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STATEMEsT RELATING TO 8. 249, ON Bm;A{F“-ECDlN FILES SECLION g4
OF THE BOAFD GF GOVERNORS OF THE FEDWRAL FESTIVEFSYSTEM, 1040 -
RFFOTF THE SEUATE COMMITIFE 04 LABOM AND PUyLil WELFARE

Yy

[t
The definition of the term "employer" contoined in the

National Labor Relations Act of 1935 specifically encluded the "United

3tates" but i% did not specificelly mention Federal Xeserve Ranks.

o

Tais definition in the 1935 Act would be restored by the present drefi
of 3. 249. It 19‘the view of our Board that the Nationel Labor Relaticns
Act of 1935 was not intended to apply end did not have application to
tne Federal Teserve PBonks. lowever, the fact that Federal keservs Benks
are specificelly exempted from the 1947 law snd thet this exemption
would not he specifically contained in the new bill would create a
legislztive history waich might be construed =5 evidence of an inten-
tion to remove ithz existing exemption of the Feder:l Feserve lanks -- which
ve do not believe is correct.

.

The Board of Governors faels strongly that it is in the
interests of the Federal Reserve System and of the United Stotes to
retain in the proposed labor legislation the exemption of Federal hLe-
serve Panks from the definition of the term "employer". It recomsends
that the languaye of the bill be so parased as to continue thils exenp-
tion in effect.

The reasons for this exemption may be briefly summarized as
follows:

(1) The Board of Governors of the Federal Reserve Systsm was

created as the eagency of Congress which 1s specificzlly charged with
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the responsibility of approving =1l compensaticn of officers and
employees of Federal Reserve panks and of exercising jeneral super-
vision over such tenls., Accordinzly, cuestions as to compensation
and other benefits of employees must be considered by the Board here
in Vashington.
(2) Federal Feserve Banks are sublic institutions set up by
Congress to perform governmental functions ia the natioaal interest,
including their important operations in the statutory capacity of fiscal
agents of the United 3tates. They are instrumentalities and a jencies
of the United States, wnd as such should be exemot as is the United States.
(3) Strikes ngainst a Federil Reserve Bank wculd be in «ffect
strikes against the United States, with disastrous concequences to the
operations of the Government, o rticularly in connection with its rnublic
debt transactions, and with » seriocus interruption to the {low of reve-
nues into the Treasury.

Suvervision of TFederal Hecerve Banks by Board of Governors

of the Feder~l EReserve System. - The Federval Reserve Baniks are sutject

1o the zenercl supervision of the board of Governcrs of the Federnl Re-
serve System, which issues regulations with respect to many of their
Ooperations. It also has vower to suspend or remove for couse - ny of-
ficer or director of a Federal Feserve 3ank. The law specifically
provides that any compensation for officers or employees of rederal
Feserve Banks is subject to the arproval of the poard of Governors.

Moreover, such matters as retirement and death benefits cf e1sloyees,
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insurance snd hospital and medical benefits for them, benefits upon

termination of employment and other reluted expenditures, nre apnroved
by the Board in accordance with System volicies.

Since the compensation and other benefits of Federal :eserve
Bani employees are determined finally bty action of the poard of Governors
negotiations btetween a Federal Reserve ban- and its eanloyees with regard
to these matters could not be effective in procucing any final rezults.
Such guestions must be submitted to and considered by the Bosrd in
Vashington. The Board, which consists of .even zembers anpointel ©y the
President by an? with the ndvice rnd consent of the Senste, is, of course,

a part of the united States Government and *iis has hLeen &5 haod by “he

Attorney General (30 Op. Atty. Gen., p. 208).

&

Tnasmuch ns the rederal Reserve bSanks ~re not Uree *o ix

the salaries of their euployees except tith the .paroval of the Doard

of Governors, it would be futile to recuire the Federal Reserve Banks
to engage in collective targaining. Obviously it was not intended by
Congress tinrt the Board of Governcrs, the {inal arbiter on the wetter
of compensation and related matters, should oarticipote in such col-
loctive bargaining. Both the Bosrd and tie panzs would be slaced in

an impossible position were the covera- re of the National Labor Hela-

r

IV

tions Act extended to the emnloyees of the Feserve Banks. Moreover
it would nullify the Lresent nprovigsions of the Federal Feserva Act vith

respect to salary avproval by ceroating o conflict hetween the |
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Reserve Act and the dational Labor Relations Act. Congress foresaw
problems of this kind wnen it made provision for the exemption of the
United Stetes from the labor law.

