to the Public Debt Service.

Discussion. These are administrative matters and the
proposed rocommendation would not secm to be objccticensble unaor
any plan of consolidation of thg functions of the Comptroller, the
Fedaral Deposit Insurance Corporation, and the Board of Governors.

The Brookings Institution Report, which has been dis-
cussed in this memorandum, deals not only with consolidation of
the functions of the Comptroller of the Currency, the Federal De-
posit Insurance Corporation, and the Board of Governors, and,
to some extent, the Reconstruction Finance Corporation, but algso
with Fedoral credit extending agencies such as the Farm Credit Au-
ministration und the Federal Home Loan Bank Board. No attempt
has been made in this memorandum to discuss these other parts of

the Brookings Report.
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