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According to the Monetary Control Act of 1980, the Federal Reserve Banks must establish fees for their priced

services to recover all operating costs as well as imputed costs of capital and taxes that would be incurred by

a profit-making firm. The calculations required to establish these imputed costs are referred to collectively as

the Private Sector Adjustment Factor (PSAF). In this paper, we propose a new approach for calculating the

cost of equity capital used in the PSAF. The proposed approach is based on a simple average of three

methods as applied to a peer group of bank holding companies. The three methods estimate the cost of

equity capital from three different perspectives – the historical average of comparable accounting earnings,

the discounted value of expected future cashflows, and the equilibrium price of investment risk as per the

capital asset pricing model. We show that the proposed approach would have provided stable and sensible

estimates of the cost of equity capital for the PSAF from 1981 through 1998.

About the Authors

/ / /

FEDERAL RESERVE BANK  
OF SAN FRANCISCO

ABOUT USOUR PEOPLEJOIN US

What We Study Our District Research & Insights News & Media

https://www.frbsf.org/
https://www.frbsf.org/research-and-insights/
https://www.frbsf.org/research-and-insights/publications
https://www.frbsf.org/research-and-insights/publications/working-papers
https://www.frbsf.org/wp-content/uploads/wp01-01bk.pdf
https://www.frbsf.org/
https://www.frbsf.org/about-us/
https://www.frbsf.org/our-people/
https://www.frbsf.org/work-with-us/
https://www.frbsf.org/topics/
https://www.frbsf.org/about-us/our-district/
https://www.frbsf.org/research-and-insights/
https://www.frbsf.org/news-and-media/


Subscribe to Working Papers updates

Email Address

WHAT WE STUDY

Inflation 

Labor Markets 

Monetary Policy 

Banking 

Financial Markets 

Cash & Payment Systems 

US Economy 

Global Economy

Explore more topics

OUR DISTRICT

Alaska 

Arizona 

California 

Hawaii 

Idaho 

Nevada 

Subscribe

https://www.frbsf.org/topics/
https://www.frbsf.org/topics/inflation/
https://www.frbsf.org/topics/labor-markets/
https://www.frbsf.org/topics/monetary-policy/
https://www.frbsf.org/topics/banking/
https://www.frbsf.org/topics/financial-markets/
https://www.frbsf.org/topics/cash-payment-systems/
https://www.frbsf.org/topics/us-economy/
https://www.frbsf.org/topics/global-economy/
https://www.frbsf.org/topics/
https://www.frbsf.org/about-us/our-district/
https://www.frbsf.org/about-us/our-district/alaska/
https://www.frbsf.org/about-us/our-district/arizona/
https://www.frbsf.org/about-us/our-district/california/
https://www.frbsf.org/about-us/our-district/hawaii/
https://www.frbsf.org/about-us/our-district/idaho/
https://www.frbsf.org/about-us/our-district/nevada/


Oregon 

Utah 

Washington 

American Samoa, Guam, & Mariana Islands 

Tribal and Indigenous Communities

RESEARCH & INSIGHTS 

Data & Indicators 

Blog Posts 

Publications 

NEWS & MEDIA 

Events 

Speeches 

News 

Zip Code Economies 

Subscriptions

About SF Fed

About Us 

Our People 

Join Us 

Subscribe to receive our newsletter and emails.

SOCIAL LINKS:

© 2025 Federal Reserve Bank of San Francisco

Site Policies Privacy  Contact Us

https://www.frbsf.org/about-us/our-district/oregon/
https://www.frbsf.org/about-us/our-district/utah/
https://www.frbsf.org/about-us/our-district/washington/
https://www.frbsf.org/about-us/our-district/american-samoa-guam-mariana-islands/
https://www.frbsf.org/about-us/our-district/tribal-and-indigenous-communities/
https://www.frbsf.org/research-and-insights/
https://www.frbsf.org/research-and-insights/data-and-indicators/
https://www.frbsf.org/research-and-insights/blog/
https://www.frbsf.org/research-and-insights/publications/
https://www.frbsf.org/news-and-media/
https://www.frbsf.org/news-and-media/events/
https://www.frbsf.org/news-and-media/speeches/
https://www.frbsf.org/news-and-media/news/
https://www.frbsf.org/podcasts/zip-code-economies/
https://www.frbsf.org/subscriptions/
https://www.frbsf.org/about-us/
https://www.frbsf.org/our-people/
https://www.frbsf.org/work-with-us/
https://www.frbsf.org/subscriptions/
https://www.linkedin.com/company/federal-reserve-bank-of-san-francisco?utm_source=followbutton&utm_medium=frbsf&utm_campaign=linkedin
https://www.facebook.com/SFFedReserve?utm_source=followbutton&utm_medium=frbsf&utm_campaign=facebook
https://twitter.com/sffed?utm_source=followbutton&utm_medium=frbsf&utm_campaign=twitter
https://www.youtube.com/@sffed?utm_source=followbutton&utm_medium=frbsf&utm_campaign=youtube
https://www.instagram.com/sffed/?utm_source=followbutton&utm_medium=frbsf&utm_campaign=linkedin
https://www.frbsf.org/site-policies
https://www.frbsf.org/privacy
https://www.frbsf.org/contact-us

