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C O P Y 

October 11, 1921* 

Dear Mr. Chairman: 

In the record of the statements made by a former Comptroller 
of the Currency and e x - o f f i c i o merriber of the Federal Reserve Board 
to the Commission on August 2nd and jrd , there are included two 
addresses made by him, one in Washington on April 15, 1921 and 
the other in Augusta, Georgia, on Ju ly l 4 , 1921, i n which certa in 
a l l e g a t i o n s are made r e f l e c t i n g upon the i n t e l l i g e n c e and e f f i c i e n c y , 
and, by innuendo, upon the probity of members of the Federal Reserve 
Board, Other statements with which the Board takes i s sue appear 
in various communications to the Board which the former Comptroller 
introduced in h i s testimony* 

Many of these a l l e g a t i o n s are so t r i v i a l and i rre l evant as 
to be unworthy of n o t i c e , and others, p a r t i c u l a r l y those which 
re la t e to cred i t p o l i c i e s , i t i s be l i eved have bee® f u l l y 
answered in the statements made by Governor Strang and myself 
before your Commission on August 4th and subsequent days, and i n 
l e t t e r s which have been introduced in the record. Having in mind 
the des ire of the Commission to assemble as promptly as pos s ib l e 
f a c t s more d i r e c t l y re la ted to the purposes for which i t was 
organized, I did not deem i t opportune when I was before the 
Commission to take up i t s time in answering the general charges 
made by the former Comptroller that the Board had approved or 
permitted reck le s s waste of money in the operations of the Federal 
Reserve Banks, p a r t i c u l a r l y with respect to the bui ld ing of the 
Federal Reserve Bank of New York, now in course of construction, 
and to the s a l a r i e s paid to the o f f i c e r s of the Federal Reserve 
Bank of New York. 

In each Annual Report of the Federal Reserve Board to Congress 
an exh ib i t has been made of the number of o f f i c e r s and employees 
of a l l Federal Reserve Banks and of the ir s a l a r i e s . 

In i t s Annual Report f o r the year 19I8, the Board c a l l e d the 
a t t en t ion of Congress to the neces s i ty of providing adequate 
quarters f o r the Federal Reserve Banks and reported purchases of 
bu i ld ing s i t e s 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 bu i ld ing operations by the respect ive Banks. 
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When the Committees on Banking and Currency of the Senate 
and House of Represen ta t ives were c o n s i d e r i n g , e a r l y i n the yea r 1919, 
the Board ' s recommendation t h a t Sec t ion 7 of the Fede ra l Reserve Act 
he amended by p e r m i t t i n g the banks to c r e a t e a maximum su rp lu s out of 
e a rn ings equal t o 100$ of t h e i r p a i d - i n c a p i t a l , i n s t e a d of UCffo as 
p r e v i o u s l y p rov ided , I c a l l e d the a t t e n t i o n of the Committees to the 
f a c t t h a t a l l Federa l r e se rve banks would be obl iged to c o n s t r u c t 
t h e i r own b u i l d i n g s as i t was no t p r a c t i c a b l e to l e a s e adequate 
q u a r t e r s and otherwise to provide s u i t a b l e v a u l t s f o r the cus tody of 
the l a r g e amounts of cash and s e c u r i t i e s he ld by the banks. I c a l l e d 
a t t e n t i o n a l so t o the l a r g e expendi tu res which would have to be made 
i n these b u i l d i n g o p e r a t i o n s , and urged tha t the banks be pe rmi t t ed 
to i n c r e a s e t h e i r su rp lus i n order to reduce the p r o p o r t i o n of f i x e d 
a s s e t s represen ted by the b u i l d i n g s t o t h e i r c a p i t a l account . The 
Committees appeared to be impressed wi th t h i s argument f o r t h e Act 
of March 3, 1919, went beyond the Board 's recommendations and p r o -
vided t h a t Federa l r e se rve banks might c r e a t e a s u r p l u s out of 
ea rn ings equal to 100$ of t h e i r subscr ibed c a p i t a l , p l u s 10$ of n e t 
ea rn ings annua l ly , a f t e r such a su rp lus had been c r e a t e d . 

