
FEDERAL RESERVE BANK 
OF BOSTON 

X-306S 

COPY 
March 10, 1921, 

Hon. W. P. (j* Harding, Governor, 
F e d e r a l Reserve Board, 
Washington, D. C. 

Dear Governor Harding: 

I am i n r e c e i p t of youf l e t t e r X 3061 on the s u b j e c t 
" T r a n s f e r of Funct ions of the Comptroller of the Currency 
t o the Federa l Reserve Board," and beg to answer he rewi th 
the s p e c i f i c ques t ions asked i n t h a t l e t t e f . 

1 . I t i s my opinion t h a t the r e s p o n s i b i l i t y f o r 
the examination and genera l s u p e r v i s i o n of 
member banks should be c e n t r a l i z e d under t h e 
Fede ra l Reserve Board i n Washington, i n o r -
d e r t h a t t he re may be a s t a n d a r d i z a t i o n of the 
examination and r e g u l a t i o n of a l l banks i n the 
System. However, should i t be decided t o p l ace 
the r e s p o n s i b i l i t y f o r the examinat ion of 
n a t i o n a l banks upon the Fede ra l Reserve Agent 
i n each d i s t r i c t , I b e l i e v e i t would be p r a c t i c -
ab l e to use as a b a s i s the n a t i o n a l bank ex-
aminers a t p re sen t ass igned to t h i s d i s t r i c t . 
In f a c t , i f these examiners were conso l i da t ed 
wi th the examining department of t h i s bank, 
a r educ t ion i n the combined f o r c e might be 
p o s s i b l e , a l though i t might be d e s i r a b l e t o 
r ep l ace one or two of the p r e s e n t n a t i o n a l 
examiners whose work has no t been cons idered 
e n t i r e l y s a t i s f a c t o r y . 

2 . While the t r a n s f e r of the r e s p o n s i b i l i t y f o r 
n a t i o n a l bank examinations to the Fede ra l 
Reserve Agent i n each d i s t r i c t would be an 
improvement over t h e p resen t System, I b e l i e v e 
t h a t t he c e n t r a l i z a t i o n of c o n t r o l w i t h t h e 
F e d e r a l Reserve Board would be much more 
d e s i r a b l e . 

3« While i t i s impor tant t h a t each Fede ra l Reserve 
Bank should be f u l l y informed rega rd ing t h e con-
d i t i o n of i t s member banks , I t h i n k t h a t the 
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Federa l Reserve Board. 

c l o s e coopera t ion which has been developed 
between the Federal Reserve Banks and the 
member banks would be weakened should the 
s u p e r v i s i o n of examinations and the r e s p o n s i b i l i t y 
f o r the c o r r e c t i o n of u n s a t i s f a c t o r y c o n d i t i o n s 
d i s c l o s e d in the examination of member banks 
be p laced wi th the Federal Reserve Agents. 
Mat ters of c r i t i c i s m could be taken up wi th 
the member banks much more s a t i s f a c t o r i l y by 
an o f f i c e r supe rv i s ing the examination work 
under the Federal Reserve Board, thus r e s e r v -
ing the p r e s t i g e of the Federa l Reserve Board 
and of the o f f i c e r s of the Federa l Reserve 
Banks f o r the l a r g e r and more important c r i t i c i s m s 
t h a t may a r i s e . 

4. The c r e d i t opera t ions of the Federa l Reserve Bank 
would be g r e a t l y f a c i l i t a t e d by p l a c i n g examina-
t i o n s under the Federa l Reserve Agent, or p r e f e r -
a b l y , d i r e c t l y under the Federa l Reserve Board, 
wi th p rov i s ion t h a t t he Federa l Reserve Agent 
should rece ive complete copies of r epo r t s and 
correspondence concerning the examination of 
member banks, and have access to a l l records 
p e r t a i n i n g to the same. 

I am enc los ing wi th t h i s a more genera l o u t l i n e of the c r i t i c i s m s 
which I have found in our r e l a t i o n s w i th the O f f i c e of the Comp-
t r o l l e r of the Currency under e x i s t i n g c i r cums tances , w i th sug-
g e s t i o n s as to changes t h a t would appear to me to be d e s i r a b l e 
i n o rde r to b r i n g about the most e f f i c i e n t supe rv i s ion of t h e 
n a t i o n a l banks i n t h i s d i s t r i c t , bo th from the n a t i o n a l banks 1 

own s t andpo in t and the s tandpoin t of t h e i r r e l a t i o n s w i th t h i s 
Fede ra l Reserve Bank. 

Very t r u l y yours , 

(Sgd) F r e d e r i c H. C u r t i s s , 

Fede ra l Reserve Agent. 

Enclosure 
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General o u t l i n e of Suggest ions f o r T r a n s f e r of the Examin-
ing Department of the Comptroller of the Currency and f o r the 
T r a n s f e r of o the r d u t i e s of the Comptroller of the Currency t o 
the Treasury Department, and to the Federa l Reserve Board. 

At the p r e s e n t t ime the d u t i e s of the Comptrol ler of the Currency, 
under the Na t iona l B&nk Act and Revised S t a t u t e s , would appear t o 
d i v i d e themselves i n t o two s e c t i o n s 

(1) The supe rv i s ion of "banks organized under the Na t iona l 
Bank Act , 

(2) The superv i s ion of N&tiorial Bank cu r rency . 

The l a t t e r of t he se two d u t i e s "belongs p r i m a r i l y t o the Treasury 
Department, and a p a r t from having some member of the Board t o f o l -
low, such s e r v i c e as the Comptroller was c a l l e d upon t o render regard ing 
t h e i s s u i n g , hand l ing , e t c . of Nat ional Bank Notes might he handled 
i n a somewhat s i m i l a r manner, and under the same s u p e r v i s i o n as now 
e x i s t s f o r hand l ing Federa l Reserve Notes and Federa l Reserve Bank 
Notes . 

In r e f e r e n c e t o the Compt ro l l e r ' s r e l a t i o n t o Na t iona l banks , I 
sugges t t h a t a department be made under the Federa l Reserve Board, 
des igna ted "Bureau of Examinations," o r "Examining Department" 
i n charge of the D i r e c t o r or Chief of Examining D iv i s ion o r Bureau 
of the Fede ra l Reserve Board, t he Chief Bank Examiner of each 
d i s t r i c t t o he under the immediate s u p e r v i s i o n of t h i s ch i e f or 
d i r e c t o r ; the examiners, however, to be approved by the Reserve 
Board, and a l s o a l l genera l p o l i c i e s and o the r ma t t e r s n o t d i r e c t -
l y connected w i t h examining banks a l s o to be handled by the 
F e d e r a l Reserve Board; namely, g ran t ing of bank c h a r t e r s , con-
s o l i d a t i o n s , l i q u i d a t i o n s , e t c . , and a l s o c h a r a c t e r of in forma-
t i o n i n p e r i o d i c a l r e p o r t s c a l l e d f o r . 

The Fede ra l Reserve Board should look t o the Fede ra l Reserve 
Agent i n each d i s t r i c t to make recommendations r ega rd ing bank 
c h a r t e r s and o the r genera l p o l i c i e s a f f e c t i n g h i s d i s t r i c t , 
the c h a r a c t e r of examinations e t c . , and i n fo rma t ion r equ i red 
i n p e r i o d i c a l r e p o r t s . 

The Fede ra l Reserve Agent of each d i s t r i c t should have complete 
cop ie s of a l l i n fo rma t ion and c r i t i c i s m s made by t h e examiner, 
and cop ies of correspondence between examiners and banks , and 
between the D i r e c t o r or Chief of the examining "bureau and 
banks , and the Fede ra l Reserve Agent and Chief Bank Examiner 
should keep each o the r informed of any unusual m a t t e r s p e r t a i n -
ing t o any bank, such a s d e f a l c a t i o n , bad l o s s e s , o r any ma t t e r s 
a f f e c t i n g a b a n k ' s c o n d i t i o n . 
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The advantages t o be gained by p l a c i n g t h i s d i v i s i o n under the Federa l 
Reserve Board r a t h e r than under t h e Fede ra l Reserve Agent i n t h e Federa l 
Reserve Bank would appear to be as f o l l o w s i 

(1) Uniformi ty of p o l i c i e s and p r a c t i c e s throughout the 
twelve d i s t r i c t s . 

(2) Re l i ev ing the Federal Reserve Agent ftom t he r e s p o n s i b i l i t i e s 
of examinations and the fo l lowing up of minor t e c h n i c a l 
c r i t i c i s m s . 

While- the Federa l Reserve Agent and o the r o f f i c e r s of the bank should be • 
kept f u l l y informed by the Chief Examiner of c r e d i t c o n d i t i o n s a f f e c t i n g 
the n a t i o n a l banks i n t h e i r d i s t r i c t , on the o the r hand , the o f f i c e r s 
of the Federa l Reserve Bank, when any unusual s i t u a t i o n a r i s e s i n ano ther 
bank, would be i n a s t r o n g e r p o s i t i o n t o b r i n g about e f f e c t i v e remedial 
measures , and i n the same way, i f the Chief of the Bureau i n Washington 
should be used t o handle minor c r i t i c i s m s the Federa l Reserve Board ' s 
i n f l u e n c e and p r e s t i g e would be much more e f f e c t u a l i n h a n d l i n g the major 
ones. 

Under t h i s p l a n , as o u t l i n e d , the re i s no reason vtky the examining d e p a r t -
ment i n each d i s t r i c t should not be housed i n the Federa l Reserve Bank 
Bu i ld ing , i n o rder t h a t t h e r e may be the c l o s e s t con tac t between the 
bank ' s o f f i c i a l s and the l o c a l examining department. 