Public Character and Functions of the Federal Reserve Bznks. -

“

The Federal Feserve System consists of the Board of Governors in
Yashington, the twelve regional rederal Reserve Benks, and the member
banks, comprising national banks end such State banks as sre admitted

to membership. . O0F these the only ones for which we are rewuesiting that
the exemption be contlinued sre the twelve Federal keserve Ranks. We are
not, of course, recuesting any such exempiion Ifor comnerciezl Dbonks.

Federal Feserve Banks are not privete institutions crgenized
for profit. They are essentially public in cherscter zad are opsrated
Tfor public governmental purposes in accordance with the mandste of
Congress.

Although the law rewuires every member benk to held stock in
the Federal Peserve Bank of its district in en z2mount ecusl to & certzin
percentage of the wmember bank's capital steck and surplus, this does
not give and waos not intended to glive the membsr bsnis sny direct voice
in the operations of the Reserve [Benk. The stock asy not be solt or
trensferred, cnd the oniy odrivileges eccruing to 2 meubsr banv. [rom the
stock ere the right to recelve a cumulatlive stotutery cividens ol six
per cent per sanwn and to cast ene vote, rezordless of the nunber of

shares held, in the election of six of the nine directors of the Re-

Serve Bank.
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Any surplus remaining upon liquidation of a Federal Reserve
Bank, after payment of debts and dividend requirements, must, under the
law, be paid to the United States. Thus, while the member banks own
the Federal Reserve Bank stock, their position is similar to that of a
holder of bonds or preferred stock rather than of common stock, as the
entire residuary interest and ownership of the Reserve Banks is in the
United States. The United States occuples a position which as a prac-
tical matter is analogous to that of owner or common stocltholder of the
Reserve Banks and the Board is the agency of the United States Govern-
ment entrusted by law with the responsibility for effectuating the
control inherent in this residuary owmership.

The most important functions of the Federal Reserve Ranks
are carried on in the field of national credit and monetary control,
These include the purchase and sale of Govermment securities mnder the
direction of the Federal Open Market Committee, which consists of the
members of the Board and five representatives of the Federal Reserve
Banks., The law requires that these open market operations "ghall be
governed with a view to accommcdating commerce and business and with
regard to their bearing upon the general credit situation of the
country" and also that "no Federal Reserve Bank shall engage or de-

cline to engage in open market operations * % * except in accordance

with the direction and regulations adopted by the Ccrmittee'.
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Federal Reserve Banks, through the issuance of Federal Fe-
Serve notes, furnish the bulk of the currency now used by the public.
These notes are under the law "obligations of the United States". As
of Tecember 31, 1948, the total amount of currency in circulation in
the country was ©28,224,000,000, of which Federsl Reserve notes consti-
tuted '¢23,918,000,000.

During 1947, Federnl Reserve Fanks hendled 1,6692,000,000
checks exclusive of Treasury checks. Mony of these, of course, were
checks peyable to the United Stctes for which credit was given by the
Reserve Ranks in the Treasurer's Account. They received ond counted
about 3,492,000,000 pieces of peper currency and 6,16C,000,000 coins,
in addition to tremendous operations in collecting so-celled noncash
items &nd handling coupons from bonds held in sefekeeping. Before the
Federal Keserve Banks were established, such curreacy and cein functions
were performed by the Treasury.

Federal Keserve Banks hold the reserve balances of their
member banks and enforce the reserve requirements prescribad Ly statute.
They likewise are instruments through which the Board enforces its regu-
letions relating to the extension of credit for the purchasing or carry-
ing of securities registered on national securities exchenges end re-
lating to the extension of consumer credit. These law enforcement
functions are all obviously governmental functions perforned for the

benefit of the public and not for the benefit of banks or any private

Segment of the community.
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Under the law the Reserve Panks are re culred to act as fiscal ageats
s

of the United States anc as depositaries of the revenues of the Gov-

wndiing of
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ernment. In this capacity they play a vital roie in
the public debt and in carrying out other Government fincnelisl opere-
tions. Tn 1920 Congress repealed the laws providing for subirecsuries
of the United States and authorized the Secretary of the irezaury to

1

utilize the Federal Reserve Banks for the purpose of performing eny or
all of the duties and functions of the subireasuries, any of these
duties are now performed by the Federal Reserve Benks.

