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T H E  B O T T O M  L I N E :

CONGRESS SHOULD REVOKE THE FED’S AUTHORITY  
TO PAY INTEREST ON BANK RESERVES TO  

RESTORE FISCAL RESPONSIBILITY.

THE FEDERAL RESERVE (FED) WILL SPEND MORE THAN $1 
TRILLION ON INTEREST PAYMENTS TO BANKS FOR 
THEIR RESERVE BALANCES OVER THE NEXT DECADE.

1

DUE TO THE BIDEN ADMINISTRATION’S RECKLESS 
INFLATIONARY POLICIES, INTEREST COSTS HAVE 
SKYROCKETED.

2

THE FED IS SUPPOSED TO REMIT EARNINGS TO THE 
TREASURY BUT HAS BEEN OPERATING AT A LOSS 
SINCE 2022 DUE TO HIGH INTEREST PAYMENTS. 

3

REPEALING THE FED’S AUTHORITY TO PAY INTEREST ON 
RESERVE BALANCES WOULD RETURN THE FED TO 
PROFITABILITY, AND THE BILLIONS SPENT ON INTEREST 
COULD INSTEAD BE REMITTED TO THE TREASURY.

4

Key Findings
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Background 
The Federal Reserve was created by Congress in 1913 to create a safer and more stable monetary 
system.1 The Fed’s modern mandate is to use monetary policy to promote maximum employment 
and stable prices.2 In carrying out these functions, the Fed generates revenues and incurs 
expenses. The Fed’s net earnings are transferred to the U.S. Treasury, serving as an additional 
source of revenue for the federal government.3 However, the Fed’s expenses have exceeded its 
earnings since September 2022, and it has been operating at a loss.4 

The primary sources of revenue for the Fed are interest income on securities that it owns and 
fees imposed on financial institutions.5 In 2024, the Fed brought in nearly $159 billion in interest 
income and $298 million in other fees and income.6

The Fed’s expenses have EXCEEDED ITS 
EARNINGS SINCE SEPTEMBER 2022,  

and it has been operating at a loss.

In 2024, the Fed’s expenses exceeded its income, largely due to interest payments.7 The expenses 
include nearly $10 billion in operational costs, including payroll and other administrative costs 
and nearly $40 billion in interest on securities sold under agreements to repurchase, which are 
referred to as repos.8 The Fed’s largest expense by far was paying interest to banks on the 
balances that they have in reserves.9 In 2024, this expense totaled more than $186 billion.10 

Whenever the Fed’s losses exceed its income, it creates a deferred asset recognizing those losses and 
suspends remittances to the Treasury until those deferred losses are repaid.11 The Fed is currently 
operating at a loss and its remittances to the Treasury are effectively zero for the first time since 
1934.12-13 The Congressional Budget Office (CBO) projects these deferred losses to continue for several 
years, as the Fed’s remittances to the Treasury will not reach normal levels until at least 2030.14

Interest payments on reserve balances cost billions 
and are causing the Fed to operate at a loss
The Fed’s interest payments on reserves are a relatively recent phenomenon. For its first 95 years 
of existence, the Fed did not pay interest to banks for balances held in reserve.15 Previously, 
banks were required to hold a certain percentage of their deposits in reserves at the Fed to 
ensure that they had adequate liquidity to meet withdrawal demand.16 The level of required 
reserves was also a tool that the Fed used to increase or decrease the money supply to influence 
interest rates as a part of enacting monetary policy.17 If reserve requirements were higher, banks 
had fewer funds to lend and interest rates would increase.18 When reserve requirements were 
lower, the money supply expanded and interest rates went down.19 Banks could also choose to 
hold additional balances in excess reserves at the Fed, rather than lending these funds to other 
financial institutions to accrue interest.20 In 2020, the Fed reduced the required reserve ratio to 
zero for all financial institutions and currently all reserves are excess reserves.21 
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The current lack of a reserve requirement is due to the Fed’s policy of paying interest on bank 
reserves.22 In 2006, Congress authorized the Fed to begin paying interest on reserve balances in 
2011 and beyond.23 Congress accelerated that timeline during the Great Recession, allowing the 
Fed to start paying interest on reserves in October 2008.24