As no c r i t i c i s m has been made to the Commission by the 
former Comptrol ler , however, of any of the Fede ra l r e se rve bank 
b u i l d i n g s except t h a t of the Federa l Reserve Bank of New York, i t 
seems unnecessary a t t h i s time to p r e s e n t f u r t h e r d a t a r e l a t i n g 
to any of them except the one i n New York. The Board unders tands 
t h a t the Governor of the Federa l Reserve Bank of New York has sub- . 
mi t t ed to the Commission a f u l l s ta tement r ega rd ing the b u i l d i n g 
ope ra t ions of t h a t bank, every important d e t a i l of which has beep 
submit ted from time to time to the Federa l Reserve Board. 

Since he appeared b e f o r e the Commission, the fo rmer 
Comptrol ler has given to the p r e s s a l e t t e r d i r e c t i n g h i s c r i t i c i s m 
e s p e c i a l l y t o t h e s a l a r i e s pa id t o o f f i c e r s and employees of the 
Federa l Reserve Bank of New York, and t h i s l e t t e r has r e c e n t l y been 
i n s e r t e d i n the Congressional Record. 

Each Federa l r e se rve bank i s by law p laced under the 
s u p e r v i s i o n and c o n t r o l of a board of d i r e c t o r s who a re au thor i zed 
to appoint such o f f i c e r s and employees as a re no t o therwise p ro -
vided f o r i n the Federa l Reserve Act and to d e f i n e t h e i r d u t i e s . 
The law a l s o r e q u i r e s t h a t any compensation t h a t may be provided 
by the board of d i r e c t o r s of a Federa l r e se rve bank f o r d i r e c t o r s , 
o f f i c e r s o r employees s h a l l be s u b j e c t to the approva l of the 
Fede ra l Reserve Board. 

I t r ansmi t he rewi th copy of a l e t t e r , da t ed October 6, 
1921, from the Governor of the Fede ra l Reserve Bank of New York, i n 
which he d i s c u s s e s not <bly the s a l a r i e s of o f f i c e r s which have been 
s p e c i f i c a l l y c r i t i c i s e d by t h e fo rmer Comptrol ler , wi th the except ion 
of h i s own and t h a t of the Federa l Reserve Agent, but a l so the i n -
c r e a s e i n the number of enroloyees and i n t h e i r compensat ion. The 
Board h a s , in approving s a l a r i e s and i n c r e a s e s i n s a l a r i e s f rom time 
to t ime, been advised of a l l t he f a c t s s e t f o r t h i n t h i s l e t t e r and 
i t s approval of the s a l a r i e s proposed by the d i r e c t o r s has been based 
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upon an a p p r e c i a t i o n of these f a c t s . This l e t t e r c o n t a i n s a d e t a i l e d 
review of the p r i n c i p l e s governing the s a l a r y p o l i c i e s of the Federa l 
Reserve Bank of New York, the approval of which "by the members of the 
Fede ra l Reserve Board i s evidenced by t h e i r a c t i o n i n approving from time 
to time s p e c i f i c s a l a r i e s and i n c r e a s e s voted "by the bank 's d i r e c t o r s . 
Inasmuch as Governor S t r o n g ' s sense of p r o p r i e t y does not pe rmi t him 
t o d i s c u s s in h i s l e t t e r the s a l a r i e s pa id the Federa l Reserve Agent 
and h i m s e l f , p a r t i c u l a r r e f e r e n c e w i l l be trade to these s a l a r i e s i n 
t h i s comrunica t ion . 

