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IMPOSITION OF INTEREST CHARGE ON OUTSTANDING 
FEDERAL RESERVE XOTES 

The earnings of the Federal Res erre Banks for the year 19U6 were such 
that they were able to transfer to their surplus a ccounts at the end of 
the year an aggregate amount of more than $81,000,000* Unless steps are 
taken by legislation or otherwise to change the situation now existing, it 
is reasonable to expect that the »arnings of the Reserve Banks wi l l not be 
greatly different for the year 19U7* All of the Reserve Banks nom hare a 
surplus in excess of twiee the amount of their paid-in capital stock. 

Several methods of meeting the problem caused by the increased earnings 
of the Federal Reserve Banks, resulting in large measure from their holdings 
of Government obligations, have been suggested» Qae of these is that the 
franchise tax to which the Federal Reserve Banks were subject prior to 1933 
be restored to the law. This, however, would require legislation« As an 
alternative to the franchise tax, the Federal Reserve Banks, without the 
necessity for legislation, might be required to pay to the Government in-
terest on outstanding Federal Reserve notes in an amount conmensúrate with 
the amount which might be payable under a franchise tax provision. 

Legal Authority« - The fourth paragraph of section 16 of the Federal 
Reserve Act provides that a Federal Reserve Bank "shall pay such rate of 
interest as may be established by the Board of Governors of the Federal 
Reserve System on only that amount of such notes (Federal Reserve notes) 
which equals the total amount of its outstanding Federal Reserve notes 
less the amount of gold certificates held by the Federal Reserve agent 
as collateral security«" 

It is true that the primary intent of Congress in placing this pro-
vision in the law seems to have been to provide a means of controlling 
the expansion of Federal Reserve notes, but the legislative history in-
dicates that a minor consideration at least was possible revenue to the 
Government. At any rate, the provision of the law is explioit and appears 
to give the Board fu l l authority to impose an interest rate on outstanding 
Federal Reserve notes (less the amount of gold certificates securing them) 
whenever i t considers it advisable to do so* The law does not specifically 
state to whoa the interest shall be paid by the Federal Reserve Banks, but 
it is reasonable and logical to conclude from the legislative history of 
the matter that the payment is to go to the Government. 

How It Ygould Work« - Under this authority the Board could establish a 
rate of interest on Federal Reserve notes not secured by gold so that the 
amount payable by the Reserve Banks to the Government would be equivalent 
to the amount which would be payable under a franchise tax requirement* 
For example, i f outstanding Federal Reserve notes not covered by gold cer-
tificates for the year 19¿*7 averaged, spy, #15,000,000,000 the Board could 
f ix a rate of interest equal to such a percentage of this amount that the 
Reserve Banks would pay to the Government 80 to 90 per cent, or any other 
desired proportion, of their earnings for the period« Under the law it 
would be peraissable for the Board to establish a different rate of interest 
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for different Federal Reserve Banks, so that i t could take into con-
sideration the situation at individual Reserve Banks in arriving at the 
rate of interest to be paid, although whether this would be desirable 
is a matter that would require consideration* 

The authority for imposing an interest charge on outstanding Fed-
eral Reserve notes, which has never been used, has been in the law since 
the enactment of the Federal Reserve Act» However, it is only in the 
last few years that use of the provision would have brought any con-
siderable net revenue to the Governmmt* ftrior to 1953» when the fran-
chise tax was in effect, the payment of such an interest charge would, 
of course, have caused a corresponding reduction in the amount paid by 
them to the United States as a franchise tax. In the years 1933 to 1939 
the net earnings of the Federal Reserve Buiks (after paynent of dividends) 
were comparatively small, in no year being as such as #7*000,000« In 
several years since 1933» outstanding Federal Reserve notes have been 
exceeded by the amount of gold certificates pledged against them and 
consequently an interest charge upon the excess of notes over gold se-
curity in those years would have produced no results* 

GBVi lim 
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SECURITY HONINGS OF 12 AND 20 LARGEST BABES, DECEMBER 31, I9Ì46 

(In Mi l l ions) 

Rank Bank Total 
Securities 

Total 
U.S. Govt. 

Other 
Securities 

1 . Bank of America, San Francisco 2,862 2,39U U68 

2 . National C i t y , New York 2,388 2,093 295 

3. Chase National , New York 2,U92 2,221 271 

h. Guaranty Trust, New York 1 ,518 1.U51 67 

5. Manufacturer's Trust, New York 1.285 1.233 52 

6. Continental I l l inois, Chicago 1.236 1,179 57 

7. First National, Chicago 983 867 116 

8. Security-First Nat., Los Angeles 1 .071 1,030 Ja 

9. Central Hanover, New York 836 799 37 

10. Bankers Trust, New York 69k 6U3 51 

^ First National, Boston 578 565 13 

12. Chemical, New York 736 628 108 

TOTAL LARGEST 12 BANKS 16,679 15.103 1.576 

13. National Bank, Detroit 691 632 59 

Ik. Bank of Manhattan, New York ¿405 378 27 

15. Irving Trust, New York 580 57U 6 

16. Cleveland Trust, Cleveland 605 583 22 

17. American Trust, San Francisco U99 Ì457 142 

18. Mellon National, Pittsburgh 637 5U2 95 

19. Corn Exchange, Mew York 3U9 538 11 

20 Mew York Trust Co., New York 326 303 23 

TOTAL LARGEST 20 BANKS 20,971 19,110 1,861 
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a&MBfcR UM*. &A3HIBQS AM> S3P81SB& 19^5-47 

F laurea for 19U6 «ad 19^7 oetiaated 

( l a aillions of dollars) 

Ito« 19U5 ÌSM^ 

fts mingi 
Intaras t and dividende on saour itlaa 

Ubi tad S ta tao Government 
Other 

lato rast aad discount oa loans 
Othar earnings 

Salaries aad wages 
Interest oa tino deposits 
Other expenses 

Sat current earnings before taxes oa 1 
keoovorles, profits oa securities, sto» 
Losses aad 0har£0~0ffs 

Profita before 1 

Taxes oa aot iacoao 

Ret Profits 

2,102 

997 
139 
586 
577 

1,206 
580 
183 
505 

3 
230 

1,0*6 

270 

2,1*20 

1,070 

1*U80 

91*0 
•160 

1,100 

2t*0 

2.1*25 
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I.6I1O 
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I •TO 

655 

220 

788 860 635 

Cash dividends deolarodi/ 2^6 

Asset aad l iabi l i ty ltooo«§/ 
United Stotos Ocnreraasat soouritlos 
Other soouritlos 

Total assets 
Tiao doposits 
total doposits 
Total ospitai scoccata 

astio of not profite to total ospitai accounts 

71.79*; 71*216 60,000 
5.566 6,383 6,500 

19*815 2U.256 25,000 
125.132 
21.1*87 26,500 26,000 

116,983 
8 î00 7 A ) 7.90U 8 î00 

10.9 10.8 7.6 

àstio of la te rest oa G.S «Oevcnwat soouritlos 
to tr.sjlinsrB—lit securities 1JU 1*5 1.6 

y Kstlasted. 
1/ Includes interact paid oa capital notea aad debentures. 
2/ Figaros aro svorago* of ths amounts reported for ovory oall dato in the 
current year aad for the last call dato la the procedine year« 
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