Under the p r e s e n t system of the Compt ro l l e r ' s o f f i c e , t h e r e have been 
s e v e r a l ma t t e r s which have embarrassed us and t h a t have been ha rmfu l 
r a t h e r than h e l p f u l . In the f i r s t p l a c e , t he re have been 26 bank c h a r t e r s 
g ran ted i n t h i s d i s t r i c t s ince Ju ly 18, 1915. Of t i iese , our records 
show t h a t only f o u r l e t t e r s were w r i t t e n i n f avo r of g ran t ing c h a r t e r s . 
Not one of the banks cha r t e r ed i s ye t doing a s u c c e s s f u l b u s i n e s s , and 
14 of the banks a r e on our s p e c i a l l i s t as being s u b j e c t to s p e c i a l a t -
t e n t i o n f o r poor loans and poor or unsound management. In a l a r g e num-
b e r of cases where these c h a r t e r s were g ran ted by the Comptrol ler of 
the Currency, t h e S ta t e bank commissioner i n the d i f f e r e n t d i s t r i c t s 
under which these c h a r t e r s were gran ted bad r e f u s e d s t a t e c h a r t e r s on 
the grounds t h a t the community did not need f u r t h e r banking accomodation, 
or t h a t the c h a r a c t e r of t h e people apply ing f o r the c h a r t e r d id n o t 
war ran t a c h a r t e r be ing gran ted . 

We have had e x c e l l e n t coopera t ion i n t h i s d i s t r i c t f rom t h e Chief 
Examiners almost s i n c e the Reserve Bank h a s been organized . We have kept 
t h e Chief Examiner i n c l o s e touch wi th any new c r e d i t cond i t i ons which 
had been d i s c l o s e d through the banks ' ope ra t ions wi th t h i s bank, and 
have i n t u r n been informed by t h e Chief Examiner of any new s i t u a t i o n 
which he had unear thed . At the p r e s e n t t ime, however, t h e r e a r e one or 
two examiners i n t h i s d i s t r i c t , the c h a r a c t e r of whose work h a s no t 
been s a t i s f a c t o r y . In d i s t r i c t s under t h e s u p e r v i s i o n of t he se examiners 
some bad banking s i t u a t i o n s have developed which, i t i s b e l i e v e d , would 
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have 'been prevented by more e f f i c i e n t examinat ions . 

The r e p o r t s c a l l e d f o r by the Comptroller of the Currency from 
member banks from time t o time f r e q u e n t l y have f a i l e d t o c a l l f o r 
c e r t a i n important i tems such as gold h e l d , and ma t t e r s p e r t a i n i n g to 
acceptance l i a b i l i t i e s , and they have c a l l e d f o r i tems of l i t t l e 
i n t e r e s t which have i r r i t a t e d banks , caus ing much unnecessary l a b o r 
to c o l l a b o r a t e . Frequent ly schedules a r e omitted i n cop ies of 
the Compt ro l l e r ' s r e p o r t sent to the Federa l Reserve Board. The 
c o n s o l i d a t i o n of these r e p o r t s by the Comptroller of the Currency 
have a t t imes i n j u r e d t h e i r use f o r s t a t i s t i c a l purposes , a s f o r 
i n s t a n c e , showing bank s t a t i s t i c s of New England a s a whole, and 
not the F i r s t ' F e d e r a l Reserve D i s t r i c t . In o the r words, t h e r e has 
been l i t t l e coopera t ion between the S t a t i s t i c a l Department of the 
Reserve Bank and the Comptro l le r ' s o f f i c e . 

Examiners have taken l i t t l e o r no r e s p o n s i b i l i t y i n checking 
up the c h a r a c t e r of acceptances made by banks and o t h e r r e se rve 
accoun t s . In f a c t , a s f a r as acceptances a r e concerned e s p e c i a l l y , 
the examiners , I am led to b e l i e v e , know l i t t l e about the gene ra l 
acceptance o p e r a t i o n s . 
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COPY 

March 10, 1921. 

Dear S i r s : 

Your l e t t e r of March 5, No, X-3061, r e l a t i v e to 
the t r a n s f e r of the f u n c t i o n s of the Comptrol ler of t h e 
Currency t o the Federal Reserve Board, h a s been r e c e i v e d , and 
I take p l e a s u r e i n answering the f o u r ques t ions asked a s f o l -
lows : 

1. Would i t be p r a c t i c a b l e , i n case 
the r e s p o n s i b i l i t y f o r the examination of 
a l l n a t i o n a l banks i n your d i s t r i c t should 
be p l aced upon you, to u s e , as a b a s i s of 
your examining f o r c e , the p r e s e n t n a t i o n a l 
bank examiners ass igned t o your d i s t r i c t ? 

Yes, i t would be p r a c t i c a b l e and d e s i r a b l e to use as 
a b a s i s of our examining f o r c e such of t h e p r e s e n t n a t i o n a l 
bank examiners and o ther employees a s s igned to the Chief Examiner' 
o f f i c e i n t h i s d i s t r i c t , as exper ience showed were competent 
t o p e r f o r m the d u t i e s r equ i r ed of them. 

2. Would you regard the p l a c i n g 
of the r e s p o n s i b i l i t y f o r n a t i o n a l bank ex -
aminat ions on the Federal r e s e r v e agent i n 
each Federa l Reserve D i s t r i c t as an improve-
ment over the p r e s e n t system? 

Yes. While the Comptroller of the Currency i s r e -
qu i red by law t o examine and be r e s p o n s i b l e f o r the s u p e r v i -
s i o n of n a t i o n a l banks, both the Federa l Reserve Board and 
the Federa l Reserve Banks a r e i n t h e i r d i s c r e t i o n , a l s o , 
a u t h o r i z e d to examine member banks. The Federa l Reserve 
Banks a r e i n t e r e s t e d i n hav ing prompt and a c c u r a t e knowledge 
concerning the cond i t i on of member banks s ince they may be 
c a l l e d upon a t any time to extend them l a r g e amounts of c r e d i t . 
To avoid e n t a i l i n g the burden of e x t r a examinat ions upon i t s 
member banks, except i n a few p a r t i c u l a r i n s t a n c e s , t h e Federa l 
Reserve Bank of New York has not examined n a t i o n a l banks a t 
a l l , and h a s only examined s t a t e member banks i n c o n j u n c t i o n with 
s t a t e bank s u p e r v i s o r s . Our exper ience w i t h sending our own 
examiners t o examine s t a t e member banks i n c o n j u n c t i o n with t h e 
s t a t e examiners h a s convinced us of the s u p e r i o r knowledge of 
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Federa l Reserve Board March 10, 1921-

c o n d i t i o n s vtiiich we o b t a i n i n those banks, a s compared with our 
knowledge of cond i t i ons i n n a t i o n a l bank members, concerning 
Which the Comptrol ler of the Currency has f u r n i s h e d us with only 
t h a t p o r t i o n of h i s r e p o r t of examinations which he f u r n i s h e s 
the member banks themselves , but omits' the c o n f i d e n t i a l p o r t i o n s . 

We a re convinced t h a t to have the examinat ions of n a -
t i o n a l banks p l a c e d under the Federa l Reserve Board and the ex-
aminat ions conducted under the gene ra l s u p e r v i s i o n of the Federa l 
Reserve Agent i n each Federal Reserve D i s t r i c t would not only 
g ive the Federa l Reserve Banks and the Federa l Reserve Board f a r 
b e t t e r i n fo rma t ion concerning the management and c o n d i t i o n of 
i n s t i t u t i o n s t o v & i i c h we may be c a l l e d upon t o extend c r e d i t , 
but t h a t t h e r e l a t i o n s h i p of the Federa l Reserve Banks to t h e i r 
n a t i o n a l bank members would thereby be made much more h e l p f u l 
and c o n s t r u c t i v e and l e s s p u r e l y c r i t i c a l than i s the p r e s e n t 
r e l a t i o n s h i p between them and the Comptrol ler of t he Currency# 

3. What would be the e f f e c t of the above 
arrangement upon the r e l a t i o n s of t he Federa l 
Reserve Banks with t h e i r n a t i o n a l bank members? 

3he e f f e c t should be wholesome* I t i s our op in ion 
t h a t the g r e a t m a j o r i t y of the n a t i o n a l banks i n t h i s F e d e r a l 
r e s e r v e d i s t r i c t would welcome the assumption of t h i s a u t h o r i t y 
by the Federa l Reserve Banks* While they would expect t h e s u p e r -
v i s i o n t o be j u s t as s t r i c t as i n the p a s t they r e a l i z e t h a t i t 
would be e x e r c i s e d by bankers who a r e f a m i l i a r w i th l o c a l con-
d i t i o n s and who would be i n t e r e s t e d i n developing a c o n s t r u c t i v e 
r e l a t i o n s h i p . 

Would the c r e d i t ope ra t ions of the 
Fede ra l Reserve Banks be f a c i l i t a t e d by t h i s 
arrangement? 

Yes, By t h i s arrangement Federa l Reserve Banks would 
have much b e t t e r knowledge of the c o n d i t i o n of member banks a s 
c r e d i t r i s k s and could extend c r e d i t t o them more i n t e l l i g e n t l y -
The Fede ra l Reserve Banks by reason of t h e i r l a r g e r c r e d i t d e p a r t -
ments should a l s o be a b l e t o judge b e t t e r of the c r e d i t s extended 
by the menber banks than i s the p r e s e n t more l i m i t e d o r g a n i z a t i o n 
of t he ch i e f n a t i o n a l bank examiner. 

With r e s p e c t t o genera l comments, I may say t h a t n o t 
on ly a re the d i r e c t o r s and o f f i c e r s of t h i s bank unanimously i n 
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f a v o r of such a t r a n s f e r of the f u n c t i o n s of the o f f i c e of the 
Comptrol ler of the Currency to the Fede ra l Reserve Board and the 
e x e r c i s e of t h i s r e s p o n s i b i l i t y through the Federa l Reserve a g e n t , 
bu t t h a t we have d i scussed the p o s s i b i l i t y of such a t r a n s f e r wi th 
many of our country bankers a t conferences s i n c e the McFadden b i l l 
was i n t roduced , and found them a l s o unanimously i n f avo r of the 
t r a n s f e r . 

I f t h e Federal Reserve Board e x e r c i s e s i t s r e s p o n s i b i l i t y 
i n the r e s p e c t i v e Federal r e se rve d i s t r i c t s through the Fede ra l 
r e s e r v e a g e n t s , i t seems to us important t h a t the Board should 
p rov ide i n i t s r e g u l a t i o n s t h a t the i n f o r m a t i i o n thus ob ta ined by 
the Federa l Reserve Agent should be open a t a l l t imes t o the Governor 
and to those whom h e may des igna te to examine the i n f o r m a t i o n , i n 
o r d e r t h a t those r e s p o n s i b l e f o r extending the c r e d i t of the Fede ra l 
r e s e r v e bank should have be fo re them a l l the knowledge of the con-
d i t i o n s of member banks which i s possessed by the Federa l Reserve 
Agent. 

