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October 11, 1921.

Dear Mr. Chairman:

In the record of the statements made by a former Comptroller
of the Currency and ex-officio member of the Federal Reserve Board
to the Commission on August 2nd and 3rd, there afe included two
addresses made by him, one in Vashington on April 15, 1921 and
the other in Augvsta, Georgia, on July 14, 1921, in which certain

. allegations are made reflecting upon the intelligence and efficiency,
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and, by innuenio, upon the probity of members of the Federal Reserve
Board. Other statements with which the Board takes issue appear

in various commmications to the Board which the former Comptroller
introduced in his testimony. '

Many of these allegations are so trivial and irrelevant as
to be unworthy of notice, and others, particularly those which
relate to credit policies, it is believed have bsep fully
answered in the statements made by Governor Streng and myself
before your Commission on August Y4th and subsequent days, and in
letters which have been introduced in the record. Having in mind
the desire of the Commission to assemble as promptly as possible
facts more directly related to the purposes for which it was
orgenized, I did not deem it opportune when I was before the
Commission to take up its time in answering the general charges
made by the former Comptroller that the Board had approved or
permitted reckless waste of money in the operations of the Federal
Reserve Banks, particularly with respect to the building of the
Federal Reserve Bank of New York, now in course of construction,
and to the salaries paid to the officers of the Federal Reserve
Bank of New York.

In each Annual Report of the Federal Reserve Board to Congress
an exhibit has been made of the number of officers and employees
of all Federal Reserve Banks and of their salaries.

In its Annual Report for the year 1918, the Board called the
attention of Congress to the necessity of providing adequate
quarters for the Federal Reserve Banks and reported purchases of
building sites which had been made by ten of the twelve Banks.

In each subsequent report a frank statement has been made to Congress
of the progress of the building operations by the respective Barks.
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When the Committees on Banking and Currency of the Senate
and House of Representatives were considering, early in the year 1919,
the Board's recommendation that Section 7 of the Federal Reserve Act
. be amended by permitting the banks to create a maximum surplus out of
eamings equal to 100% of their paid-in capital, instead of Y0P as
oreviously provided, I called the attention of the Committees to the
fact that all Federal reserve banks would be obliged to construct
their own buildings as it was not practicable to lease adequate
Quarters and otherwise to provide suitable vaults for the custody of
the large amounts of cash and securities held by the banks. I called
attention also to the large expenditures which would have to be made
in these building operations, and urged that the banks be permitted
to increase their surplus in order to reduce the proportion of fixed
assets represented by the buildings to their capital account. The
Comrittees appeared to be impressed with this argument for the Act
of March 3, 1919, went beyoni the Board's recommendations and pro-
vided that Federal reserve banks might create a surplus out of
earnings equal to 100% of their subscribed capital, plus 10% of net
eamings annually, after such a surplus had been created. ’

As no criticism has been made to the Commission by the
former Comptroller, however, of any of the Federal reserve bank
buildings except that of the Federal Reserve Bank of New York, it
seems unnecessary at this time to present further data relating
to any of them except the one in New York. The Board understands
that the Governor of the Federal Reserve Bank of New York has sub~.

« mitted to the Commission a full statement regarding the building
operations of that bank, every important detail of which has beep
submitted from time to time to the Federal Reserve Board.

' Since he appearéd before the Commission, the former
Comptroller has given to the press a letter directing his criticism
especlally to the salaries paid to officers and emrloyees of the
Federal Reserve Bank of Wew York, and this letter has recently been
inserted in the Congressional Record. :

Fach Federal reserve bank is by law placed under the
supervision and control of a board of directors who are authorized
to appoint such officers and employees as are not otherwise pro-~
vided for in the Federal Reserve Act and to define their duties.
The law also requires that any compensation that may be provided
by the board of directors of a Federal reserve bank for directors,
officers or employees shall be subject to the approval of the
Federal Reserve Roard.

I transmit herewith copy of a letter, dated October 6,

1921, from the Governor of the Federal Reserve Bank of New York, in
which he discusses not nly the salaries of officers which have been
specifically criticised ry the former Comptroller, with the exception
of his own ani1 that of the Federal Reserve Agent, but also the in~
crease in the number of emoloyees and in their compensation. The
RBoard has, in spproving salaries and increases in salaries from time
to time, been advised of all the facts set forth in this letter and
- its approval of the salaries prdéposed by the directors has been based

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



' - 1455
5 X-3228

upon 2 sppreciation of these facts. This letter conhtains e detailed
review of the principles governing the salary policies of the Federal
Reserve Bank of New York, the aprroval of which by the members of the
Feieral Reserve RPoard is evidenced by their action in aprroving from time
to time specific salaries and increases voted by the hank's directors.
Inasmuch as Governor Strong's sense of propriety does not permit him

to discuss in his letter the saléries paid the Federal Reserve fgent

and himself, perticular reference will be made to these salaries in

this communication. ,

The Federal Reserve fgent is appointed by the Federal Reserve
Bosrd and his salary is fixed by the Board. A1l other officers and
employees of the Federzl Reserve RBenk, exceprt those in the Federal
Reserve fgent's Devertment, are apvrointed by the board of directors
and the salaries fixed by them, subject to the spproval of the Federal
Reserve Board.

