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HEARINGS BEFORE THE HOUSE COMMITTEE
ON S. 417, FEBRUARY 16, 18, 1937

If the Federal Reserve bank at Richmond wanted to increase
its stock of Federal Reserve notes it would have a right
to get these notes without paying any interest at all,
would it not?

That is correct.

Section 16 of the Federal Reserve Act says ~ that is, ons
part of it does, but I do not recall which paragraph it
is - that when the Federal Reserve agent issues Federal
Reserve notes the Federal Reserve bank shall pay such
interest charge as mey be agreed upon by the Federal Re~
serve Board, which I presume is the Board of Governors
of the Federal Reserve Bank. What is the policy of the
Board of Governors on carrying out that particular sec-
tion of the law?

I am not familiar with the section to which you refer. 1
do not know just what you are attempting to prove, but
the Federal Reserve benks as such, of coursc, have never
paid interest. There is no one to whom thoy could pay
interest., There was a time when they paid e franchise.

I am not talking about the franchise, but about the part
of this section.

To whom would they pay interest?
It would go to the Troasury, I prosumo.

That is what the fronchise tax was, of course., It was a
form of that,

And by tho roason of the fuet that there was a franchise
tax and these excess earnings would go into the Treasury,
the Board of Govornors of the Federal Reserve Board
fixed the zero rate of interest?

I could not say as to that.

At any rate, thoy nover charged any intorest ratc?

Thet is right.

Since that time the law has been amended so that the oxcoss
carnings do not go to the Government, hes it not?
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Until such time as their surplus is built up to a cer-
tain amount.,

Are you not mistaken about that, Governor?

At the timc the F. D. I. C, wos orgonizoed there woes
$149,000,000, as I reccall it, of tho capital of the
Faderal Deposit Insurance Corporction.

That is not what I em asking about, if you will pardon my
moking the suggostion. And I think we cen shorten this
a great deal,

Then, whet is your quostion?

Iy question, Governor, is it not s faet now thut oxcess
sarnings of thce Federal Resorve banks go into tho
Treasury, as originally contomplated by the law?

Thut is corrccts Of course, the Federal Reserve banks
have practically no carningses They have had procti-
cally none the past several yoars.e It has been a very
small amount.

The cxocoss earnings under thc presont law would go into
the surplus fund of cach bank?

Yes, sir; that is corroct.
And would not go into the Treasury?
That is correct,

Was that the somo reason that wos given back in 1€14 or
1915 as to why therc should be no interest rate
chargced, boecause oxcess carnings go into the Treasury
onyway? That reason is not logical now, is it, for tho
reoson thot tho oxcess carnings do not go into tho
Treasury,

Inasmuch as the moember bonks ars limitod to o fixed rate
of ruturn on the capital, any ocarnings in cxcoss of thot
fixed rete of roturn would go to the surplus of the ke~
scrve banks., 4nd, of course, they could not be utilized
cxcopt as Congress determinod,..

By spucial act of Congress?
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Yes, sir; by special act of Congross, In othor words,
any excess, in caso of liquidation aftor the stock
of the Reservo banks was roetired at its par value,
which would include all earnings, would accrue to tho
Government,

That is only in tho ovent of liquidetion, is it?

Yes sir; or at any time that Congross decided, thoy could
do just as they saw fit.

There is no question gbout that.

So thot the franchise tax, of course, would just olimi-
note any curront enrnings ond may croate a deficit.
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HEARINGS BEFORE THE HOUSE COMMITTEE ON
H.J. RES. 377, JULY 14, 15 AND 23,
1937

Nr, Patman. Chapter 16 of the Federal Reserve Act says that
when Federal Resgerve notes are issued to a Federal Reserve Bank,
the Federal Reserve Board, under the originel law, should cause
that Federal Reserve Bank to pay the interest rate that was fixed
by the Federal Reserve Board, and I understand that at that time
the Board met and said, "Well, all the excess earnings go into
the Treasury, anyway, and we will just fix the zero rate of inter~
¢st." Then in 1917 the law was amended, on June 21, 1917, so as
to provide that the Federal Reoserve Banks would only pay interest
on the notes representing the differenco between the gold certifi-
cates that wore uscd as collateral security or gold and the amount
of the notcs issued, and I have chcckod that up sinco 1517, and
my investigation disclosous, from informetion that was obtainod
from your officc that over since that time some of these banks
have obteined notos in violation of thet law.