As @ result, an enormous volume of transections iz carried

°n through the Federal Feserve Benks as agents for ihe Government.

H

They cerry the principal deposit accounts of the United 8t:tes Trenaury

and handle much of the work entailed in issuin. nwg redeenin; the tre-
D [ 5]

£

fendous volume of Govermment Securities, such as has been necessary i
the past decade.

Checks drawm upon the Tressury of the United slates are
handled in two vays. GSome of them, paper checks, are presented nt
the Federal, feserve RBanks and forwarded by them to the
Partment in Weshington for finel payment.  Others, the szo-crlled
Purch card checks, are presented to tie Federel hLeserve Ponks and
Actually pnid by them without submission to the Treesury Departaent

for examination or payment.
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Perhaps the most important aspect of the services of the
Reserve Banks as agents of the Government is in connecticn with the
public debt. The Reserve Banks receive applications for Government
Securities from those wishing to buy, deliver the securities, ond re-
ceive payment for them for the Treasurer's account, The Reserve Banks
also redeem the securities as they mature, pay coupons representing
interest on the securities, hold United States savings bonds in safe-
keeping, and perform many other similar functions in servicing the
public debt.

Since the functions of the Federal Reserve Banks, including
their fiscal agency operations for the United States, are governmental
functions, it must be recognized that for the purposes of the labor
legislation they act as part of the United States in performing these
operations and accordingly should be treated for this purpose in the
Same manner as the United States,

The Tederal Reserve Banks have been held by the courts on
various occasions to be agencies of the Federal Government. The
Reserve Banks are vastly different from nationel banks. The latter are
cermercial banking institutions operating for the profit of their
private sharcholders. As I have indicated, this is not the case with
the Reserve Banks. It would be difficult to find an instrumentality
or agency of the Government other than the executive departments and
establishments of the Government themselves vhose functions are more
closely tied in with Government operations and vhose activities are more

governmental in character than the Federal Reserve Banks.

. . { XERO
XEROQ i
cory: i copy



-9 -

Effect of Possible Federal Reserve Strike upon Government. -

If negotiations under collective bargaining with Federal Reserve Bank
employees should fail to bring about agreements on all occasions, strikes
or work stoppages might well occur., Such strikes would, it is submitted,
be in effect strikes against the United States, with disastrous conse-
quences to the operations of the Government. If a strike should occur
at a time when the Treasury was engaged in a drive for raising funds
through the sale of sccurities, such as the War Loan Drives during the
recent war, or during refunding operations, the public debt transactions
of the Government would be interrupted to the serious disadvantage of
the Treasury and the public.

Not only would public debt transactions be held up in the
event of a strike but the payment of checks issued by the Treasury
which are presented to the Reserve Bank or Banks affected would be
stopped or greatly delayed. More important, however, is the fact that
checks drawn in favor of the Government could not be processed through
the Reserve Banks and as a result the flow of revenues into the Treasury

Wwould be secriously interrupted.

For the recasons indicated, it is most important to the Federal
Reserve System and to the United States itself that the exemption of
the Federal Reserve Banks from the term "employer", as now provided in
the labor law, should be continued in the proposed legislation and that

no doubt of the intention of Congress to continue this exemption should
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be allowed to arise by reason of the elimination from the law of the
specific exemption now contained therein.

There are, of course, various ways in vhich the exenption of
Federal Reserve Banks from the term "employer" could be recognized
in the proposed legislation. For example, it could be done by providing
in section 403 of S. 249 that the term "employer" should have the same
meaning as vhen used in the National Labor Relations Act bub "shall not
include any Federsl Reserve Bank". Another method would be to set forth
specifically in section 403 the meaning of the term "employer" as used
in the Act but in such a way as to exempt Federal Reserve Banks,

We earnestly urge that the Committee give this matter its

favorable consideration.

2/4L/19

XERO
coPY: cory