At the time, the Fed claimed it needed this authority to prevent interest rates from dropping too 
low while it was expanding its balance sheet and injecting liquidity into the market in the lead up 
to and during the 2008 financial crisis.25-26 Paying interest on reserves was supposed to encourage 
banks to hold more in reserves rather than engage in overnight lending among other financial 
institutions, which reduced downward pressure on the overnight federal funds rate.27 

When Congress authorized the Fed to begin paying interest on reserves, CBO estimated that 
the policy would reduce remittances from the Fed by just $372 million per year.28 Instead, the 
policy has led to the Fed paying out more than $580 billion in interest on banks’ reserve balances 
between 2008 and 2024—money that would otherwise go to the Treasury.29 Nearly three-quarters 
of those interest costs accrued during the Biden administration.30
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In 2024, the Fed paid more than $186 billion in interest payments to banks.31 These payments 
primarily flowed to the largest banks, which hold the most in reserves at the Fed.32 Additionally, 
at any given time, foreign banks account for between 40 and 50 percent of interest payments.33 

Additionally, at any given time, FOREIGN  
BANKS ACCOUNT FOR BETWEEN 40 AND  

50 PERCENT OF INTEREST PAYMENTS.
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It comes as no surprise that foreign banks would rather hold reserves with the Fed than other central 
banks—the European Central bank only pays two percent interest for overnight deposits, compared 
to 4.4 percent paid by the Fed.34-35 In total, reserve balances of $3.3 trillion are 14 percent of total 
commercial bank assets, which total more than $23 trillion.36-37 The primary source of revenue for 
banks is net interest, which is interest earnings minus interest costs. In 2024, net income for the 
banking industry increased to $268 billion, driven in part by higher net interest margins.38

When Congress initially granted the Fed the authority to pay interest on reserves, it was believed 
that the Fed would only pay interest on required reserves, not excess balances.39 When the Fed 
implemented the policy, however, it set interest rates for both required and excess reserves.40-41 

In October 2008, the Fed set its interest rate for required reserves at 1.4 percent and the interest 
rate for excess reserves at 0.75 percent.42-43 By the end of 2008, the Fed had stopped setting 
different rates for required excess reserves, cutting both interest rates to 0.25 percent, where 
they remained for the next seven years.44-45 The Fed stopped setting separate rates altogether in 
July 2021 due to the elimination of required reserves.46 

Due to the rapid inflation set in motion by the Biden administration’s reckless policies, the Fed’s 
interest rate hikes have been faster than any other in history.47

THE FED’S OVERNIGHT INTEREST RATES SPIKED TO  
RECORD HIGHS UNDER THE BIDEN ADMINISTRATION

Source: U.S. Federal Reserve System

Federal Reserve System effective interest rate on reserve balances, by month

0%

2008 2010 2012 2014 2016 2018 2020 2022 2024

1%

2%

3%

4%

5%

6%

This rapid increase in rates has created a corresponding increase in the Fed’s costs to pay interest.48 
In 2021, interest payments to financial institutions for reserve balances totaled just $5.3 billion.49 
By the end of 2024, these interest costs had grown to more than $186 billion.50 Because the 
Fed’s assets are primarily long-term securities with fixed interest rates, revenue has not kept pace  
with costs.51 
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Instead, the Fed’s costs are exceeding its income, which has caused the creation of a deferred 
asset—a negative liability equal to the cumulative value of the losses.52 The Fed holds the deferred 
asset as a liability against taxpayers until its revenue exceeds costs and then pays down the value 
of these losses before returning remittances to the Treasury.53 The value of the deferred asset 
reached $236 billion in July 2025.54 Losses by the Fed are a loss of revenue for the U.S. Treasury, 
worsening the national debt and burdening taxpayers.