The Federa l Reserve /gent i s appointed by the Federa l Reserve 
Board and h i s s a l a r y i s f i x e d by the Board. A l l o t h e r o f f i c e r s and 
employees of the Federa l Reserve Bank, except those i n the Federa l 
Reserve / g e n t ' s Department, are appointed by the board of d i r e c t o r s 
and the s a l a r i e s f i x e d by them, s u b j e c t to the approval of the Federa l 
Reserve Board. 

The o f f i c e r s of Federa l r e s e r v e banks a re no t o f f i c e r s of the 
United S t a t e s . They are p r i v a t e c i t i z e n s , j u s t as o f f i c e r s of n a t i o n a l 
banks , which a r e , l i k e Federa l r e s e r v e banks, c h a r t e r e d under an a c t 
of Congress, a re p r i v a t e c i t i s e n s . 

The conduct of the bus iness of a Federa l r e se rve bank, and of the 
Federa l Reserve Bank of New York e s p e c i a l l y , which i s now the l a r g e s t 
banking i n s t i t u t i o n i n the count ry , wi th t r a n s a c t i o n s many times g r e a t e r 
than those of the l a r g e s t member banks , wi th g r e a t r e s p o n s i b i l i t i e s to 
i t s member banks , t o the p u b l i c , and to the Treasury of the United 
S t a t e s , r e q u i r e s the se rv i ces i n execut ive and o t h e r c a p a c i t i e s of 
t r a i n e d o f f i c i a l s and exper t s who w i l l devote a l l of t h e i r time to the 
work of the bank, n o t only i n the o rd inary r o u t i n e b u t i n the s tudy of 
a g r e a t v a r i e t y of t e c h n i c a l s u b j e c t s , and i t i s h igh ly d e s i r a b l e tha t 
men be obtained who can always be r e l i e d upon to show good judgment and 
a l l o t h e r necessa ry q u a l i f i c a t i o n s . 

These o f f i c e r s a re not pe rmi t t ed t o engage i n any o the r bus iness o r 
i n p o l i t i c a l a c t i v i t i e s o r to hold p u b l i c o f f i c e . The i r s e r v i c e i n the 
Federa l Reserve Bank i s not a s tepp ing s tone to a p o l i t i c a l c a r e e r nor 
does i t a f f o r d means of ou t s ide f i n a n c i a l p r o f i t . I t would be impossible 
to secure the s e r v i c e s of competent ^and e f f i c i e n t o f f i c i a l s f o r the 
Federa l r e se rve banks , were t h e i r s a l a r i e s to be measured by the s a l a r i e s 
pa id to the p o l i t i c a l o f f i c e r s of the Government. 

In the former Compt ro l l e r ' s l e t t e r , above r e f e r r e d t o , and i n 
h i s Augusta speech which i s a p a r t of the record of the Commission, 
he appears to take the p o s i t i o n t h a t t h e s a l a r y of a United S t a t e s 
Sena tor i s the s tandard uoon which s a l a r i e s of Federa l r e se rve bank 
o f f i c i a l s should be based". He d id n o t h i m s e l f , however, whi le he was 
i n o f f i c e , observe t h i s p r i n c i p l e , bu t on the c o n t r a r y recognized the 
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f a c t t h a t i n o rder to o b t a i n competent nation-->1 bank examiners , who, 
by the way, a re o f f i c e r s of the Government, he .vould be obl iged to 
pay regard to the t e chn i ca l s k i l l and a b i l i t y of these men and to whet 
they could earn i n the s^rrley of p r i v s t e banking i n s t i t u t i o n s and 
c o r p o r a t i o n s . 

These examiners are appointed by the Comptrol ler of the Currency, 
w i t h the approval of the Sec re t a ry of the Treasury , and t h e i r s a l a r i e s 
are f i x e d by the Federa l Reserve Bo^rd "upon the recororrendations of the 
Comptroller of the Currency". The Board does no t regard these s a l a r i e s 
a s excess ive and i n what follo-vs no such i n f e r e n c e should be drawn. 