Very t r u l y y o u r s , 

(Sgd. ) P i e r r e Jay , Chairman, 

Federa l Reserve Board, 
Washington, D. C. 

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



COPY 

FEDERAL RESERVE BANK OF PHILADELPHIA 

9S5 Chestnut S t r e e t X-3068 

March 7, 1921. 

Hon. W. P. G. Harding, 
Governor, Federa l Reserve Board, 
Washington, D« G. 

Dear Governor Harding -

We a re duly i n r e c e i p t of your l e t t e r of the 5th 
i n s t a n t , X-3061, SUBJECT "Transfer of Funct ions of the Comptrol-
l e r of t h e Currency t o the Federal Reserve Board ," and have 
c a r e f u l l y cons ide red i t , 

1. In answering your f i r s t ques t ion I t h i n k i t only p rope r 
t o remind you t h a t we now have a we l l organized f o r c e examining 
S t a t e member i n s t i t u t i o n s . The n a t i o n a l bank examiners, now 
as s igned t o t h i s d i s t r i c t , could be taken over by us and the 
two f o r c e s organized i n t o a l a r g e r examining department, 

2. The Federa l Reserve Agents a re i n c l o s e touch wi th 
member banks, probably a r e more f a m i l i a r wi th o p e r a t i n g con-
d i t i o n s , and should be in a b e t t e r p o s i t i o n to examine and super 
v i s e banks. 

3. We b e l i e v e the member banks p r e f e r be ing under our s u p e r -
vis ion* We f i n d t h a t as a r e s u l t of our examinat ion of s t a t e 
member i n s t i t u t i o n s t h a t our r e l a t i o n s wi th them a r e c l o s e r , 
more s a t i s f a c t o r y and p l e a s a n t . 

4 . I f the banks were under our supe rv i s ion we would be 
more f u l l y informed as to t h e i r c o n d i t i o n , hence , c r e d i t opera -
t i o n s would be f a c i l i t a t e d by such an arrangement. 

We f e e l t h a t there should be a department under you 
to supe rv i se g e n e r a l l y the work of examinat ions , p repa re t h e 
forms of r e p o r t s and s t a t emen t s , e t c . , so t h a t t hey would be 
un i fo rm, and c a l l f o r the d e s i r e d i n fo rma t ion , and through 
such a department t h e p rope r summary of r e p o r t s could be made. 

Yours t r u l y , 

(Sgd,) R. L. Aus t in , 

CHAIRMAN. 
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FEDERAL RESERVE BANK X-3068 

OF CLEVELAND 

March 16, 1921. 

Hon, W» P. G. Harding, Governor, 
Federa l Reserve Board, 

Washington, D. C, 

My dear Governor Harding: 

In answer to your l e t t e r of March 5, 1921, X-3061, s u b j e c t , 
"Transfe r of Funct ions of the Comptroller of the Currency to the Fede ra l 
Reserve Board", I am p l ea sed to submit the fo l l owing : 

1. I t would be p r a c t i c a l , i n case the r e s p o n s i b i l i t y f o r the 
examination of a l l n a t i o n a l banks i n t h i s d i s t r i c t should be p l a c e d 
with u s , t o use as a b a s i s of our examining f o r c e , t he p r e s e n t n a t i o n a l 
bank examiners a s s igned to t h i s d i s t r i c t . These examiners could be 
taken c a r e of i n much the same manner as the employees of the sub t r e a s u r i e s . 
They could a l l be taken over f o r a pe r iod long enou^i to demonst ra te 
t h e i r a b i l i t i e s , or the d e s i r a b i l i t y of t h e i r d e t e n t i o n , o r f o r & 
s u f f i c i e n t t ime t o secure p o s i t i o n s elsewhere i f u n s a t i s f a c t o r y . 

2. I would regard the p l a c i n g of t h e r e s p o n s i b i l i t y f o r n a t i o n a l 
bank examinations on the Federa l Reserve Agent i n each Fede ra l Reserve 
D i s t r i c t a s a decided improvement., over the p r e s e n t system, f o r t h e 
reason t h a t the Federa l Reserve Bank h a s d a i l y con tac t w i th member 
banks. These c o n t a c t s and dea l ings wi th members o f t e n show i n advance 
t endenc ies which a r e of doub t fu l p r o p r i e t y . The oppor tun i ty would be 
p r e s e n t t o curb them i n t h e i r i n c i p i e n c y , and not a l low them t o con t inue 
i f v i t a l t o the s t a b i l i t y of the i n s t i t u t i o n . In fo rma t ion a s t o t h e 
c h a r a c t e r of the bus iness which i s being t r a n s a c t e d would a l s o be a 
b a s i s f o r more e f f e c t i v e examinations. 

3. The e f f e c t of such an arrangement upon our r e l a t i o n s w i th 
our n a t i o n a l bank members, I b e l i e v e , would be t o s t r e n g t h e n them, and 
beget a f u l l e r a p p r e c i a t i o n of t h e value of these r e l a t i o n s on t h e p a r t 
of the members. In s e v e r a l i n s t a n c e s we have been c a l l e d upon t o make 
recommendations as .a r e s u l t of i n v e s t i g a t i o n s . These recommendations 
were based upon p r a c t i c a l knowledge of the bank ' s s i t u a t i o n and t h e 
demands of i t s community, and have r e s u l t e d i n every ca se i n a s t a t e -
ment..of a p p r e c i a t i o n t h a t the work accomplished could no t have been 
so r e a d i l y performed through any o the r agency. 

4. I b e l i e v e t h a t the c r e d i t ope ra t ions of t h e Fede ra l Reserve 
Banks would be f a c i l i t a t e d by t h i s arrangement. I a l s 6 t h i n k t h a t 
the Cred i t Departments and the Examination Departments of the Federa l 
Reserve Banks should be kept e n t i r e l y s e p a r a t e . I would oppose t h e 
s e t t i n g - u p of t h e p r i n c i p l e through which the d e n i a l of c r e d i t could 
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be used as the means to en fo rce superv isory recommendations. On 
the o the r hand, p rope r ly coord ina ted , t h e s i t u a t i o n could be an i d e a l 
one. 

Genera l ly , t he lodgment of the examining power w i th the Federa l 
Reserve Agent of the d i s t r i c t would b e very acceptab le to member banks. 
In f a c t , s i n c e the i n t r o d u c t i o n of the b i l l t o b r i n g t h i s about , most 
member banks have, wi thout excep t ion , and of t h e i r own v o l i t i o n , s t a t e d , 
t o the r e p r e s e n t a t i v e s of our Bank Re la t ions Department t h a t they 
hoped t h a t the b i l l would p a s s . 

Since the es tab l i shment of the d i f f e r e n t f federal Reserve Dis-
t r i c t s and the p u b l i c a t i o n of s t a t i s t i c s and r e p o r t s f o r the member 
banks in t hose d i s t r i c t s , i t has r e s u l t e d i n a j e a l o u s i n t e r e s t on the 
p a r t of members i n the s t and ing of t h e i r r e s p e c t i v e d i s t r i c t s -

The t r a n s f e r of the Department of Examination t o the Federa l 
Reserve jigent of the d i s t r i c t would s t i l l f u r t h e r s t r e n g t h e n t h i s 
p r i d e of l o c a l i t y and develop l o y a l t y t o the b e t t e r m e n t of f i n a n c i a l 
c o n d i t i o n s . I t would c a p i t a l i z e t h i s s t a t e of mind, and cement the 
community of i n t e r e s t which should e x i s t between the Fede ra l Reserve 
Banks and t h e i r members. The idea of c o n t r o l by money c e n t e r s would 
be d i s p e l l e d . 

W-N-t 

Very t r u l y your s , 

(Signed) D. C. W i l l s , 

Chairman of t h e Board. 
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FEDERAL RESERVE BANK X-306B 

OF RICHMOND 

March 14, 1921. 

SUBJECT: T r a n s f e r of Compt ro l l e r ' s Functions to Federa l Reserve Boani. 

Hon. W. P . G. Harding, Governor, 
F e d e r a l Reserve Board, 

Washington, D. G* 

Dear S i r : 

Tour f a v o r of the $ t h , X-306l, on the above s u b j e c t , has 
had c a r e f u l c o n s i d e r a t i o n by myse l f , and the o f f i c i a l s t a f f of the 
Bank, and i n r e p l y to your i n q u i r i e s we beg to g ive the f o l l o w i n g i n -
f o r m a t i o n : 

1. We t h i n k i t would be e n t i r e l y p r a c t i c a b l e i n case the r e s p o n s i b i l i t y 
f o r the examination of a l l Nat iona l banks i n t h i s d i s t r i c t should be 
p laced upon the Fede ra l Reserve Agent, to use as a b a s i s of our examining 
f o r c e the p r e s e n t t f e t iona l bank examiners ass igned t o the d i s t r i c t . 

2 . We t h i n k t h e r e would be m a t e r i a l advantages , bo th to t h i s Bank and 
t o i t s members, t o make the above change. 

3 . Think the change would reduce f r i c t i o n f o r member banks to have 
a u t h o r i t y over them vested a t one p o i n t , i n s t e ad of as now in some 
r e s p e c t s w i t h Comptro l le r , and i n o t h e r s wi th Federa l Reserve Banks-
They regard Fede ra l Reserve Banks not only as a Government i n s t i t u t i o n , 
b u t as more or l e s s a governing i n s t i t u t i o n , and i f a u t h o r i t y i s con-
c e n t r a t e d i t w i l l he lp t o e l i m i n a t e f r i c t i o n and improve t h e r e l a t i o n s 
between the Bank and i t s members. 

Each Fede ra l Reserve Agent w i l l unders tand the problems of the 
banks of h i s d i s t r i c t , and dea l w i th them f rom a h e l p f u l s t a n d p o i n t , 
and only f rom a c r i t i c a l s t andpo in t where n e c e s s a r y . 