The officers of Federal reserve banks are not officers of the
United States. They are private citizens, just as officers of national
banks, which are, like Federzal reserve banks, chartered under en act
of Congress, are private citizens.

The conduct of the business of a Federal reserve bank, and of the
Federal Reserve Bank of New York especially, which is now the largest
benking institution in the country, with transactions many times grester
then those of the lsrgest member banks, with great responsibilities to
its member benks, to the public, and to the Treasury of the United
States, requires the services in executive and other capacities of
trained officials and experts who will devote all of their time to the
work of the bank, not only in the ordinary routine but in the study of
a great variety of technicel subjects, end it is highly desirahle that
men be obtained who can always be relied upon to show good judement and
all other necessaery qualificetions.

- These officers are not permitted to engsge in eny other dusiness or
in political activities or to hold public office. Their service in the
Federal Reserve Fank is not a stepping stone to a political c2reer nor
does it afford means of outside finsncial profit. ‘It would be impossible
to secure the services of corpetent :end efficient officials for the
Federal reserve banks, were their salaries to be measured by the salaries
peid to the political officers of the Government. ’
_ In the forrer Comptroller's letter, above referred to, gnd.in
his Mugusta speech which is a pert of the record of the Comrrigsion,

‘ he appesrs to take the position that the salary of a United States

' Senator is the standard upon which saleries of Federal ressrve bank

of ficials should be based. BHe did not himself, however, while he was
in office, observe this wrinciple, but on the contrary recognized the
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fact that in order to obt~in competent nation~l bank examiner h
by the way, are officers of the Governmwent, he would beag%?iggd ?60'

pay regard to the technicrl skill and ability of these men 2nd to whet
they could earn in the s~rley of privzte banking institutions and
corporations., A

These exsminers are ~voointed by the Comptroller of the Currency,
with the eporoval of the Secretary of the Treasury, =nd their salaries
are fixed by the Federal Reserve Ro~rd "upon the recommendations of the
Comptroller of the Currency". The Bserd does not regard these salaries
ag excessive 2nd in what follows nc such inference should be drawn.

The report of the Comptroller nf the Currency for 1920 gives in

- ane item (pege 22, second volume) the total of the "Expenses on Aecount

of the National Bank Examining Service", which includes salaries and
other expenses incurred in meking examinations, including traveling
e<penses, but does not give eny statement, either in detail or in the
a:sregate, of saleries paid national bank examiners. The report of
-7e TFedersl Reserve Board.for the same year, however, gives a complete
jeteiled list of salaries psid national bank examiners (peges 278-280).
These sslaries were initiated end recommended, in each instance, by

the Comptroller of the Currency, just 2s salaries of Federal reserve
Yook ofFicers and employees DSl i3 t{ated by the directors of the

Federsl reserve banks. .

The report shows that ten examiners are paid salaries equal'to or
in excess of that of a United States Senator, that one examiner 1s 1o
paid a salary in excess of thet of two United States Senators, an% that
the agzregate of saleries peid these ten examiners 1s more than ; e b
salaries waid thirteen United States Senators. It shows also that the
totsl salaries of all nation2l bank examiners on the payroll =s of.
December 31, 1920 aggregate $637,900, en amount equal to the salaries
"of eichty-five United States Senators. In sddition to this, during a
the yéar 1920, two mations1 bank examiners were, for a time, eain paqid
a salary at the rate of $30,C00 per ennum, 20 amount equal to t it g«
four United States Senators, tut it is only fair to state ?hatltbeiks
examiners were detailed to exsmine foreign branches of national ba 4
and thot these salaries were desizned to cover ocean transport?;;o? ese
a1l treoveline esnd living expenses ynile they were engaged in making ¥

exsminations abroad. )
The foregoing comparisons are nade merely to show the apsurdity of