If that is true, I would like to know why the Board has not
carried out that provision which requires an interest charge to
be levied,

Governor Eccles. Well, as a matter of fact, it would seem
that you are of the opinion, Mr. Patman, that private ownership
of these rescrve banks is a deterrent, that some one gets a par-
ticular advantage--

Mr. Patmon. That is not the question at all. I am just ask-
ing ebout that specific point.

Governor Eccles.e I could not answer that. The quostion has
not come up since I have beon connected with the Board, It is a
quostion that has never been raised, end the Roserve Systoem has
been oporating for the last thruec yeers with practically mo profit
whatever,

Mr, Patman. Well, of course, their income hos been princi-
pally from Government bonds.

Governor Eccles, Entirely so, and it could not be from any
other source.

Mr. Petman, Don't you beclieve that that law should heve
been complied with, Governor, and that thosc banks owe that
money, that they still owoe it, and should pay it now?

Governor Eccles. I do not know whet rate you would fix upon
the uso of that currency, and if you fixed & rate on it, the Gov~
ornment would turn around and epproprintc funds to ths Rosorve
Systom to keoup that going.

Federal Reserve Bank of St. Louis



October 15, 1915,

SUBJECT: Interest Charges on
Federal Reserve Notes.

My deer 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 construotion 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 reservc bank for
Federal rcsorve notes; but to the oxtont that
such application may be granted the Foderal
Reserve Board shall, through its local Foder~
al rescrve agent, supply Fedoral roserve notes
to the bank so applying, and such bank shall
bo charged with thce amount of such notes and
shall pay such ratc of intercst on said amount
as may be cstablished by the Federal Rescrve
Board, and the amount of such Foderal reserve
notcs so issucd to any such bank shall, upon
delivery, togothoer with such notecs of such
Foderal rescrve bank as may be issucd under
scction eightcon of this Act upon scourity of
Unitcd States two por centum Govornment bonds,
bcoome o first and paramount lien on all the
assots of such bank."

It will bo observed that this peragraph provides in
offeet that any individual Fedoral roscrve bank which has
been grentod an application for notos, whether in wholc
or in part, “shall pay such rate of intorsst on scid
amount as may bc cstablished by the Fedoral Reserve Board."

This provision c¢learly indiecatcs that thce Boord may
charge such ratc of intersst as it deoms advisablo on any
particuler or individual issuc of notcs, and there is no
intention on tho part of Congress, oither oxpress or im-
plicd, which demends thet the Board fix a universel flot
raotc of intorcst onm 2ll Federal rescrve notcse. In other
words, oach sepornte issuc of notes, whother to tho sunz

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



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

}t{rc -Warbul'g' 10"'15"15 #2

or a different Federal reserve bank, may be subject to a
different rate of intecreste.

A contrary result would defcat tho obvious intent
of Congress to cnable the Fodcral Rescrve Board to control,
as far as possibleo, the conditions governing thc domend
for ercdit and to onable the Board to adapt not only re-
discount rates but also the volume of Federal roscrve notes
to tho varying neods of different soctions of the country.
Thore would not secom %o bc a more offcctive way of check-
ing an undesirable inflation of credits than to cnable
tho Board %o impose different retos of interest on the
various issuecs of Fedcral roserve notecs. Tho paragreph
quotoed above clearly nuthorizes tho Board to control not
only tho issuo of notes to a partieular bank but also to
fix or determine the pressurc to be put upon any particu-
lar bank to rotire such notcs whon issucd.

The fact that the authority to fix such a rate of in-
terest is in procisely tho samo sentonce as that cmpowering
the Board to rogulatc the amount of notes issued to eny in-
dividual bonk, indicotes that Congress had in vicw a mothod
of eontroling the circulation of Fedeoral rcserve notes in
cech individual distriect.