4 . Examinations under the Federa l Reserve Agent should a f f o r d oppor-
t u n i t y t o improve c r e d i t f i l e s of bo th the Federa l Reserve Banks and 
of the member banks . Such an arrangement should improve r e l a t i o n s with 
member banks because our examiners, under the Fede ra l Reserve Agent ' s 
d i r e c t i o n , would have an i n c e n t i v e to exp la in t o member banks our view-
p o i n t w i th regard to c r e d i t c o n d i t i o n s , and g ive in fo rma t ion g e n e r a l l y 
w i th regard t o the p r o v i s i o n s of the Federa l Reserve Act . The average 
bank examiner a t p r e s e n t i s himself no t as we l l informed a s t o the 
Federa l Reserve Act and the advantages i t a f f o r d s i t s member t a n k s , as 
he might b e - Examiners can be t r a i n e d in t h i s r e s p e c t to the advantage 
of the bank and i t s members. 

In r e f e r e n c e to i t s e f f e c t upon c r e d i t c o n d i t i o n s , I t h i n k the 
improvement can only be b e s t accomplished by keeping the examination 
department and the loan department of the Bank c l e a r l y s e p a r a t e d . 
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F.R .^ank, ^Richmond. X-306© 
- 2 -

C r i t i c i s m s of c o n d i t i o n and enforcement of reforms should be c l e a r l y 
segregated from correspondence wi th Federa l Reserve Banks w i t h 
r e f e r e n c e to loans and l i n e s of c r e d i t . 

I am tak ing the l i b e r t y of enc los ing a memorandum of c r i t i c i s m s , 
advantages and sugges t ions wi th regard to the p o s s i b l e change, which 
may p o s s i b l y be of use in c o n s i d e r i n g the ques t ion a t i s s u e . 

Yours very t r u l y , 

(Signed) Caldwell Hardy, 

Federa l Reserve Agent. 
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Incl j , 
Copy. 
F.R.Bank, Richmond. X-30o8 

SUBJECT: MEMORANDUM IN CONNECTION WIT? TRANSFER OF FUNCTIONS 
OF COMPTROLLER TO FEDERAL RESERVE BOARD-

CRITICISM I t i s claimed t h a t the Compt ro l l e r ' s d u t i e s a r e a 
one-man j o b , and n o t a Board j o b . 

There i s an advantage in e f f i c i e n c y i n hav ing one-
man c o n t r o l , as i s now the ca se through the Comptrol ler , as c r i t i c a l 
d e c i s i o n s f r e q u e n t l y have t o be made, and a c t i o n by a Board cannot , 
as a r u l e , be so promptly reached. Power somewhere to give prompt 
d e c i s i o n s i n c r i t i c a l ma t t e r s i s e s s e n t i a l . 

ADVANTAGES Examinations - Banks a re now s u b j e c t t o two powers 
of examinat ion, Comptroller and Federa l Reserve Agents . I t would 
s i m p l i f y ma t t e r s to have these powers c o n s o l i d a t e d . 

SUGGESTIONS 

1 . The Federa l Reserve Board should be the c o u r t of l a s t 
r e s o r t and t h e Board should e s t a b l i s h and main ta in a bureau f o r the 
purpose of c o - o r d i n a t i n g the work in the twelve d i s t r i c t s . 

D e f i n i t e r u l i n g s should be promulgated f o r the gu id-
ance of Federa l Reserve Agents . 

3 . The Comptrol ler a t p r e sen t has l i t t l e or no l e g a l 
power to en fo rce d e c i s i o n s . The Board should have such povrer,. and 
the powers and d u t i e s of Federa l Reserve Agents should be d e f i n i t e l y 
def i n e d . -

4. A la rge p o r t i o n of the coun t ry a t p r e s e n t being a t 
a g r e a t d i s t a n c e from the Comptrol ler , con fe rences w i th him a r e 
probably conf ined to a minimum. Under the proposed change, each 
Federa l Reserve Agent i n the twelve d i s t r i c t s be ing much more 
a c c e s s i b l e , much of h i s time would be taken up i n con fe rence . 

Each Chief Examiner should be given more a u t h o r i t y 
in order t h a t such conferences a s he might have wi th d i r e c t o r s a t 
t h e i r own banks , o r a t the C h i e f ' s o f f i c e , should be given more 
weigh t . This would be an advantage to the banks, and would improve 
the e f f i c i e n c y of the System. Inc reased a u t h o r i t y to t h e Chief 
Examiner i s a l s o neces sa ry in order t ha t he may p r o p e r l y a s s i s t 
the Federa l Reserve Agent and r e l i e v e him of unnecessary d e t a i l s . 
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COPY. FEDERAL RESERVE BANK 

OF ATLANTA 
X-3068 

March 7, 1921, 

SUBJECT: T r a n s f e r of f u n c t i o n s of Comptrol ler of the Currency t o 
the Federa l Reserve Board, L e t t e r March F th , X-306l . 

Dear Governor Harding: 

t am i n r e c e i p t of your l e t t e r of t h e above d a t e , 
a d v i s i n g t h a t a b i l l was in t roduced i n Congress i n December 1920, 
which p rov ided among o t h e r t h ings , f o r the t r a n s f e r of t h e f u n c -
t i o n s of the Compt ro l l e r ' s o f f i c e to t h e Federal Reserve Board, 
and I n o t e you have propounded a l i s t of ques t ions which you r e -
ques t t h a t I answer, v i z : 

Q»l« If t he r e s p o n s i b i l i t y f o r examinations of a l l n a t i o n a l banks 
should be p laced wi th the Federa l Reserve Agents , t he p r e s e n t 
n a t i o n a l bank examiners in t h i s d i s t r i c t could b e used as a 
b a s i s f o r such examinat ions . We could u t i l i z e the e n t i r e 
f o r c e of the Chief Nat ional Bank Examiner and those under him 
a t t h e p r e s e n t t ime . 

Q.2. I would regard the p l a c i n g of the r e s p o n s i b i l i t y of n a t i o n a l 
bank examinations on t h e Fede ra l Reserve Agent i n each Federa l 
Reserve D i s t r i c t as an improvement over the p r e s e n t system; 
no t i n any sense t h a t t he Federa l Reserve Agents a r e more c a -
p a b l e , bu t the mere f a c t of d i s t r i b u t i n g t h e examinat ions t o 
the twelve d i s t r i c t s would a f f o r d a g r e a t e r oppor tun i ty f o r 
p e r s o n a l supe rv i s ion of such examinat ions , and t h e keeping up 
w i th c o n d i t i o n s f a r b e t t e r than a t one c e n t r a l i z e d o f f i c e . 

Q-3" I t h i n k t h a t the e f f e c t of the above mentioned arrangement 
would be admirab le . I t would pu t the Federa l Reserve Banks 
i n c l o s e r touch w i th t h e i r n a t i o n a l bank members; we would be 
i n b e t t e r p o s i t i o n t o advise wi th them, t o unders tand t h e i r 
c o n d i t i o n , and come i n c l o s e r touch i n a d v i s i n g a s to f u t u r e 
o p e r a t i o n s , which would be of dec ided b e n e f i t . 

Q,«4. To my mind the c r e d i t opera t ions of the Fede ra l Reserve Banks 
would be m a t e r i a l l y b e n e f i t e d and f a c i l i t a t e d by t h i s a r r ange -
ment . 

We b e l i e v e t h a t the n a t i o n a l banks i n each d i s t r i c t would 
a p p r e c i a t e the change. They would come in c l o s e r touch w i t h the 
examining a u t h o r i t i e s , and would f i n d i t e a s i e r t o come i n t o the o f f i c e 
of the Fede ra l Reserve Agent and answer such c r i t i c i s m s as were made. 
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We "believe t h a t the Federa l Reserve Agent, in ca se of 
n e c e s s i t y ," could v i s i t such banks as he thought should be brought 
i n t o l i n e , a g a i n s t which se r ious c r i t i c i s m s may have been made, 
and which would have a wonderful e f f e c t f o r good by coming i n t o 
p e r s o n a l touch wi th t h e d i r e c t o r s of the bank and fo rmu la t i ng such 
p lans as would b r i n g about the d e s i r e d r e s u l t s as t o t h e i r o p e r a t i o n s . 

Very t r u l y yours , 

(Signed) J o s . A. McCord 
Federa l Reserve Agent. 

Hon. W. P . 0. Harding, Governor, 
Federal Reserve Board, 
Washington, D. C. 
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COPY FEDERAL RESERVE BANK OF CHICAGO 
79 West Monroe S t , X-3068 

March 7 , 1921. 

S u b j e c t : T r a n s f e r of Funct ions of the Comptrol ler of the 
Currency to the Federa l Reserve Board. 

Dear Governor Harding: 

Aftei* read ing c a r e f u l l y your l e t t e r of March f i f t h , X-3061, 
on the above s u b j e c t , I r e s p e c t f u l l y submit the f o l l o w i n g answers to 
the f o u r s p e c i f i c ques t ions asked t h e r e i n . 

1 . 

In case the r e s p o n s i b i l i t y f o r the examination of a l l Na t iona l 
banks i n t h i s d i s t r i c t were p laced Upon t h i s o f f i c e i t would be 
p e r f e c t l y p r a c t i c a b l e t o Use as a b a s i s o f . o u r examining f o r c e the 
p r e s e n t Na t iona l bank examiners ass igned t o t h i s d i s t r i c t . We would 
beyond q u e s t i o n r e t a i n Mr. Cooper as Chief Na t iona l Bank Examiner, 
and would be g lad t o r e t a i n upon the f o r c e permanently most of t h e 
men now under h i s d i r e c t i o n . There a r e some of h i s men whom, I 
b e l i e v e , he himself would p r e f e r e l i m i n a t e d . While making t h i s 
s ta tement we could n o t agree t o subord ina te our own p r e s e n t f o r c e 
of examiners . I t would be no g r e a t problem to amalgamate the two 
f o r c e s i n t o one to the s a t i s f a c t i o n of a l l concerned. 

I I . 