The r e p o r t of the Comptroller of the Currency f o r 1920 gives in 
one i tem (page 22, second volume) the t o t a l of the "Expenses on Account 
of the Nat ional Bank Examining Se rv ice" , which inc ludes s a l a r i e s and 
o the r expenses incur red i n making examinat ions , inc luding t r a v e l i n g -
expenses, but does not give any s t a t emen t , e i t h e r i n d e t a i l or i n t 
- - r e g a t e , of s a l a r i e s paid n a t i o n a l bank examiners . The r e p o r t oi 
The Federa l Reserve Boa rd . fo r the same yea r , however, gives a comp e t 
d e t a i l e d l i s t of s a l a r i e s paid n a t i o n a l bank examiners (pages 27 -
These s a l a r i e s were i n i t i a t e d and recommended, i n each i n s t a n c e , oy 
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*It is evident that the Federal Reserve Banks, in order to insure • 
the proper conduct of their business and to protect the interests of the 
Government, the member banks, and the public, must employ men;* of except-
ional experience and ability* Experience has shown that the larger member 
banks are disposed to draw upon the Federal Reserve Banks for men to , f i l l 
high official positions, and in order to retain the services of of fibers 
who are constantly being tempted with outside offers at high salaries, 
it has become necessary to recognize this competition* While the Board 
has in no case approved salaries for Federal Reserve Bank officers.as high 
as those paid officers of similar rank by the larger member banks in the 
various Federal Reserve cities,* it has approved salaries approximating 
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 tne compensation paid them tausrt 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 offered by the Federal Reserve Banks to make service with them attractive 
as a career*" 

During the past seven years f cur Grove mors of Federal reserve banks 
have resigned in order to accept executive positions with other banking 
institutions at much higher salaries, and the same is true with respect 
to a considerable number of Deputy Governors and junior officers. 

The Board does not regard 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 responsibilities, and the opportunities which are 
constantly afforded them to make other and more profitable engagements, 
would assert for a moment that they are being paid more than 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 i t s two 
senior officers, of men of their type? The Board believes that it does, 
and it believes furthermore, that i t 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 1914* 
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The d i r e c t o r s of t h e Federa l Reserve Bank of New York vo ted i n 
September, 191?, t o i n c r e a s e t h e Governor ' s s a l a r y from $30,000 t o $50,000 
p e r annum, and t h e q u e s t i o n of approval was cons ide red by t h e Fede ra l 
Reserve Board. Upon be ing informed, however, t h a t Mr* S t rong would no t 
t h e n accep t t h i s i n c r e a s e , and i n view of t h e f a c t t h a t t h e count ry was 
a t war, t h e Board took no a c t i o n . The r e c o r d s of t h e Treasury Department 
w i l l show what was done by t h e L i b e r t y Loan O r g a n i z a t i o n of t h e Fede ra l 
Reserve Bank of New York, under t h e l e a d e r s h i p and s u p e r v i s i o n of Governor 
S t rong , i n t h e p l a c i n g of Government s e c u r i t i e s d u r i n g and a f t e r t h e war, 
I n t h e p r o s e c u t i o n of t h i s work, i n connec t ion w i t h h i s o the r d u t i e s , 
h i s h e a l t h broke down and n e c e s s i t a t e d h i s abgence from t h e banx d u r i n g 
the y e a r 1920, t o which r e f e r e n c e i s made i n h i s l e t t e r . 

I n December 1918, t he d i r e c t o r s of t h e Fede ra l Reserve Bank of New 
York a g a i n voted t o i n c r e a s e the s a l a r y of Governor S t rong t o $50, 0C0 
pe r annum* The f o l l o w i n g i s an e x t r a c t from t h e minu tes of t h e meet ing 
of t h e Federa l Reserve Board on December 14, 1918: 

"PRESENT: The Chairman (Mr, McAdoo) 
The Governor 
Mr, S t r a u s s 
Mr* M i l l e r 
Mr. Hamlin 
Mr* Wil l iams 
Mr* Brode r i ck , S e c r e t a r y . 