The wording of this Scectiosn is broad cnough not only
to pormit of difforent intorest rotes in the different
districts but alsc cloarly authorizes the Board to chargo
cach Fedoral reserve bank sueh rate of intorest as it de-
sires on each scparate issue of notes mnde to that bank.
The Act says that the Broard may groant the application of
any Federsl resorve bank for Federel rescrve notos, cither
in whole or in part, but t» tho cxtent that such applica-
tion is grontod, "such bank shell bo charged with tho
emoun®t of such notes and shall pay such rate of interest
on soid amount as moy be estrblished by the Federnl Re-
sorve Board." In othoer words, Congress speceifics, in dis-
cussing the application of any Federal roserve bank for
notes, that tho Board may grant so much of that particu-
lar applicatinn as it sces fit end shall charge such bank
with the am»unt »f notes issucd and may establish such
rate °f interest as it socs f£it “on said amcunt."

It scems clenr, thorcfore, thet the Bnord mey, at the
time of grenting any cpplication for Foderal reserve notes,
fix such rate »f intercst as it sses fit o bo prnid on the
notes issued in complinnce with thet particular application,
and this rote is in no way depondent upon any provicus rate
charged to that Foderal reserwe bank or +to-any other Federal
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reserve bonk.

It is nzt to be supposed, however, thet, should the
Board at tho time ~»f granbing cn applieation fail t5 fix
cny interust rote whatever, it is prceluded from imposing
any intorost charge in the futurc, beecausc the Act provides
meroly that the bank "shnll pay such ratc of interest x x
x x ns may be ostablishod by the Fodernl Reserve Board,"
end it may bo cstoblishod cithor nt the time f issuc or
et any time subsoqueont therct:s thet the Bonrd desiros.

Thero mny be considercble prreticnl difficulty if
the Board fixes differont rntos of intercst on different
issues »f notes made &5 the same Foderal rasorve bank,
bocouse »f the quustion ~f determining when notos of the
differcnt issucs arc redecmed, bub such n difficulty can
in n> woy limit or rostriet the logel riphts of tho Board
in this cinncetion. And it may be very casy to devisc a
mcethod whercby, under mutunl agrecment, any nntes rotired
by a Fodercl rescrvo bonk will be assumed t2 bu thosc -n
which the highest rate »f interest is chorgod.

Respuctfully,

(initinled} (i.L.H.

Hon, Paul M. Worburg,
Federal Rescrvo Borrd.
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Dr. Royal

April 28, 1916

1 J. Miller,

No. 103 Peachtree Placs,

Atlanta,

Sirs: -
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Georgia.

Your letter of April 20th was duly received and
referred to the Board for attention.

In reply you are advised that in the opinion of
Counsel a discretion is vested in the Board as to what a-
mount of interest, if any, shell be charged Federal reserve
banks for the use of Federal reserve notes, and that in the
exercise of its discretion the Board must take into consid-
eration the purpose and intent of Congresse.

It will be recalled that the banks pay all expens-
es of the preparation, issue and redemption of these notes;
that unlike the tax on national bank note ciroculation the
interest collected is not used for the purpose of defraying
any of the incidental expenses; that after the payment of
the cxpenses of the Federal rescrve banks and the cumulative
dividends on their stock, and after appropriating a certain
amount to the surplus account of such banks, all of the sarn-
ings are paid to the Government in lieu of franchise and
other taxes. To impose a tax, therofore, on Federal reserve
notos merely as & means of raising revenue for the Government
would not in the end incroasc the Govermment's revenuc since
it would mercly increase the expenses of the banks and would
thus deplete the amount that the Govermment rcceives from
the earnings over and above the dividonds on the stock.

Onc of the primery purposcs of this provision was
to enable the Federal Reserve Board to control the volume of
notes of this character placed in circulation. In other
words, if these notes become redundant the Board can, by im-
nosing an interest charge or by inereasing o charge already
imposed, force a retirement and so furnish the desired elas-
tiecity to our currency. It has not been deemed necessary by
the Board to force & retirement of these notes since the
amount in eirculation is no larger than is needed for the
volume of business now being done by the banks. A nominal
rate of interest, therefore, would serve no useful purpose
end in the opinion of Counsel is not required under the law,
nor would such a nominal charge seem to be within the pur-
pose and intent of Congress.

I trust this will give you the information desired,

Respoectfully,

Governor.