The r e s p o n s i b i l i t y f o r Nat ional examinations i f p laced upon the 
Federa l Reserve Agent would be exceedingly g r e a t , and the Federa l Re-
serve Agent who recommended such r e s p o n s i b i l i t y merely f o r the sake 
of the a d d i t i o n a l prominence or importance which would accrue to 
himself would make a grave mis t ake . On t h e c o n t r a r y , i f the Federa l 
Reserve Agent f e l t t h a t such examinations could be more i n t e l l i g e n t l y 
and e f f i c i e n t l y performed under d i s t r i c t s u p e r v i s i o n than i s now the 
c a s e , he shoula not h e s i t a t e to assume the r e s p o n s i b i l i t y i f he f e l t 
t h a t he were q u a l i f i e d t o assume the a d d i t i o n a l bu rdens . If he d id 
not f e e l h imse l f f a i r l y w e l l q u a l i f i e d i n t h a t regard he should, and 
undoubtedly would, v o l u n t a r i l y s t e p a s i d e i n f a v o r of someone e l s e 
b e t t e r f i t t e d f o r t h e t a s k . In my own opin ion , so f a r a s t h i s d i s t r i c t 
i s concerned , much more s a t i s f a c t o r y s u p e r v i s i o n cou ld be obta ined i f 
the r e s p o n s i b i l i t y were cen te red i n t h i s o f f i c e . The Board i t s e l f 
should, of cour se , be s a t i s f i e d t h a t the Federa l Reserve Agent i n 
charge , whoever he may be , i s equal t o t h e j o b . 

I I I . 

In my opinion 95 p e r cen t of the Na t iona l Banks i n t h i s d i s t r i c t 
would welcome the change. 

IV. 

I t has a l r e a d y been demonstrated t o our f u l l s a t i s f a c t i o n t h a t 
the c r e d i t i n f o r m a t i o n obta ined by cur own examining f o r c e i s much 
more complete than t h a t which i s obta ined f rom t h e p r e s e n t Na t iona l 

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



Chicago. - 2 - X-3068 

Banking Examiners 1 r e p o r t s . Th i s , however, i s i n no sense meant a s a 
s t r i c t u r e upon the a b i l i t y of the p r e s e n t Nat ional Examiners i n t h i s d i s -
t r i c t , taken as a whole. Most of them a r e exceedingly good men; they 
have n o t had the time to go i n t o d e t a i l s as thoroughly as have our own 
men; many of them a r e t r a n s f e r r e d from o the r d i s t r i c t s and do no t under-
s tand the n a t u r e of the " c r i t t u r " w i t h whom they have t o d e a l , and when 
t&ey do come i n to r e p o r t to the Chief Examiner they a r e l i k e l y to f i n d 
him out on o the r work and not a v a i l a b l e . I t i s no c r i t i c i s m on the p r e s e n t 
e f f i c i e n c y of the Compt ro l l e r ' s o f f i c e t o say t h a t n e c e s s a r i l y m a t t e r s 
must be handled there more or l e s s as a ma t t e r of r o u t i n e , and t h a t t h a t 
o f f i c e cannot have t h e d e t a i l of in format ion and out look concern ing each 
p a r t i c u l a r l o c a l i t y or d i s t r i c t t h a t would be a v a i l a b l e a t some c e n t r a l 
po in t i n the d i s t r i c t i t s e l f , where those i n charge a r e i n d a i l y touch 
wi th , and on the ou t look f o r , p r e s e n t c o n d i t i o n s , f u t u r e p r o s p e c t s , and 
i n d i v i d u a l c h a r a c t e r i s t i c s or t e n d e n c i e s . 

The change, i f made, involves some i n t e r e s t i n g and pe rp l ex ing p r o -
p o s i t i o n s . I am s a t i s f i e d t h a t the member banks i n each d i s t r i c t would 
have a much more c o r d i a l f e e l i n g toward the Federa l Reserve System i f they 
f e l t t h a t s u p e r v i s i o n was be ing conducted from t h e i r own Federa l Reserve 
Bank by men who understood l o c a l c o n d i t i o n s , and i f , and when, t h e change 
i s made the impression should be given out t h a t r e s p o n s i b i l i t y f o r super-
v i s i o n and power to e x e r c i s e c o r r e c t i v e or c o n s t r u c t i v e measures.',Will ves t 
l a r g e l y i n the Fede ra l Reserve Agent i n each d i s t r i c t . 

On the c o n t r a r y , the avenue of approach or f i n a l appeal to the 
Federa l Reserve Board should never be c lo sed , f o r no Fede ra l Reserve Agent 
should assume t o be a Pope, and t h e r e f o r e i n f a l l i b l e . 

Another and very important p o i n t i s , t ha t a l l important r u l i n g s 
upon mooted l e g a l p o i n t s should emanate from the Federa l Reserve Board 
i t s e l f . Otherwise, t h e r e would unques t ionably be a . c o n f l i c t of opinion 
a t t imes between the d i f f e r e n t d i s t r i c t s . A broad g e n e r a l s e t of r u l e s 
and r e g u l a t i o n s should be promulgated by the Federa l Reserve Board which 
s h a l l be un i fo rm i n t h e i r a p p l i c a t i o n t o a l l d i s t r i c t s , bu t when t h a t i s 
done, the same l a t i t u d e should be given the Federa l Reserve Agent i n each 
d i s t r i c t i n the m a t t e r of examination, s u p e r v i s i o n and power t o app ly c o r -
r e c t i v e measures, t h a t i s now given to the Governor through h i s own Board 
of D i r e c t o r s i n regard t o the c u r r e n t and ord inary ope ra t ions of t h e 
i n s t i t u t i o n of which he i s t he e x e c u t i v e . 

I am no t unmindful of the p o s s i b l e danger of g r e a t p r e s s u r e b e i n g 
brought upon the Federa l Reserve Agent a t t imes t o r e l i n q u i s h t h e a p p l i -
c a t i o n of p roper measures i n i s o l a t e d cases through p e r s o n a l acquaintance 
o r f r i e n d s h i p . This of course w i l l prove the r e a l s tamina of the Agent 
involved, i f he can s tand up aga in s t i t . On the c o n t r a r y , t h e r e i s no 
ques t ion b u t t h a t i n the years gone by (without r e f e r e n c e t o the most 
r ecen t occupant) the Comptro l le r ' s o f f i c e has been s u b j e c t a t t imes to 
g r e a t p o l i t i c a l p r e s s u r e which h a s caused a de lay or wi thho ld ing of p roper 
c o r r e c t i v e a c t i o n when needed. The record of t h e Fede ra l Reserve Board 
to d a t e i n d i c a t e s t h a t p o l i t i c a l i n f l u e n c e has n o t been a f a c t o r i n t h e i r 
o p e r a t i o n s , and g ives a s su rance t h a t i t w i l l not b e p e r m i t t e d t o become a 
f a c t o r h e r e a f t e r i n t h e a c t i v i t i e s of the Fede ra l Reserve Banks. 

Al l of which i s r e s p e c t f u l l y submit ted , 
Mr. W.p.G.Harding, Governor, (Signed) W. A. Heath, 
Fede ra l Reserve Board, Washington. 1 Digitized for FRASER 
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COPY FEDERAL RESERVE BANK 
of 

ST. LOUIS X-306S 
March 9 , 1921. 

SUBJECT: T r a n s f e r of Functions of the 
Comptrol ler of the Currency to 
the f e d e r a l Reserve Board. 

Hon. W. p . G. Harding, Governor, 
Federa l Reserve Board, 

Washington, D.. C. 

Dear Governor Harding: 

Your l e t t e r of the 5 th i n s t . (X-3061), In regard to the 
above s u b j e c t , has been rece ived . In i t you ask f o r c e r t a i n in format ion . 

1, Would i t he p r a c t i c a b l e , in case the r e s p o n s i b i l i t y f o r 
the examination of a l l n a t i o n a l banks in your D i s t r i c t should be placed 
upon you, t o u s e , as a b a s i s of your examining f o r c e , t he p re sen t n a t i o n a l 
bank examiners ass igned to your D i s t r i c t ? 

I t would be thoroughly p r a c t i c a l f o r me to use , a s a b a s i s 
of our examining f o r c e , the p re sen t n a t i o n a l bank examiners i n t h i s d i s -
t r i c t . I know p r a c t i c a l l y a l l of them pe r sona l l y and the Chief Examiner, 
Mr. Wood, has a t a l l t imes worked in such thorough co -ope ra t ion wi th us 
t h a t I b e l i e v e my p resen t examining f o r c e and the n a t i o n a l bank examining 
f o r c e of t h i s d i s t r i c t could be e a s i l y combined i n t o a harmonious e f f i c i e n t 
whole« 

2 . Would you regard the p lac ing of the r e s p o n s i b i l i t y f o r 
n a t i o n a l bank examinations on the Federal Reserve Agent in each Federal 
Reserve D i s t r i c t as an improvement over the p resen t system? 

I t would undoubtedly be a d i s t i n c t improvement over the 
p re sen t system. I have heard t h i s ma t te r d i scussed , though I have been 
c a r e f u l never to b r i n g i t up. I f e e l sure t h a t t he banks themselves would 
cons ider such a change a d i s t i n c t improvement over the p r e sen t system. I t 
would give them a r i g h t of appeal tha t they do not have now. By t h a t I 
mean i f a Federa l Reserve Agent should assume a p o s i t i o n about a bank tha t 
i t considered too a r b i t r a r y , i t would have the r i g h t of appeal t o the . 
Federal Reserve Board. 

