
L-556-c 

October 15, 1915. 

SUBJECT: Interest Charges on 
Federal Reserve Notes. 

My dear Mr* Warburg: 

The question ̂ whether the Federal Reserve Board 
may impose different rates of interest on the Federal 
reserve notes issued by the various Federal reserve 
banks involves a construction of that portion of Section 
16 of the Federal Reserve Act which reads as follows: 

"The board shall have the right, acting 
through the Federal reserve agent, to grant 
in whole or in part or to reject entirely the 
application of any Federal reserve bank for 
Federal reserve notes; but to tho extent that 
such application may bo granted the Federal 
Reserve Board shall, through its local Feder-
al roservo agent, supply Federal reserve notes 
to tho bank so applying, and such bank shall 
be charged with tho amount of such notes and 
shall pay such rate of interest on said amount 
as may be established by the Federal Reserve 
Board, and tho amount of such Federal reserve 
notes so issued to any such bank shall, upon 
delivery, together with such notes of such 
Federal reserve bank as may be issued under 
section eighteen of this Act upon security of 
United States two per centum Government bonds, 
become a first and paramount lien on all tho 
assets of such bank*19 

It will bo observed that this paragraph provides in 
effect that any individual Federal roservo bank which has 
been grantod an application for notes, whether in whole 
or in part, "shall pay such rate of interest on said 
amount as may be established by tho Federal Reserve Board 

This provision clearly indicates that the Board may 
charge such rate of interest as it deems advisable on any 
particular or individual issue of notes, and there is no 
intention on tho part of Congress, either express or im-
plied, which demands that the Board fix a universal flat 
rate of interest on all Federal reserve notes» In other 
words, each separate issue of notes, whether to tho same 
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or a different Federal reserve bank, may be subject to a 
different rate of interest, 

A contrary result would defeat the obvious intent 
of Congress to enable the Foderal Reserve Board to control, 
as far as possible, the conditions governing the demand 
for crcdit and to enable the Board to adapt not only re-
discount rates but also the volume of Federal reserve notes 
to the varying needs of different sections of the country. 
There would not seem to be a more effective way of check-
ing an undesirable inflation of credits than to enable 
tho Board to impose different rates of interest on the 
various issues of Federal reserve notes. The paragraph 
quoted above clearly authorizes the Board to control not 
only the issue of notes to a particular bank but also to 
fix or determine the pressure to be put upon any particu-
lar bank to retire such notes when issued. 

Tho fact that the authority to fix such a rate of in-
terest is in precisely the same sentence as that empowering 
tho Board to regulate the amount of notes issued to any in-
dividual bank, indicates that Congress had in view a method 
of controling the circulation of Federal reserve notes in 
each individual district. 

The wording of this Section is broad enough not only 
to permit of different interest rates in tho different 
districts but also clearly authorizes the Board to chargo 
each Federal reserve bank such rate of interest as it de-
sires on each separate issue of notes made to that bank. 
The Act says that the Board may grant the application of 
any Federal reserve bank for Federal reserve notes, either 
in whole or in part, but to tho extent that such applica-
tion is granted, "such bank shall bo charged with the 
amount of such notes and shall pay such rate of interest 
on said amount as may be established by the Federal Re-
serve Board." In other words, Congress specifies, in dis-
cussing the application of any Federal reserve bank for 
notes, that the Board may grant so much of that particu-
lar application as it sees fit and shall charge such bank 
with tho amount of notes issued and may establish such 
rate of interest as it sees fit "on said amount.11 

It seems clear, therefore, that the Board may, at the 
time of granting any applico.tion for Federal reserve notes, 
fix such rate of interest as it sees fit to bo pnid on the 
notes issued in compliance with that particular application, 
and this rate is in no way dependent upon any previous rate 
charged to that Federal reserw bank oiriTO-any other Federal 
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reserve bank* 

It is net to be supposed, however, that, should the 
Board at the time of granting an application fail to fix 
any interest rate v^hatevor, it is precluded from imposing 
any interest charge in the future, because the Act provides 
merely that the bank "shall pay such rate of interest x x 
x x as may bo established by the Fedoral Reserve Board," 
and it may bo established either at the time of issue or 
at any time subsequent thereto that the Board desires* 

There may bo considerable practical difficulty if 
the Board fixes different rates of interest on different 
issues of notes made to the same Federal reserve bank, 
because of the question of determining when notes of the 
different issues are redeemed, but such a difficulty can 
in no way limit or restrict the legal rights of the Board 
in this connection. And it may be very easy to devise a 
method whereby, under mutual agreement, any notes retired 
by a Fedoral reserve bank will be assumed to be those on 
which the highest rate of interest is charged. 

Respectfully, 

(initialed) G.L.H. 

Hon. Paul M. Warburg, 
Federal Reserve Board. 
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