Ex Officio Membars V. P. G. Harding, Governor

- Albert Strauss, Vice Governor
David F. Houston Adolph €. Miller
Secretary of the Treasury Charles S. Hamlin
Chairman Henry A. Moehlenpah
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Comptroller of the Currency W. T. Chapman, Secretary
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Federal Reserve Board

FED"'RA] RESERVE BOARD
WASIIINGTON

June 11,1920,
X-1950

CONFIDENTIAL- NOT FOR PUBLICATION,

Subject: Proposed Interest Charge on Uncoverecd
Portion of Federal Reserve Notes Qutstanding.

Dear Sir:-

The Federal Reserve Board is glving serious consideration
to the advisability of imposing an interest charge upon the uncovered
portion of Federal Reserve notes outstanding., Section 16 of the
Federal Reserve Act provides in part, as follows:

"The board shall have the right, scting through the Federal
reserve agent, to grant in whole or in part, or to reject en-
tirely the application of any Federal reserve benk for Federal
reserve notos; but to the cxtent that such application may be
granted the Federel Resorve Roard shall, through its loeal
Federal rescrve agent, supply Federal reserve notes to the banks
so applying, and such bank shall be charged with the amount of
notes issucd to it and shall pay such rotc of interest as may
be established by the Federal Reserve Board on only that amount
of such notes which equals the total amount of its outstanding
Fedoral rescrvo notes loss the amount of gold or gold certifi-
cates held by the Federsl rescrve agent es collateral sccurity.”

The Board calls attontion to the large volume of Federsl
Reserve notes now in circulation and to the rate of increese in the
amount outstanding during the past twelve months. Do the commerce and
business of the country really roguire so largs an issue?

It is not assumed, of course, that thc imposition of an interest
charge against Federal Rescerve notes would or should have the cffect of
preventing the expansion of the total volume outstanding whencver therc
is en ectunl nced for more currsncy. So far there have been no re-
straints, penaltics, or costs imposed upon Fedoral Reserve note circu-
lation, but the Board is of the opinion that it would be well to test
the officacy of some of the restrictive provisions of the Act.
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A further consideration which has influenced the Roard in
its view is the fact that the large earnings of the Federal Roserve
Ranks are subjecting them to constant criticism and are & source of
more or less dissatisfaction to member banks, whose participation in
the earnings is lirited to six per cent. cumulative dividends on the
stock held by them. While it is true that the net earnings in excess
of dividend requirements go to the Govermment of the United States,
either directly in the form of a frenchise tax or by additions to the
surplus funds of the reserve banks which may reach the Government
ultimately by reversion, the fact is generelly overlooked that the
large earnings of the banks are due to a great extent to their use of
Federal Reserve notes.

The Board is inclined to the view, therefore, that it would
be advisable to impose an interest charge on the uncovered portion of
Federal Reserve notes outstanding, as provided in Section 16. This
charge would constitute an itom of cxpense to the Federal Reserve Banks
and would cffect a corresponding rcduction in their net earnings.

Attention is called to the fact that while a specifie tax is
levied under the law upon Federal Rescerve Bank notes, there is no tax
levied against Federal Resorve notos, the Federal Reserve Bonard being
authorized to fix the ratec of intercst which the Banks shall pay on
the eamount of their Federal Reserve notes outstanding not covered by
gold or gold certificates deposited with the Federal Reserve Agents.

It appears therefore that the interest charge should be
fixed with reference to curront discount rates end that the Fedcral
Reserve note issue should be no longer & source of apprecimble profit
to the Federsl Reserve Banks. Vhile reserving the right to teke earlier
action, the Board does not now contemplate meking the proposed interest
cherge cffective during the present calendar year, end it is proposed
therefore to establish the chergeo ss of Jonuary 1, 1921.  This will
afford nmplu opportunity for o thorough understanding of the metter and
would moke the rule effective at a time when there is normally a scasonal
rcduction in the volume of currcney outstanding, whereas carlier action
would mrke the change nt o period when there is e strong scasonal demend
for currency.

The Board rcquests thet without giving publicity to this letter
you bring it up for discussion ot an carly meeting of your directors or
Exccutive Committec and transmit the substence of such suggesticns or
objections as may be made.

Very truly yours,

Governor.

To Chairmen of all ¥,R. Banks. Copy to Governors.
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