I t would be a d i s t i n c t improvement from the s t andpo in t of 
the e n t i r e banking s i t u a t i o n , because i t would concent ra te under one head 
superv is ion of b o t h n a t i o n a l and s t a t e member banks . I b e l i e v e our exper-
ience i n t h i s d i s t r i c t has been t h a t during those times when t he r e has been 
the c l o s e s t co -ope ra t ion between the Chief Nat ional Bank Examiner and t h i s 
bank t h a t we have been a b l e to be of more a s s i s t a n c e to him than he to u s . 
Through our d i scoun t and t r a n s i t opera t ions we a re i n d a i l y contac t with 
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the banks and can get on the t r a c k of th ings t h a t should h e c o r r e c t e d 
b e f o r e i t i s p o s s i b l e f o r an examiner who v i s i t s a bank a t i n t e r v a l s to 
do i t * In f a c t i t seems to me t h a t i t i s bound to add cons ide rab ly t o 
the e f f i c i e n c y of the supe rv i s ion i f we bo th have the r i g h t and do 
examine the banks wi th which we a r e i n d a i l y contac t# 

P l a c i n g the work of the Comptroller under the charge of the 
Fede ra l Reserve Agent w i l l a l s o do away wi th some of the s u s p i c i o n s on 
the p a r t of our S t a t e member banks as expressed by them when they a r e con-
t empla t ing membership i n the System. They do n o t wish t o b e examined by 
a n a t i o n a l bank examiner, c h i e f l y because he r e p o r t s to the Comptroller* 
In those i n s t a n c e s where, i n order to he lp ou t , I have borrowed one or two 
n a t i o n a l bank examiners to a s s i s t my f o r c e I have always f e l t t h a t I had 
to adv i se the p r e s i d e n t of the S t a t e bank t h a t whi le these men were n a t i o n a l 
bank examiners t hey were being l e n t t o ire and were working s o l e l y under my 
d i r e c t i o n * We, of course , o f t e n lend our examiners to the n a t i o n a l bank 
f o r c e when they need them and we can spare them. We have concen t r a t ed a t 
one p o i n t so much in fo rma t ion , which, of cou r se , w i l l i n c r e a s e as time 
goes on, about a l l of the borrowers in D i s t r i c t No# 8 t h a t we can gene ra l l y 
always g ive i n fo rma t ion d e s i r e d dur ing an examinat ion . We, of c o u r s e , 
g l a d l y do t h i s # I t seems to me i t would f a c i l i t a t e m a t t e r s i f t h i s i n f o r -
mation were a v a i l a b l e as a ma t t e r of r i g h t r a t h e r than a m a t t e r of co-
opera t ion* 

3* ^ h a t would be the e f f e c t of the above arrangement upon the 
r e l a t i o n s of the Fede ra l Reserve Banks w i t h t h e i r n a t i o n a l bank members? 

The e f f e c t I t h ink would undoubtedly be to make the r e l a t i o n s 
of the Federa l Reserve Banks with our n a t i o n a l bank members more s a t i s -
f a c t o r y , The n a t i o n a l "banks would f e e l t h a t they a r e under the d i r e c t 
s u p e r v i s i o n of ah i n d i v i d u a l r e s i d e n t i n the d i s t r i c t f a m i l i a r w i th t h e i r 
l o c a l needs• I am i n c l i n e d to b e l i e v e they would r e c e i v e c r i t i c i s m s i n 
the r e p o r t of examinat ion in a somewhat d i f f e r e n t s p i r i t . Our r e l a t i o n s 
w i th our n a t i o n a l member banks could not be much c l o s e r than t h e y a r e 
now, b u t our s u p e r v i s i o n , i t seems to ine, i s bound to be more e f f e c t i v e , 
as our c r i t i c i s m s where necessa ry can be enforced by r e f u s a l t o 
r e d i s c o u n t . 

U* Would the c r e d i t opera t ions of the Fede ra l Reserve Banks be 
f a c i l i t a t e d by t h i s arrangement? 

Our c r e d i t opera t ions would undoubtedly be f a c i l i t a t e d by t h i s 
arrangement» In regard t o our S t a t e member banks t h a t we examine we r e -
ce ive a l l of t h e in fo rmat ion t h a t our examiner i s ab l e t o g e t about the 
bank* As i t i s now wi th the cop ies of the n a t i o n a l bank examinat ion we 
do no t r ece ive a s a m a t t e r of r i g h t the yellow s h e e t s which c o n t a i n 
c o n f i d e n t i a l in fo rmat ion* F requen t ly , e s p e c i a l l y du r ing a p e r i o d of the 
kind we a r e i n a t p r e s e n t , t h i s c o n f i d e n t i a l i n f o r m a t i o n i s of more c r e d i t 
value than the r e p o r t of examinat ion i t s e l f , and t h i s i n fo rma t ion should 
be i n our f i l e s * The f a c t i s t h a t t he re i s every p o s s i b l e r eason why a 
Fede ra l Reserve Bank which c a r r i e s the r e s e r v e s of a l l t he banks i n the 
d i s t r i c t should b e e n t i t l e d t o a l l p o s s i b l e i n fo rma t ion gathered a t f i r s t 
hand, i n regard t o c r e d i t c o n d i t i o n s i n the d i s t r i c t . I t would seem t h a t 
t h i s can n e v e r be e f f i c i e n t l y done u n l e s s the examiners themselves a r e 
a t t a ched t o t h e bank . 
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There seems every reason f o r and no good reason a g a i n s t the 
t r a n s f e r of t h e o f f i c e of the Comptroller to t h e Federa l Reserve Board. 
So f a r as I have t e e n a b l e t o come in con tac t w i th sen t iment i n t h i s 
E igh th D i s t r i c t I f e e l sure t h a t such a change w i l l meet w i th the 
h e a r t y approva l of bo th the p u b l i c and the b a n k s . 

Yours very t r u l y , 

(Signed) Wm. McC. Mar t in , 
Federa l Reserve Agent. 
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March 10, 1921. 

My dea r Governor Harding: 

With r e f e r e n c e t o your c o n f i d e n t i a l gene ra l l e t t e r X-3061 
about t h e t i l l f o r the t r a n s f e r of the f u n c t i o n s of t h e Compt ro l l e r ' s 
o f f i c e to the Fede ra l Reserve Board, I should l i k e t o o f f e r the 
f o l l owing comments: 

1 . Would i t be p r a c t i c a b l e , in c a s e the r e s p o n s i b i l i t y 
f o r the examinat ion of a l l n a t i o n a l t a n k s i n your D i s t r i c t 
should he p laced upon you, to use , a s a b a s i s of your 
examining f o r c e , the p r e s e n t n a t i o n a l bank examiners ass igned 
to your d i s t r i c t . 

We b e l i e v e t h a t the p r e s e n t examining f o r c e a s s igned t o t h i s 
d i s t r i c t could be t r a n s f e r r e d t o t h i s bank under arrangements t h a t 
would be mutua l ly s a t i s f a c t o r y . The head examiner f o r t h i s d i s t r i c t 
has h i s o f f i c e i n the b u i l d i n g occupied by t h i s bank and a l l of h i s 
men have t h e i r headqua r t e r s t h e r e . There would be no n e c e s s i t y of 
changing t h e i r o f f i c e or of a l t e r i n g t h e i r o rd ina ry r o u t i n e excep t a s 
might be n e c e s s a r y t o b e t t e r u n i f y t h e i r ope ra t ions and o u r s . 

2 . Would you regard the p l ac ing of the r e s p o n s i b i l i t y f o r 
n a t i o n a l bank examinat ions on the Fede ra l Reserve Agent i n each 
Federa l Reserve D i s t r i c t a s an improvement over the p r e s e n t 
system? 

The o f f i c e r s and d i r e c t o r s of t h i s bank a r e d e c i d e d l y of 
the opinion t h a t p l a c i n g of n a t i o n a l bank examinat ions under the 
Federa l Reserve Agent would b e a d i s t i n c t improvement over the p r e s e n t 
system. I t would b r i n g t h i s bank i n t o much more i n t i m a t e c o n t a c t 
than a t p r e s e n t w i th a l l of i t s n a t i o n a l bank members. I t would 
a f f o r d us acces s t o any c o n f i d e n t i a l in fo rmat ion now secured by t h e 
Compt ro l l e r ' s o f f i c e which may n o t have been a v a i l a b l e t o u s . In 
every r e s p e c t , we a r e of the opinion tha t i t would lead t o a b e t t e r 
unde r s t and ing w i t h n a t i o n a l banks and to a r e l a t i o n s h i p t h a t would be 
h i g h l y advantageous on bo th s i d e s . 

3« What would be the e f f e c t of the above arrangements upon 
the r e l a t i o n s of the Fede ra l Reserve Banks w i t h t h e i r n a t i o n a l 
bank members? 

One very impor tant e f f e c t would b e t o keep the Fede ra l 
Reserve Bank i n much more i n t i m a t e touch w i t h each n a t i o n a l bank 
member. We have a c c e s s , of cour se , t o n a t i o n a l bank examinat ions 
and a r e ab l e t o f o l l o w the a f f a i r s of each n a t i o n a l bank member i n 
a s a t i s f a c t o r y way. I f the examining f o r c e was p a r t of the s t a f f of 
t h i s bank, our knowledge of a l l t he c o n d i t i o n s su r round ing each n a t i o n a l 
bank member would n a t u r a l l y be much improved, and I t h i n k our Execut ive 
Committee i s r i g h t i n the opinion t h a t we would immediate ly come i n t o 
r a t h e r a d i f f e r e n t r e l a t i o n s h i p than now e x i s t s . The n a t i o n a l bank 
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members would f e e l i n c l o s e r contac t with us and we would f e e l more 
confidence about t h e i r condit ion* On both s i d e s , the arrangement ought 
to he very b e n e f i c i a l * 

4, Would the c r e d i t opera t ions of the Federal Reserve Banks 
be f a c i l i t a t e d by t h i s arrangement? 

Under the advantages i nd i ca t ed above, our c r e d i t opera t ions ought 
to be f a c i l i t a t e d in a very s u b s t a n t i a l way. 

In a d d i t i o n to the fo rego ing , I might say t h a t our r e l a t i o n s wi th 
the head examiner *5 o f f i c e and with the members of life f o r ce have 
always been very c lo se and cordia l# These men have no t h e s i t a t e d to 
give us any in format ion t h a t we might des i re * and the head examiner has 
cooperated with us sp lend id ly from the beginning. The p r e s e n t 
examiner i s a man whom we would undoubtedly wish t o cont inue i n charge 
of the examination work should h i s o f f i c e be consol ida ted wi th 
department, While a very exce l len t degree of coopera t ion has e x i s t e d , 
I am s a t i s f i e d t h a t wi th Mr, $rcwn as a member of my s t a f f , t h a t our 
knowledge of n a t i o n a l bank cond i t ions would be g r e a t l y improved, and I 
t h i n k i t i s p o s s i b l e t h a t we could he lp him and h i s men t o improve 
t h e i r examinations in some respec ts and make them more e f f e c t i v e . 