Ending the Fed’s interest payments on reserves 
would reduce costs by more than $1 trillion 
According to CBO, the Fed will be paying off these deferred losses until at least 2030, during 
which time the Treasury will continue to miss out on revenue.55 Even when the Fed is able to pay 
down the deferred losses and generate positive net income, it will continue to divert hundreds of 
billions each year to banks instead of to the Treasury.56 CBO projects that the federal funds rate, 
which closely tracks the interest on reserve balances, will gradually decline over the next 10 years, 
reaching 3.2 percent by 2035.57 As a result, the Fed is on track to spend more than $1 trillion in 
interest on bank reserves over the next 10 years.58

PAYING INTEREST ON RESERVES WILL COST  
MORE THAN $1 TRILLION OVER THE NEXT DECADE

Source: Authors’ calculations

2026 2027 2028 2029 2030 2031 2032 2033 2034 2035

10-YEAR  
TREASURY NOTE 3.95% 3.92% 3.90% 3.88% 3.86% 3.84% 3.83% 3.82% 3.80% 3.78%

FEDERAL  
FUNDS RATE 3.58% 3.35% 3.36% 3.34% 3.31% 3.28% 3.25% 3.23% 3.22% 3.21%

FEDERAL RESERVE 
INTEREST EXPENSES -$122 -$112 -$117 -$120 -$123 -$125 -$128 -$132 -$136 -$140

Senators Rick Scott (R-FL) and Ted Cruz (R-TX) have introduced legislation to end the Fed’s 
authority to pay interest on reserve balances.59 Eliminating interest payments on reserve balances 
would immediately stop the Fed from operating at a loss and return to making remittances to 
the Treasury. While remittances cannot be used to finance additional federal spending, they do 
reduce the national debt.60 

Congress should be wary of trusting CBO’s analysis of the costs and savings that may result from 
changes to the way that the Fed pays interest on reserve balances, especially considering the 
inaccurate projection that CBO provided when Congress first authorized interest payments on 
reserve balances. Additionally, while CBO is supposed to be non-partisan, the reality is that nearly 
80 percent of CBO staff are registered Democrats.61 Both of the two CBO analysts who work on 
projections related to the Federal Reserve are registered Democrats, as are more than half of the 
senior staff of the Federal Reserve System.62



7

CONGRESS SHOULD END THE FEDERAL RESERVE’S INTEREST PAYMENTS ON BANK RESERVES  |  JULY 30,  2025 | TheFGA.org

To ensure that taxpayers reap the benefits of ending interest payments on reserve balances, 
Congress could require the Fed to spread repayment of the $236 billion deferred asset over the 
course of 20 to 30 years. Congress could also require the Fed to immediately remit all excess 
revenue to the Treasury going forward.

Ending interest payments on reserves would lower 
net interest costs  
If the Fed stops paying interest on reserve balances, banks would be motivated to buy Treasuries 
rather than having excess reserves. This would place downward pressure on interest rates, helping 
to grow the economy. Instead of parking money at the Fed, banks would have an incentive to 
increase lending to help businesses grow and make financing more available to consumers. 

Additionally, lower interest rates would reduce the cost of paying interest on the national debt.63 
In 2024 alone, interest payments on the debt reached more than $880 billion.64 Currently, interest 
payments on the national debt are projected to exceed $13.8 trillion over the next 10 years.65 A 
0.1 percent drop in interest rates each year would lower federal outlays by more than $350 billion 
over 10 years.66 Even larger reductions in interest rates would lead to trillions in savings.

THE BOTTOM LINE: Congress should revoke the Fed’s 
authority to pay interest on bank reserves to restore 
fiscal responsibility. 
The Fed carried out its mandate for nearly 100 years without paying interest on bank reserves. 
While the policy to pay interest on required reserves was designed in the lead-up to the financial 
crisis, it was never expected to create a loss for the Fed, or to cost more than $100 billion each 
year. Paying interest on all reserve balances is the Fed’s largest expense and the Fed is not 
generating income that is sufficient to cover these costs. Repealing the Fed’s authority to pay 
interest on reserves would restore fiscal accountability and ensure that the Fed’s policies are 
benefiting taxpayers.