*Mr* S t r a u s s s t a t e d t h a t he had reviewed t h e recommendations of t h e 
Federa l Reserve Bank of New York of i n c r e a s e s i n s a l a r i e s of and bonuses 
t o i t s o f f i c e r s and employees, and submit ted t h e f o l l o w i n g r e p o r t , which 
#as ordered spread upon t h e minutes of the mee t ing : 

(Here f o l l o w s r e p o r t of Mr, S t r a u s s on a l e t t e r f rom Mr, George F. 
Peabody, Deputy Chairman of t he Board of D i r e c t o r s of t h e Fede ra l Reserve 
Bank of New York, on t h e s u b j e c t of i n c r e a s e d compensat ion f o r employees 
of the bank)* 

"The Chairman expressed himself a s h e a r t i l y i n accord w i th t h e p r i n -
c i p l e s proponodad by Mr. S t r a u s s . He t h e n e x p l a i n e d t o t h e Board h i s views 
as t o t he p r i n c i p l e s t h a t should be observed i n d e t e r m i n i n g compensation 
t o o f f i c e r s of Federa l Reserve Banks* He s t a t e d t h a t h i s a t t i t u d e had been 
t h a t i n t h e beg inn ing and d u r i n g t h e f o r m a t i v e p e r i o d of t he System he 
advocated compara t ive ly l o w . s a l a r i e s u n t i l t h e b u s i n e s s of t h e banks could 
be e s t a b l i s h e d , and a f a i r measure ob ta ined of t h e i r o p e r a t i o n s and a more 
a c c u r a t e r e a l i z a t i o n reached of t h e dimensions of t he problems and r e s p o n -
s i b i l i t i e s of t h e banks 1 o f f i c e r s , add ing t h a t l a s t y e a r he had opposed a# 
i n c r e a s e i n t h e s a l a r y of t h e Governor of the Federa l Reserve Bank of New 
York only because t h e country was a t war . He s a i d , now t h a t t h e b u s i n e s s 
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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,governor 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 the 
Federal Reserve Bank of New York at $$0,000 per annum, 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 salaries 
of officers of Federal Reserve Banks should be that the salary be made 
sufficiently attractive to make a man willing to adopt the Federal Reserve 
System as a permanent career, having i ts rewards in the way of promotion like 
any other institution* He opposed the view that the office of head of a 
Federal Reserve Bank should be considered on a parity with- high Government 
office, stating that heads of Federal Reserve Ban&s could net be said to 
enjoy that magnitude of power and prestige pertaining to high Government 
office, while the bank officers were yetnplaced in a different position from 
those engaged in private institutions in that they were affected by the 
mutations of public lif.e and controlled by a changing public Board. 

nThe chairman stated that he had conferred with the Secretary of the 
Treasury-elect, Mr* Carter Gl&as, 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 i ts 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 Reserve Bank of which such Agent may be Chairman* 

•Mr* Miller pointed out that the tremendous earnings of the Federal 
Reserve Banks had accrued 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 measure of compensation to be 
paid, stating it as his judgment that the questions of salaries at the 
several banks should be dealt with each on i ts own merits with respect to 
the responsibility assumed by the Governor when taking office» 

*Mr» Strauss stated that the Board should not consider the earnings 
of a bank in fixing compensation; that at future periods it might well be 
the business of the banks not to make money. 

11 The Chairman concurred in this view, stating that it might be necessary 
to operate a banket a loss aa a result of a general plan of combining the 
resources of all banks as a common fund, in which event, the responsibilities 
of the Governor of a bank forced to operate at a loss would be even greater 
than when large earnings were accruing. He said the problem was to ascertain 
what is a just compensation, taking into consideration all the elements of 
the problem - the size of t#bank, the cost of living in the community, 
and the responsibility assumed by the chief executive officer of the bank. 
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"Mr. Williams po in ted out t h a t t h e r e were c e r t a i n Governors of Federal 
Reserve Banks whom the Board f e l t ware not the s t r o n g e s t men f o r t h e i r po-
s i t i o n s . 