attempting to draw conclusions from totally unrelfted facts.
In its Mmual Report for 1918, the Board said:
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"It is evident thet the Federal Reserve Banks, in order to insure -
the proper conduct of their business and to pretect the interests of the
Government, the member banks, and the public, must employ men. of except-
ional experience and ability. Exzperience has shown that the larger member
banks are disposed to draw upon the Federal Reserve Banks for men to,fill
high official positionms, and in order to retzin the services of offiters
who are constantly being tempted with outside offers at high salaries,
it has become necsssary to recognize this competition. Waile the Bcard
has in no case approved salaries for Federal Reserve Bank officers as high
as thosse paid officers of similar rank by the larger member banks in the
various Federal Reserve cities,, it has approved salaries approxzimating
i the average salaries paid' by the larger local banks. In the case of junior

officers, heads of {divisions, and clerks, the Board has recognized from
the outset that tneé compensation peid them tust be in line with that paid
by the larger member banks. The Board does not believe that the Federal
Reserve Banks should become training schools for future officers of
member banks; it feels, on the contrary, that sufficient inducements should
be cffered by the Federal Reserve Banks to make service with them attractive
as a career." _
During the past seven years fcur Governors of Federal reserve banks
have resigned in order to accspt executive positicns with other banking
) institutions at much higher salaries, and the same is true with respect
to a considerable number of Deputy Governors and juniow officers.
The Board doss not regerd the salaries paid the Governor of the
Federal Reserve Bank of New York and the Federal Reserve Agent as being
excessive, No one who is familiar with the qualifications of these
gentlemen, their long experience in banking, their established position
in the banking community before the Federal Reserve Bank was organized,
the magnitude of their respOngibilities, and the oppeortunities which are
constantly afforded them to make other and more profitable engagements,
Wouii assert for a moment that they are being paid more then they are
worth,
The only question, therefore, to be considered is - Does the business
of the Federal Reserve Bank of New York require the services as its two
B senlor officers, of men of their type? The Board belief¥es that it does,
and it believes furthermore, that it would be false economy to depend upon
less able and experienced men.

I am enclosing for the information of the Commission copy of a letter
from Governor Strong, which outlines the history of his connection with
the Federal Reserve Bank of New York. The statements made therein were

already familiar to some emembers of the Board who have served continously
since 191U, -
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The directors of the Federal Reserve Bank of New York voted in
September, 1917, to increase the Governor's salary from $3C, 000 to $50, 000
per annum, and the quesiion of approval was considered by the Federal
Reserve Board. Upon being informed, however, that Mr. Strong would not
then accept this increase, and in view of the fact that the country was
at war, the Board took no action. The records of the Treasury Department .
will show what was done by the Liberty Loan Organization of the Fsderal
Reserve Bank of New York, under the leadership and supervision of Governor
Strong, in the placing of Government securities during and after the war,
In the prosecution of this work, in connection with his other duties,
his health broke down and necessitated his abgence from the bank during
the year 1920, to which reference is made in his letter.

In December 1918, the directors of the Federal Reserve Bank of New
York again voted to increase the salary of Governor Strong to $50,0C0
per annum. The following is an extract from the minutes of the meeting
of the Federal Reserve Board on December 14, 1918:

"PRESENT: The Chairman (Mr. McAdoo)
The Governor
Mr, Strauss
Mr, Miller
Mr. Hamlin
Mr, Williams
Mr. Broderick, Secretary.

"¥r. Strauss stated that he had reviewed the recommendations of the
Federal Heserve Bank oi New York of increases in salaries of and bonuses
to its officers and employees, and submitted the following report, which
was ordered spread upon the minutes of the meeting:

(Here follows report of Mr. Strauss on a letter from M¥r. George F,
Peabody, Deputy Chairman of the Board of Directors of the Federal Reserve
Bank of New York, on the subject of incrsased compensation for employees
of the bank).

"The Chairman expressed himself as heartily in accord with the prin-
ciples propuunded by Mr. Strauss. He then explained to the Board his views
as to the principles that should be observed in determining compansation
to officers of Federal Reserve Banks, He stated that his attitude had been
that in the beginning and during the formative period of tine System he
advocated comparatively low,salaries until the business of the banks could
be established, and a fair measure obtained of their operations and & mors