Repealing the Fed’s authority to pay interest 
on reserves would RESTORE FISCAL 

ACCOUNTABILITY AND ENSURE THAT THE 
FED’S POLICIES ARE BENEFITING TAXPAYERS. 



8

CONGRESS SHOULD END THE FEDERAL RESERVE’S INTEREST PAYMENTS ON BANK RESERVES  |  JULY 30,  2025 | TheFGA.org

References
1.	 Board of Governors, “The Fed explained: What the central bank does,” U.S. Federal Reserve System (2021), https://www.

federalreserve.gov/aboutthefed/files/the-fed-explained.pdf.

2.	 Ibid.

3.	 Ibid.

4.	 Authors’ calculations based upon data provided by the Federal Reserve Bank of St. Louis on weekly earnings remittances due 
to the U.S. Treasury. See, e.g., Federal Reserve Economic Data, “Earnings remittances due to the U.S. Treasury: Wednesday 
level,” Federal Reserve Bank of St. Louis (2025), https://fred.stlouisfed.org/series/RESPPLLOPNWW.

5.	 Ibid.

6.	 Board of Governors, “Federal Reserve banks combined financial statements as of and for the years ended December 31, 
2024 and 2023 and independent auditors’ report,” U.S. Federal Reserve System (2025), https://www.federalreserve.gov/
aboutthefed/files/combinedfinstmt2024.pdf.

7.	 Ibid.

8.	 Ibid.

9.	 Ibid.

10.	 Ibid.

11.	 Marc Labonte, “Why is the Federal Reserve operating at a loss?” Congressional Research Service (2023), https://crsreports.
congress.gov/product/pdf/IN/IN12081. 

12.	 Ibid.

13.	 According to the Congressional Budget Office, Federal Reserve remittances totaled $581 million in fiscal year 2023, as a small 
amount of remittances continued to be paid throughout the fiscal year due to individual reserve banks experiencing net profits 
at various times. See, e.g., Congressional Budget Office, “Data underlying figures for an update to the budget and economic 
outlook: 2024 to 2034,” Congressional Budget Office (2024), https://www.cbo.gov/system/files/2024-06/51138-2024-06-
Revenue.xlsx.

14.	 Congressional Budget Office, “Data underlying figures for the budget and economic outlook: 2025 to 2035,” Congressional 
Budget Office (2025), https://www.cbo.gov/system/files/2025-01/51138-2025-01-Revenue-Projections.xlsx.

15.	 Peter Ireland, “Interest on reserves: History and rationale, complications and risks,” Cato Institute (2019), https://www.cato.
org/cato-journal/spring/summer-2019/interest-reserves-history-rationale-complications-risks.

16.	 Jane Ihrig and Scott Wolla, “The Fed’s new monetary policy tools,” The Federal Reserve Bank of St. Louis (2020), https://www.
stlouisfed.org/publications/page-one-economics/2020/08/03/the-feds-new-monetary-policy-tools. 

17.	 Ibid. 

18.	 Ibid.

19.	 Jane Ihrig and Scott Walla, “How does the Fed influence interest rates using its new tools,” The Federal Reserve Bank of St. 
Louis (2020), https://www.stlouisfed.org/open-vault/2020/august/how-does-fed-influence-interest-rates-using-new-tools. 

20.	 Ibid.

21.	 Ibid. 

22.	 Ibid. 

23.	 Public Law 109-351 (2006), https://www.congress.gov/109/statute/STATUTE-120/STATUTE-120-Pg1966.pdf.

24.	 Public Law 110-343 (2008), https://www.congress.gov/110/statute/STATUTE-122/STATUTE-122-Pg3765.pdf.

25.	 Board of Governors, “October 6, 2008 press release,” U.S. Federal Reserve System (2008), https://www.federalreserve.gov/
monetarypolicy/20081006a.htm.