You w i l l r e c a l l tha t I have always had s t rong views on the ques t ion 
of c h a r t e r i n g n a t i o n a l banks• There i s no doubt in my mind t h a t the 
p resen t cond i t ion in t h i s d i s t r i c t * involving the f a i l u r e i n North 
Dakota of 4$ banks, two of which have reopened, the f a i l u r e i n Montana 
of 17 banks, two of which have reopened, the f a i l u r e i n Minnesota 
of f i v e banks, two of which have reopened, and the f a i l u r e of two banks 
i n South Dakota, i s in a considerable degree the r e s u l t of the over-
banked condi t ion of t h i s d i s t r i c t , both s t a t e and n a t i o n a l , 

I be l i eve we would have very much b e t t e r con t ro l over the cha r t e r ing 
of new banks under the arrangements t o be e f f e c t e d by the b i l l in Congress, 
and once such c o n t r o l over na t iona l bank members was e s t ab l i shed* we 
would have a much b e t t e r foundat ion than a t p r e s e n t upon which to approach 
the S t a t e Department, and I have no doubt we could b r i n g them i n t o agree-
ment with us very readi ly# At the p resen t time in our a t t empts to 
avoid the c r e a t i o n of t h ree banks, f o r i n s t a n c e , in a town wi th only 
enough bus iness f o r one, we a re confronted by the i n a b i l i t y to do anytning 
with the Comptroller*s o f f i c e , and when we take the m a t t e r up in fo rmal ly 
with the S t a t e Department, they remind us t h a t b e f o r e we ask them to do 
anything, we had b e t t e r t a l k with the Comptroller * 

There a re a g r ea t many p o i n t s where too many banks have been 
e s t a b l i s h e d . P resen t cond i t ions , which of course a r i s e i n cons iderable 
p a r t from o t h e r causes , w i l l have the e f f e c t of weeding out excess 
i n s t i t u t i o n s and r e s t o r i n g the banking bus ines s to a much b e t t e r condi-
t i o n than now e x i s t s * Too many banks has led to too much compet i t ion 
of an unsafe and unwise c h a r a c t e r . F a i l u r e of a g rea t many of the 
banks t ha t a r e c losed i s t r a c e a b l e d i r e c t l y t o t h e i r a t tempt to do too 
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much "business. There have no t been , of course , a g rea t many n a t i o n a l 
bank f a i l u r e s , and. so f a r as I can see , the only reason f o r t h i s con-
d i t i o n i s t h a t we have kept a g r ea t many n a t i o n a l banks from f a i l i n g . 

I am much in f a v o r of the adoption of t h i s measure by Congress. 
I b e l i e v e i t w i l l g r e a t l y improve our e f f i c i e n c y , and i r r e s p e c t i v e of 
o ther b e n e f i t s t h a t w i l l f o l l ow , w i l l be su re t o g ive us a f i r m e r g r i p 
of the n a t i o n a l bank s i t u a t i o n than we have a t p r e s e n t , and keep t h i s 
bank cons t an t l y in s possess ion of in format ion which i s h i g h l y important 
in the ex tens ion of c r e d i t . 

Very t r u l y yours , 

(Signed) Jno . H. Rich, 

Federa l Reserve Agent. 

Hon. W. p» G. Harding, 
Governor, Federa l Reserve Board, 

Washington, D. C. 

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



r"w 

FEDERAL RESERVE BANK 

Of 

KANSAS CITY X-306S 

COPY "a rch -15» -'9 2 X * 

Honorable W. P . &. Harding, Governor, 
Federa l Reserve Board, 

Washington, D. C. 

Dear S i r : 

Replying to your l e t t e r , X-3061, r ega rd ing the t r a n s f e r of 
the f u n c t i o n s of the Comptrol ler of the Currency t o the Fede ra l Reserve 
Board, you a re advised t h a t i t i s the opinion of our Execut ive Committee 
and one o r two of our d i r e c t o r s wi th whom we have d i scus sed the m a t t e r 
c o n f i d e n t i a l l y t h a t ques t ions 1, 2 and 4 should "be answered i n the a f -
f i r m a t i v e . 

Answering ques t ion 3» we b e l i e v e t h a t i t would he the means 
of a c l o s e r r e l a t i o n "between the Federa l Reserve Bank and i t a members. 
Sure ly 110 one should have a g r e a t e r i n t e r e s t in the solvency and proper 
a d m i n i s t r a t i o n of an i n s t i t u t i o n than the Fede ra l Reserve Banks as they 
a re c a l l e d upon d a i l y t o advance them l a r g e amounts. As i t i s , we have 
the r i g h t t o examine, "but no r i g h t to c o r r e c t . 

I f t he Fede ra l Reserve Banks had complete s u p e r v i s i o n over 
•National hanks , i t would remove t h e oppor tun i ty of the Fede ra l Reserve 
Banks working f o r one purpose i n the event of a f a i l u r e , and the Chief 
Na t iona l Bank Examiner f o r a n o t h e r . We have observed on one or two 
occas ions what seemed t o be a l a c k of coopera t ion i n t h i s r e s p e c t . Of 
c o u r s e , we a re i n t e r e s t e d i n knowing t h a t we a re p e r f e c t l y s a f e when 
a bank f a i l s and the Chief Na t iona l Bank Examiner i s i n t e r e s t e d i n pay-
ing the d e p o s i t o r s so f a r as he can even t o the e x t e n t of o f f e r i n g 
c r i t i c i s m s when we f a i l t o t u r n back to the bank e x t r a c o l l a t e r a l wftiieh 
we a re h o l d i n g f o r the p r o t e c t i o n of our r e d i s c o u n t s . So long as the 
Federa l Reserve Banks a re admin is te red a long s t r i c t l y b u s i n e s s l i n e s , 

and unhampered by o the r i n f l u e n c e s , more e f f e c t i v e s u p e r v i s i o n 
can be main ta ined i f the examinations a re pu t i n the hands of those who 
a r e having b u s i n e s s t r a n s a c t i o n s wi th the banks every day . 

f o u r s very t r u l y , 

(Sgd . ) Asa E. Ramsay, 

Fede ra l Reserve Agent. 

AER-J 
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FEDERAL RESERVE BANK 
OF DALLAS X-3C6S 

March 8, 1921. 

Eon. W, P . G. Harding, Governor, 
Federal Reserve Board, 
Washington, D. C* 

Dear Governor Harding: 

This w i l l acknowledge r e c e i p t of your X-306l, under da t e 
of March 5> on the sub j ec t of "Trans fe r of Functions of the Comptroller 
of the Currency t o the Federa l Reserve Board." 

I have, now f o r s eve ra l months, seen no t i n f r e q u e n t mention 
of t h i s genera l p r o p o s i t i o n in the p r e s s and have thought about i t a 
good d e a l . The re fo re , 1 have f a i ' - l y we l l matured views on the whole 
p r o p o s i t i o n . Responding to the s p e c i f i c i n q u i r i e s conta ined i n your 
l e t t e r , I b e l i e v e : 

1 , That i t would "be p r a c t i c a b l e , i n case the r e s p o n s i b i l i t i e s 
f o r the examination of a l l n a t i o n a l banks i n t h i s d i s t r i c t should be 
placed upon me, to use as a b a s i s of my examining f o r c e the p r e s e n t 
n a t i o n a l bank examiners assigned to t h i s d i s t r i c t . I know p r a c t i c a l l y 
a l l of them and, wi th perhaps two or th ree excep t ions , they a re very-
capable men. If charged wi th t h i s r e s p o n s i b i l i t y I p robably should 
recommend some few s u b s t i t u t i o n s , and b e s i d e s , I t h ink i t would be 
necessa ry to supplement the p resen t examining f o r c e in t h i s d i s t r i c t by 
the a d d i t i o n of a t l e a s t a p a r t of my own f o r c e , as a t p r e sen t organized* 
I am sure the n a t i o n a l bank examining f o r c e in t h i s d i s t r i c t has no 
been adequate and examinations of n a t i o n a l banks have been f a r 00 
i n f r e q u e n t . As an i l l u s t r a t i o n of t h i s , I have j u s t a n a t i o n 1 
bank examined f o r our own c r e d i t ope ra t ions , whicn has no t been examin d 
s ince March of l a s t y e a r . The bank, by the way, has 

of c a p i t a l and n e c e s s i t y f o r some assessment on t he s t o c k h o l d e r s . 

2 . I doubt*very s e r i o u s l y whether the p l a c i n g of responsi-

HEB-
undue l o c a l p r e s su re -
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3 j The e f f ec t of placing the examination of a l l nat ional 
banks in the several Federal Reserve d i s t r i c t s upon the Federal Re-
serve Agent might, in occasional cases, Taring about strained re la t ions 
to^some of us and to some of our national bank members, but if the 
duties of the of f ice were sanely as well as energet ical ly administered, 
there need not be, I think, any fea r from th i s source. As i t i s , we 
frequently have to make special examinations of national banks and 
more f requent ly have to deal with a pre t ty strong hand in respect to 

e i r c redi t operations. I should not ant icipate any special d i f f i -
culty along th i s l i n e . 

4, Beyond a doubt the c redi t operations of the Federal Reserve 
Banks would be f a c i l i t a t e d by t h i s arrangement and t h i s , to my mind, 
i s 7 the strongest reason why the proposed plan should be looked on with 
favor . As i t i s now, we are not en t i t l ed to receive and do not re-
ceive the conf ident ia l report made to the comptroller by the nat ional 
bank examiners. We receive a mere skeleton of his report from which, 
to us, a v i t a l part i s omitted. While frequently we can get some 
portion of this information from the Chief National Bank Examiner, we 
do not always get i t , even when we ask for i t . 