) accurate realization reached of the dimensions of the problems and respon-
§1bilities of the banks! officers, adding that last year he had opposed ap
increase in the salary of the Governor of the Federal Raserve Bank of New
Tork only because the country was at war. He said, now that the businsss
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"of the banks had been well established and they were making large earnings
for the Government, the time had come when the office: of.3overror of a
Federal Reserve Bank should command on its merits a fair and just compen-
sation, and that he would vote to fix the salary of the Governor of ths
Federal Reserve Bank of New Tork at $50,000 per aunum, this salary.to prevail
not only for the present incumbent, but for his successors. The Chairman
stated it as his view that the principle governing the fixing of saleries
of officers of Federal Reserve Banks should be that the salary be made
sufficiently atiractive to make a man willing to adopt the Federal Reserve
System as a permement career, having its rewards in the way of promotion like
any other institution. He opposed the view that the office of hsad of a
Federal Reserve Eank should be considered on a parity with high Government
office, stating that heads of Fedsrel Rsserve Banks cculd nct be said to
enjoy that magnitude of powsr and prestige pertaining to high Government
office, while the bank officers were vetwplaced in a different position from
‘those engaged in private institutions in that they were affected by the
mutetions of public life and controlled by a chenging public Board.
"The chairman stated that Le hed conferred with the Secrstary of the
Trezsury-elect, Mr. Carter Glizgs, who concurred in the substance of the
. . principles recited by him, leaving it to the Board, of course, to make,
" under such principles, reasonable adjustments of salaries throughout the
System in its discretion.
"The Chairman stated as a further principle that the salary of a
Federal Reserve Agent should be at least as high as that of any Deputy
Governor of the Federal Reservs Bank of which stch Agent may be Chairman.
®Mr, Miller pointed out that the tremendous earnings of the Federal
Reserve Banks had accrusd this year largely out of Government business, and
asked the Chairman if he had ~  that factor in mind in expressing his opinion
on the question.
- ‘ "The Chairman replied that he did not think the percentage basis of
' earnings of banks is a fair guide for the mezsure of compengation to be
paid, 'stating it as his judgment that the questions of salaries at the
several banks should be dealt with each on its own merits with respect to
the repponsibility assumed by the Governor when taking office.

"Mr. Streuss stated tha® tie Board should not consider the sarnings
of a bank in fixing compensation; that at future periods it might well be
the business of the banks not to make money .

"The Chairman concurred in this view, stating that it might be necessary
to operate a bank+at a loss as a result of a gereral plan of combining the
rescurces of all banks as a common fund, in which eveunt, the responsibiiities
of the Governor of a bank forced to operate at a loss would bs even graater
than when large earnings were accruing. He said the problem was to ascertain
what ig a just compensation, taking into consideration all the elements of
the problem - the gize of thebank, the cost of living in the community,
and the responsibili%y assumed by the chief executive officer of the bank.

S
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"Mr. Williams pointed out that there were certain Governors of Federal
Reserve Banks whom the Board felt were not the strongest men for their po-
sitions.
®The Chairman stated that if the Board undertcok the reponsibility of
keeping in office incompetent men as Governors of Federal Reserve Banks the
g salaries of such Governors should nevertheless have a rslation to the responsi
bility assumed.
®On motion duly seconded, it was voted unanimously that the salary

cf the Governor of the Federal Reserve Bank of New York for the ensuing

year be approved if fixed at $50, 000 per annum, and that the recom-

mendations of the Board of Directors of the Federal Reserve Bank of New

York, as submitted by Deputy Ghairman Peabody in his letter of December

11, 1918, =zs modified in principles by the memorandum subamitted by Mr.

Strauss, above, be approved with the understanding that the Bcard will

review same in detail and make such adjustments as may be necessary at

its zeeting on Monday, December 16th.

"At this point the Chairman (¥r. lcAdoo) stated that it was necessary for
him to withdraw from this, the last meetin: of the Federal Reserve Board which
he would attend, and expressed to the members of the Board his appreciation cf
. the work they had dons during his incumbency of the office of Chairman, state
ing that he would always have a keen interest in the personal welfare of mem-
bers of the Board,as well as in their official work."

For the further informztion of the Commission, and in order thet it may
better determine what weight, if any, should be given to the criticisms made
by the former Comptroller of the salaries paid by the Federal Reserve Bank of
New York, I transmit a memorandum made up from the minutes of the Federal Re-
serve Board showing the datss of the various meeting at which increases in
selaries of officers and employees of the Federal Reserve Bank of New York
were considered, and the vote of the Comptroller on these proposals. It will
be noted that the minutes show,that he voted affirmatively on eighty percent
of the salary increases, including those which he now criticises, that he
did not vote against any of them, but was absent from meetings at which the
other twenty percent were considered. .

The Board requests that this letter and the memorandum attached be made
a part of the record of the Commission, If the Commission desires any further
statemert regarding any other allegation made by the former Cowmptroller, whica
appears in the record, the Board will be pleased to furnish it without delay.

In view of the fact that the allegations made by the former Comptroller
are a part of the official record of the Commission and are being Constantly
reiterated by him, the Board respectfully requests that tne Coumission make
public its findings regarding them.

Very truly yours,

(Signed) W. P, G, Harding
Hon. Sydney Anderson, Chairman, '
Joint Commission of Agricultural Inquiry, "Governor,
United States Congress,
Room 70 Capitol.
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