26.	 Markets and Policy Implementation Group, “FAQs: Interest on reserves and the implementation of monetary policy,” Federal 
Reserve Bank of New York (2015), https://www.newyorkfed.org/markets/ior_faq.html.

27.	 John R. Walter and Renee Haltom, “The effect of interest on reserves on monetary policy,” Federal Reserve Bank of Richmond 
(2009), https://www.richmondfed.org/publications/research/economic_brief/2009/eb_09-12. 

28.	 In 2006, CBO estimated that the Fed would reduce remittances by approximately $1.86 billion between 2012 and 2016 as a 
result of the policy, averaging roughly $372 million per year. CBO further estimated that approximately 25 percent of reduced 
remittances would be offset by increases in income and payroll tax receipts. See, e.g., Congressional Budget Office, “Cost 
estimate: S. 2856 – Financial Services Regulatory Relief Act of 2006 as cleared by the Congress on September 30, 2006, and 
signed by the President on October 13, 2006,” Congressional Budget Office (2006), https://www.cbo.gov/sites/default/
files/109th-congress-2005-2006/costestimate/s2856pgo1.pdf.

29.	 Authors’ calculations based upon data provided by the U.S. Federal Reserve System on annual interest costs on reserve 
balances between 2008 and 2024.

30.	 Ibid.

31.	 Ibid.



9

CONGRESS SHOULD END THE FEDERAL RESERVE’S INTEREST PAYMENTS ON BANK RESERVES  |  JULY 30,  2025 | TheFGA.org

32.	 Marcelo Rezende et al., “Interest on excess reserves and U.S. commercial bank lending,” Board of Governors of the Federal 
Reserve System (2019), https://www.federalreserve.gov/econres/notes/feds-notes/interest-on-excess-reserves-and-us-
commercial-bank-lending-20191018.html. 

33.	 Authors’ calculations based on bank reserves disaggregated by bank type. 

34.	 Federal Reserve Economic Data, “ECB deposit facility rate for Euro area,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/ECBDFR. 

35.	 Board of Governors of the Federal Reserve System, “Interest on reserve balances,” Board of Governors of the Federal Reserve 
System (2025), https://www.federalreserve.gov/monetarypolicy/reserve-balances.htm. 

36.	 Board of Governors of the Federal Reserve System, “Assets and liabilities of commercial banks in the U.S.,” Board of Governors 
of the Federal Reserve System (2025), https://www.federalreserve.gov/releases/h8/current/default.htm. 

37.	 Board of Governors of the Federal Reserve System, “Federal Reserve balance sheet: Factors affecting reserve balances,” (2025), 
https://www.federalreserve.gov/releases/h41/20250313.  

38.	 Federal Deposit Insurance Corporation, “FDIC quarterly banking profile fourth quarter 2024,” Federal Deposit Insurance 
Corporation (2025), https://www.fdic.gov/news/speeches/2025/fdic-quarterly-banking-profile-fourth-quarter-2024. 

39.	 Congressional Budget Office, “Cost estimate: S. 2856 – Financial Services Regulatory Relief Act of 2006 as cleared by the 
Congress on September 30, 2006, and signed by the President on October 13, 2006,” Congressional Budget Office (2006), 
https://www.cbo.gov/sites/default/files/109th-congress-2005-2006/costestimate/s2856pgo1.pdf.

40.	 Federal Reserve Economic Data, “Interest rate on excess reserves,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/IOER.

41.	 Federal Reserve Economic Data, “Interest rate on required reserves,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/IORR.

42.	 Federal Reserve Economic Data, “Interest rate on excess reserves,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/IOER.

43.	 Federal Reserve Economic Data, “Interest rate on required reserves,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/IORR.

44.	 Federal Reserve Economic Data, “Interest rate on excess reserves,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/IOER.

45.	 Federal Reserve Economic Data, “Interest rate on required reserves,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/IORR.

46.	 Federal Reserve Economic Data, “Interest rate on reserve balances,” Federal Reserve Bank of St. Louis (2025), https://fred.
stlouisfed.org/series/IORB.

