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Abstract
According to the 1980 Monetary Control Act, the Federal Reserve Banks must establish fees for their priced services to recover all operating costs as well as the imputed costs of
capital and taxes that would be incurred by a profit-making firm. Since 2002, the Federal Reserve has made fundamental changes to the calculations used to set the imputed costs.
This article describes and analyzes the current approach, which is based on a simple average of three methods as applied to a peer group of bank holding companies. The methods
estimate the cost of equity capital from three perspectives - the historical average of comparable accounting earnings, the discounted value of expected future cash flows, and the
equilibrium price of investment risk as per the capital asset pricing model. The authors show that the current approach also provides stable and sensible estimates of the cost of
equity capital over the past twenty years.

Keywords: priced services, Federal Reserve Banks, cost of equity, asset pricing

JEL Classification: E5, G2, G3, G12

Suggested Citation

Show Contact Information

55 References

1. Antonios Antoniou , Ian Garrett , Richard Priestley
Calculating the Equity Cost of Capital Using the APT: The Impact of the ERM
Journal of International Money and Finance , volume 17 , issue 6 , p. 949 - 65 Posted: 1998-12

Crossref (https://doi.org/10.1016/s0261-5606(98)00036-9)

2. Fischer Black
Capital Market Equilibrium with Restricted Borrowing
Journal of Portfolio Management , volume 45 , issue 3 , p. 8 - 18 Posted: 1972-07

Crossref (https://doi.org/10.1086/295472)

3. Black , Michael Fischer , Myron Jensen , Scholes
The Capital Asset Pricing Model: Some Empirical Tests
Studies in the Theory of Capital Markets Posted: 1972

4. Zvi Bodie , Alex Kane , Alan Marcus
Investments Posted: 1999





Download This Paper (Delivery.cfm/SSRN_ID789825_code387943.pdf?abstractid=789825&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID789825_code387943.pdf?abstractid=789825&mirid=1&type=2)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submission.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID789825_code387943.pdf?abstractid=789825&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID789825_code387943.pdf?abstractid=789825&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1919
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1578
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=85004
https://doi.org/10.1016/s0261-5606(98)00036-9
https://doi.org/10.1086/295472
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID789825_code387943.pdf?abstractid=789825&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID789825_code387943.pdf?abstractid=789825&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice


Load more

0 Citations

Fetch Citations

Do you have a job opening that you would like to promote on SSRN?

2  Citations

55  References

Related eJournals

View more 

Recommended Papers

Alternative Measures of the Federal Reserve Banks' Cost of Equity Capital (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=725909&rec=1&srcabs=789825&pos=1)
By Michelle L. Barnes (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=118945) and Jose A. Lopez (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1578)

Alternative Measures of the Federal Reserve Banks' Cost of Equity Capital (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=887943&rec=1&srcabs=789825&pos=2)
By Michelle L. Barnes (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=118945) and Jose A. Lopez (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1578)

Psaf, Economic Capital and the New Basel Accord (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=282411&rec=1&srcabs=789825&pos=3)
By James B. Thomson (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=34700)

View more 

Place Job Opening (https://www.ssrn.com/index.cfm/en/Announcements-Jobs/)

Paper statistics

DOWNLOADS 215

ABSTRACT VIEWS 2,787

RANK 266,846

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=789825)

Indiana University Kelley School of Business Research Paper Series (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=2419301)

 Follow 

Capital Markets: Asset Pricing & Valuation eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508951)

 Follow 





Feedback 

Submit a Paper  (https://hq.ssrn.com/submission.cfm)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=725909&rec=1&srcabs=789825&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=118945
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1578
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=887943&rec=1&srcabs=789825&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=118945
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1578
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=282411&rec=1&srcabs=789825&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=34700
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://plu.mx/ssrn/a/?ssrn_id=789825
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=2419301
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508951
javascript:void(0);
https://hq.ssrn.com/submission.cfm
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)













Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy
https://www.elsevier.com/legal/cookienotice