"The Chairman s t a t e d t h a t i f t h e Board undertook t h e r e p o n s i b i l i t y of 
keeping i n o f f i c e incompetent men as Governors of Federa l Reserve Banks the 
s a l a r i e s of such Governors should n e v e r t h e l e s s have a r e l a t i o n to the responsi 
b i l i t y assumed, 

"On motion duly seconded, i t was voted unanimously t h a t the sa l a ry 
of the Governor of t h e Federal Reserve Bank of New York f o r the ensuing 
year be approved i f f i xed a t $50, 000 pe r annum, and t h a t the recom-
mendations of the Board of D i r e c t o r s of the Federa l Reserve Bank of New 
York, as submitted by Deputy Chairman Peabody i n h i s l e t t e r of December 
11, 191S, s s modif ied i n p r i n c i p l e s by the memorandum submitted by Mr. 
S t r a u s s , above, be approved wi th t h e unders tand ing t h a t the Beard w i l l 
review same i n d e t a i l and make such ad jus tments as may be necessary a t 
i t s meeting on Monday, December l6 th» 
"At t h i s po in t t he Chairman (Mr* McAdoo) s t a t e d t h a t i t was necessary fo r 

him t o withdraw from t h i s , the l a s t meeting of the Federa l Reserve Board which 
he would a t t e n d , and expressed t o t h e members of the Board h i s a p p r e c i a t i o n of 
the work they had done dur ing h i s incumbency of the o f f i c e of Chairman, statw-
ing t h a t he would always have a keen i n t e r e s t i n the pe r sona l w e l f a r e of mem-
bers of t h e Board,as we l l as i n t h e i r o f f i c i a l work*" 

For the f u r t h e r in format ion of the Commission, and i n order t h a t i t may 
b e t t e r determine what weight , if any, should be given t o the. c r i t i c i s m s made 
by the former Comptroller of the s a l a r i e s paid by t h e Federal Reserve Bank of 
New York, I t r ansmi t a memorandum made up from the minutes of the Federal Re-
serve Board showing the da te s of the va r ious meeting a t which i n c r e a s e s i n 
s a l a r i e s of o f f i c e r s and employees of the Federal Reserve Bank of New York 
were considered, and the vote of t h e Comptroller on t he se p r o p o s a l s . I t w i l l 
be noted t h a t the minutes show^that he voted a f f i r m a t i v e l y on e igh ty percen t 
of t h e s a l a r y i nc r ea se s , inc lud ing those which he now c r i t i c i s e s , t h a t he 
did not vote a g a i n s t any of them, but was absent from meetings a t which the 
o ther twenty pe rcen t were considered. 

The Board r e q u e s t s t h a t t h i s l e t t e r and the memorandum a t t ached be made 
a p a r t of t h e record of the Commission, If the Commission d e s i r e s any f u r t h e r 
s ta tement r ega rd ing any other a l l e g a t i o n made by t h e former Comptrol ler , which 
appears i n the record , the Board w i l l be p leased t o f u r n i s h i t wi thout de lay . 

In view of the f a c t t h a t t he a l l e g a t i o n s made by t h e former Comptroller 
a re a p a r t of the o f f i c i a l record of t h e Commission and a r e being c o n s t a n t l y 
r e i t e r a t e d by him, the Board r e s p e c t f u l l y r eques t s t h a t t h e Commission make 
pub l i c i t s f i n d i n g s r ega rd ing them. 

Very t r u l y yours , 

(Signed) W. P . G. Harding 
Hon. Sydney Anderson, Chairman, 

J o i n t Commission of A g r i c u l t u r a l Inqui ry , G o v e r n o r . 
United S t a t e s Congress, 

Room 70 C a p i t o l . 
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