I t happens, for tunately, that I have one of the best men, I think, 
in the country now in charge of our department of examination and would 
with the small organization I have, be prepared, with the nat ional 
bank examining force now under employment, to give p re t ty good a t ten-
tion to th i s matter. I t would, of course, add very largely to iqy 
labors and respons ib i l i t i e s . This, in a sense, I should regret , but 
i f i t seems the wise policy I shal l assume the respons ib i l i t i e s and 
discharge these new duties without f ea r or favor* 

I have a conviction that fo r the most par t th i s proposal i s based 
upon opposition to Mr. Williams and h is somewhat temperamental bearing 
while Comptroller of the Currency. That o f f ice has been a great 
o f f i c e . I t has been f i l l e d by some great men. I had rather a f ea r 
that i f the whole matter of examinations was parcelled out among the 
several d i s t r i c t s some weak places would appear, weak administra-
tion and doubtless there would be a lack of uniformity of methods t h a t , 
on the whole, might not be advantageous. The advantage of the course 
to the bank would be in t he i r control of examinations, t he i r a b i l i t y 
to make examinations more frequently, as well as more thoroughly, and 
to act i n t e l l i gen t ly in the l igh t of t h e i r b e t t e r knowledge df local 
conditions. 

The proposed plan would, as I say, be immensely benef ic ia l in the 
credi t operations of the bank. Of that there can.not be the s l igh tes t 
doub t . 

The above, I bel ieve, answers your questions and contains a br ief 
outline of ny views generally. 

Tours very t ru ly , 

(Signed) W. F. Ramsey., 
Federal Reserve Agent, 
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COPY FEDERAL RESERVE BANK 

OF SAW FRANCISCO 
March 10, 1921. 

SUBJECm: Transfer of Functions of the Comptroller of the 
Currency to the Federal Reserve Board. 

My dear Governor: 

Receipt i s acknowledged of your l e t t e r X-3061. The various 
aspects of the subject to which your l e t t e r r e fe r s have teen discussed 
among the o f f i ce r s of th i s "bank during a good many months pas t , and the 
spec i f ic queries contained in your present l e t t e r have now been d i s -
cussed with Governor Calkins, Assistant Deputy Governor Clerk and 
Assistant Federal Reserve Agent and Chief Examiner Sargent. This l e t t e r 
has been read to them and a l l concur in the views expressed. 

1. Query: 

Answer: 

2. Query: 

Answer: 

Would i t be pract icable , in case the respons ib i l i ty 
f o r the examination of a l l nat ional banks in your d i s -
t r i c t should be placed upon you, to use, as a basis 
of your examining fo rce , the present na t ional bank 
examiners assigned to your d i s t r i c t ? 

I t would be pract icable to take over a l l na t ional 
bank examiners assigned to t h i s d i s t r i c t , including the 
Chief Examiner. The continued employment of such 
nat ional bank examiners would na tura l ly depend, as in 
the case of other employees, upon the merits of each 
individual . There would, however, be no question about 
that number of examiners being required. 

Would you regard the placing of the responsibi l i ty 
f o r nat ional bank examinations on the Federal Reserve 
Agent in each Federal Reserve D i s t r i c t as an improve-
ment over the present system? 

I t i s the opinion of the senior o f f i c e r s of this 
bank that i t would be an improvement over the present 
system. 

Because a Federal Reserve D i s t r i c t i s small compared 
with the to ta l United Sta tes , i t would be possible f o r a 
Federal Reserve Agent's Department to have more personal 
and intimate knowledge of the o f f i c e r s and d i rec tors of 
the banks which would be under that j u r i s d i c t i o n . This 
i s especial ly true because of the information gathered from 
the dai ly transactions of the Federal Reserve Bank and i t s 
branches with i t s member banks. In addit ion to th i s each 
examination would be made with d e f i n i t e reference tp the 
c r ed i t re la t ion with the Federal Reserve Bank and would 
consequently be more searching. 
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3« Query: What would be the e f f e c t of the above arrangement 

upon the re la t ions of the Federal Reserve Banks with the i r 
nat ional tank members? 

Answer: Ike examination of s t a t e member banks is now under j u r i s d i c -
t ion of the Federal Reserve Agent, and the experience in that 
r e l a t ion i s probably the best guide to a sound judgment as to 
the e f f ec t of the proposed arrangement upon the re la t ions of the 
Federal Reserve Banks with the i r nat ional bank members. State 
member banks are now conscious that t he i r Federal Reserve Bank 
i s e i ther in possession of a l l de ta i l s concerning t he i r business 
or in posi t ion to obtain f u l l knowledge of such de ta i l s , I do 
not reca l l any instance in which a s t a te member bank has objec-
ted to our examinations or to giving f u l l information, and I 
believe that I am not mistaken in thinking that th is has promoted 
a frankness and cordia l i ty in the re la t ions with s t a t e member 
banks beyond that now exist ing in the re la t ion with national 
member banks. Baere seems good reason for believing that the 
proposed change would not a f f e c t unfavorably the re la t ions of a 
Federal Reserve. Bank with i t s national bank members but on the 
other hand might be expected to a f f e c t them favorably. 

We are of the opinion that the cost of making examinations 
of i t s member banks should be absorbed by a Federal Reserve Bank, 
If a member bank were subjected to a per diem charge aggregating 
an amount material ly beyond the charges h i the r to made fo r the 

Comptroller's examinations it. i s not improbable tha t there would 
be complaint. I t seems desirable that no such consideration as 
a member bank's complaints of the cost of examination should be 
permitted to a r i se in examinations as i t might have a tendency 
to influence the thoroughness of a regular examination or deter 
from making a special examination. 

I t i s probably the f a c t that no expense incurred by national 
banks is or has been be t te r j u s t i f i e d than that incurred fo r the i r 
examination, but i t seems also probable that the abo l i t ion of 
this charge would be a cause of g r a t i f i c a t i o n to the banks examined, 
and a fac to r making for good re la t ions with the Federal Reserve 
Bank, dhe earning? of Federal Reserve Banks seem l i ke ly never 
to be so meagre as to make i t inadvisable on that ground to ab-
sorb such charges. I t i s a lso possible that those of the public 
who have c r i t i c i zed the large earnings of Federal Reserve Banks 
migjat view very favorably the performance of such a duty i n the 
i n t e r e s t of the public without charge, 

4. Query: Would the c red i t operations of the Federal Reserve Banks be 
f a c i l i t a t e d by th i s arrangement? 

Answer: The c red i t operations of a Federal Reserve Bank would ob-
viously be great ly f a c i l i t a t e d by such an arrangement. The present 
condition has long seemed an anomalous one in which the supervis-
ing author i ty has had f u l l e r knowledge than a Federal Reserve 
Bank which i s cal led upon to take the r i s k of c red i t extension. 
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As we have discussed the matter in th is bank i t has been our 
fee l ing that examinations by the Federal Reserve Bank would resul t 
in much more e f f ec t i ve c red i t regulation because e a r l i e r informa-
tion would thereby be had of any unfavorable tendencies or improper 
p rac t ices . This, i t i s believed, would make i t possible to prevent 
some unsat is factory s i tua t ions which under the present plan have 
developed, t h e i r correct ion na tura l ly being much more d i f f i c u l t 
than the i r prevention would have been. 

Since a Federal Reserve Bank now regularly examines i t s s t a te 
member banks, i t would es tab l i sh uniform prac t ice f o r i Federal Re-
serve Bank also to examine i t s nat ional bank members, with ce r t a in 
resu l t ing advantages. The smaller the area in which a bank examiner 
operates, the f u l l e r and more he lp fu l the information which he ac-
quires concerning the trade and industry of t ha t section and the more 
extensive and personal the information concerning a l l those engaged 
in banking. Divided borrowing accounts would be more readi ly 
detected. This more intensive supervision and invest igat ion would 
appear l ike ly to resul t in more thorough organization of examination 
methods and in a b e t t e r co-ordination of a Federal Reserve Bank and 
i t s member banks in the service to the community. 

The larger respons ib i l i ty in the matter of examinations through 
adding those of nat ional banks should na tu ra l ly resu l t in a more 
e f f i c i e n t examining organization'," and in the compilation of much 
valuable c red i t information, which under present circumstances i s 
not eas i ly avai lable . While the conf ident ia l information concerning 
a nat ional bank given by a nat ional bank examiner may now be had upon 
applicat ion to the Chief National Bank Examiner of the d i s t r i c t , i t 
i s to be borne in mind tha t these expressions are only in reference 
to such matters as the examiner himself has developed, whereas i f 
the examination were made on the behalf of the Federal Reserve Bank 
a l l such conf ident ia l expressions would be available without appl i -
cation to an outside author i ty , re-enforced as wellby verbal s t a t e -
ments, and in addition to t h i s , special invest igat ions would always 
be possible in regard to matters in any bank concerning which the 
Federal Reserve Bank had reason to inquire . A Federal Reserve 
examiner would enter upon an examination f o r t i f i e d by much informa-
tion growing out of the Federal Reserve Bank's t ransact ions with 
the bank about to be examined, and in the c a s e of those banks con-
cerning the condition of which doubt had ar isen because of the 
character of these t ransact ions, the resu l t s of the examination 
would be immediately available fo r the guidance of the Federal Re-
serve Bank, whereas under the present plan such special information 
i s furnished only when the Chief National Bank Examiner of the 
d i s t r i c t deems i t des i rable , and of ten then only afger long delay. 

In the case of an appl icat ion fo r a new char ter the Federal 
Reserve Bank would c lear ly be in a much b e t t e r pos i t ion than the 
Comptroller of the Currency to determine the advisable course, both 
from the standpoint of the needs of the community and from the 
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standpoint of whether the character and respons ib i l i ty 
of the applicants gave promise of the proposed bank 
being a good credi t r i sk for Federal Reserve advances. 

The foregoing views are based upon my best judgment, without per-
sonal b i a s . However, as one element in the matter , i t may not be 
amiss to r e f e r to personal incl inat ion. Although the proposed change 
appears to me advantageous fo r the banking system, I can see small 
reason why a Federal Reserve Agent should desire a responsib i l i ty 
which a t best wi l l put him in the constant posi t ion of a correct ing 
agent and a t times give him cause f o r gravest concern. 

Very t ru ly yours, 

(Signed) John Perr in , 

Chairman of the Board. 

The Honorable W, P. G. Harding, 
Governor, Federal Reserve Board, 
Washington, D. C. 
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