47.	 Miguel Faria-e-Castro and Samuel Jordan-Wood, “The Fed’s remittances to the Treasury: Explaining the ‘deferred asset,’” The 
Federal Reserve Bank of St. Louis (2023), https://www.stlouisfed.org/on-the-economy/2023/nov/fed-remittances-treasury-
explaining-deferred-asset.  

48.	 Ibid. 

49.	 Board of Governors, “Federal Reserve banks combined financial statements as of and for the years ended December 31, 
2022 and 2021 and independent auditors’ report,” U.S. Federal Reserve System (2023), https://www.federalreserve.gov/
aboutthefed/files/combinedfinstmt2022.pdf.

50.	 Board of Governors, “Federal Reserve banks combined financial statements as of and for the years ended December 31, 
2024 and 2023 and independent auditors’ report,” U.S. Federal Reserve System (2025), https://www.federalreserve.gov/
aboutthefed/files/combinedfinstmt2024.pdf.

51.	 Miguel Faria-e-Castro and Samuel Jordan-Wood, “The Fed’s remittances to the Treasury: Explaining the ‘deferred asset,’” The 
Federal Reserve Bank of St. Louis (2023), https://www.stlouisfed.org/on-the-economy/2023/nov/fed-remittances-treasury-
explaining-deferred-asset. 

52.	 Ibid.  

53.	 Board of Governors, “Monetary policy report – February 2025,” The Federal Reserve System (2025),  https://www.
federalreserve.gov/monetarypolicy/2025-02-mpr-part2.htm. 

54.	 Federal Reserve Economic Data, “Earnings remittances due to the U.S. Treasury: Wednesday level,” Federal Reserve Bank of St. 
Louis (2025), https://fred.stlouisfed.org/series/RESPPLLOPNWW.

55.	 Congressional Budget Office, “The budget and economic outlook: 2025-2035,” Congressional Budget Office (2025), https://
www.cbo.gov/publication/61172.  

56.	 Ibid. 

57.	 Ibid. 

58.	 Authors’ calculations based upon data provided by the Congressional Budget Office on the effective fund rate, disaggregated 
by fiscal year, and data provided by the U.S. Federal Reserve System on aggregate reserve balances.

59.	 Fiscal Accountability for Interest on Reserves Act, U.S Senate, 119 (2025), https://www.rickscott.senate.gov/services/files/
C39B4EC5-A9AD-4DF7-9BBB-A97F8E7DDEB8

References (Cont’d)



10

CONGRESS SHOULD END THE FEDERAL RESERVE’S INTEREST PAYMENTS ON BANK RESERVES  |  JULY 30,  2025 | TheFGA.org

60.	 Marc Labonte, “Federal Reserve: Policy issues in the 118th Congress,” Congressional Research Service (2024),  https://www.
congress.gov/crs-product/R47377. 

61.	 Hayden Dubois and Addison Scherler, “CBO is biased—and so are their coverage loss estimates,” Foundation for Government 
Accountability (2025), https://thefga.org/research/cbo-is-biased-so-are-their-coverage-loss-estimates. 

62.	 Author’s calculations based upon data matches with the L2 voter registration file. 

63.	 Congressional Budget Office, “How changes in economic conditions might effect the federal budget: 2025 to 2035,” 
Congressional Budget Office (2025), https://www.cbo.gov/publication/61249.

64.	 Congressional Budget Office, “The budget and economic outlook: 2025 to 2035,” Congressional Budget Office (2025, https://
www.cbo.gov/publication/60870. 

65.	 Ibid.

66.	 Congressional Budget Office, “How changes in economic conditions might effect the federal budget: 2025 to 2035,” 
Congressional Budget Office (2025), https://www.cbo.gov/publication/61249.



TheFGA.org |  @TheFGA |  TheFGA |  TheFGA

15275 COLLIER BOULEVARD | SUITE 201-279

NAPLES, FLORIDA 34119

(239) 244-8808


