
Is the All-Savers Certificate A Success? 
Evidence from the Southeast 

A survey of southeastern All-Savers depositors suggests that the Certificate offers 
some help to thrifts but presents little competition to money market funds. In fact, 
the ASC's benefits to financial institutions appear small compared to the costs in 
lost federal tax revenues. 

The controversial All-Savers Certificate (ASC) 
has been hailed by proponents as a boon to the 
ailing thrift industry, but panned by critics as 
offering too little help to thrifts at too much cost 
to the Treasury. A spokesman for the mutual 
funds industry painted a frightening picture of 
the ASC as "a giant vacuum cleaner... drawing 
funds away from normal investment with some 
serious consequences."1 The National League of 
Cities worried that the ASC would be in direct 
competition with tax-exempt municipal bonds, 
forcing up the cost of running cities and raising 
property taxes.2 

But if the ASC is a vacuum cleaner, it seems to 
be operating in neutral—merely churning up 
funds within the same institution. Early evidence 
from the Southeast reveals that, while the All-
Savers program will provide modest relief for 
thrift institutions, its cost to the U. S. Treasury is 
likely to be substantially greater than its benefits 
to thrifts. Specifically, a Federal Reserve Bank of 
Atlanta survey suggests the following conclusions: 

1. Consumers are not pulling funds from one 
kind of institution (bank, thrift, or credit 
union) and putting them into another. 

2. Surprisingly, although the ASC provides a 
lower level of tax benefits for families earning 
less than $30,000 per year, over 40 percent 
of new ASC depositors fall into that category. 

3. The All-Savers Certificate is producing modest 
cost savings for thrifts and banks. 

4. Congress estimated the ASC will cost the 
federal government about $3.3 billion in tax 
revenues. Since we estimate that it will 
increase thrift's earnings by at most $1.9 
billion, for every dollar the ASC saves the 
thrifts, it will cost the Treasury almost two 
dollars. 
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5. Consumers are not putting much money 
from passbook savings into the ASC. 

6. The ASC is not presenting serious competition 
to money market funds. 

7. Most ASC deposits are coming from money 
market certificates. 

Why the All-Savers Certificate? 

Background 

In the Economic Recovery Tax Act of 1981, 
Congress sought to address the financial problems 
of the thrift industry by authorizing thrift institu-
tions, commercial banks and credit unions to 
issue a new type of certificate of deposit. A 
portion of the earnings on this new certif icate-
called the All-Savers Certificate—is exempt from 
federal income taxes. This feature allows the 
nation's depository institutions to offer a deposit 
that costs them less than market indexed deposits, 
such as money market certificates, and at the 
same time, provides high returns to investors. 

With the ASC, Congress sought to bolster the 
earnings and financing capacity of thrift institutions. 
Savings and loan associations and mutual savings 
banks have been hard hit in the past two years by 
portfolio imbalances: they have had to borrow at 
rates often higher than longer-term rates at 
which they lend. S&L earnings dropped from a 
record $3.9 billion in 1978 to $.8 billion in 1980 
to a loss of $1.8 billion during the first half of 
1981. Their net worth declined by $3.2 billion, 
9.8 percent, during the first three quarters of 
1981. 

The designers of the ASC hoped to attract 
investors with higher incomes—people with great-
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er access to investments such as money market 
mutual funds which compete with depository 
institutions—by offering a tax-free yield of 70 
percent of the investment yield on 52 week 
Treasury Bills. For households with marginal tax 
brackets of 30 percent or higher, the ASC's tax-
equivalent yield is equal to or above the 52 week 
Treasury Bill yield. The ASC rate in effect for most 
of October—12.14 percent—gave an after-tax 
yield of 16.19 percent to taxpayers with a 1982 
taxable income of $20,000-$24,000 and filing a 
joint return; taxpayers filing a joint return with 
taxable incomes of more than $85,000 would 
earn an after-tax equivalent return of 24.28 percent. 

Commercial banks and credit unions were also 
allowed to issue ASCs at the same rates and 
maturities as thrift institutions. Had they not 
been allowed to do this, it is quite likely that 
there would have been deposit flows from the 
commercial banks and credit unions to thrift 
institutions when the ASC was introduced. Since 
ASC deposits would probably be taken out of 
taxable instruments, federal tax revenue would 
be lost. Congress sought to limit this loss of tax 
revenue by limiting the time period in which it 
could be issued and the amount of income from 
the certificate that is covered by the tax-exemption. 
The certificates may only be issued between 
October 1, 1981 and December 31, 1982. For 
persons filing individual tax returns, $1,000 of 
income is tax exempt; for persons filing joint 
returns, the exemption is $2,000. 

To further aid the thrift institutions, the Deposi-
tory Institutions Deregulation Committee rescind-
ed early withdrawal penalties on certificates of 
deposit that were converted into ASCs if the 
original certificate paid a higher interestrate than 
the ASC. The DI D C thus discouraged depositors 
from converting lower cost certificates to ASCs 
and encouraged them to convert higher cost 
deposits. 

What emerged from this blend of Congressional 
objectives is a fairly simple concept bounded by 
detailed law and regulation. Features which will 
boost the financial industry are the tax exempt 
status of earnings from the certificate, the index-
ing of the certificate's yield at 70 percent of 
market yield on a similar instrument and the ease 
of converting higher cost certificates to all savers 
certificates. The main restrictions are the limits 
on the amount of income from ASCs that may be 
deducted and the limited time during which the 
certificates may be offered. 

BOX 1 

Main Features of the All Savers Certificate 

T a x Exemption $1,000 individual return 
$2,000 joint return 

T ime Period 

for Issue 

15 months (Oct. 1,1981 - Dec. 
31, 1982) 

When Interest Paid as accrues or at maturity 

Highest 
Minimum Deposit 

$500 

Buyers E l ig ib le 
for T a x Exemption 

individuals, partnerships, 
estates of purchasers 

Interest Taxable if certificate redeemed, 
used to secure a loan 

Maturity 1 year 

Interest Rate 70 percent of investment yield 
on 52 week U.S. Treasury Bills, 
most recent auction before 
week A S C is issued. 

Investment T i e s Beginning first quarter 1982, 
75 percent of lower of net new 
retail time and savings deposits 
or value of all savers certificates 
issued during the previous quar-
ter must go to residential or 
agricultural financing. Other-
wise, the institution must not 
issue certificates until the re-
quirement is met. 

What Are 
Residential and 
Agricultural 
F inanc ing 

•agricultural loans 
• insured or guaranteed 

home improvement loans 
• mortgages on single or 

multifamily dwellings 
• new purchases of FNMA, 

GNMA, F H L M C and 
private mortgage pass through 
or mortgage backed securities 

• mobile home loans 
•construction and 

rehabilitation loans on 
single and multifamily 

residences 
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Is It Working? 
Survey Results 

In evaluating-the success of the ASC so far, we 
need to ask two kinds of questions: (1) Is it 
producing the intended effects, and (2) Is it 
producing unintended effects? In order to gain 
early insight into these questions, we surveyed 
purchasers of ASCs from banks and savings and 
loan associations in the Sixth Federal Reserve 
District. 

We solicited the voluntary cooperation of the 
largest banks and S&Ls in the District. In our 
invitation, we explained that participating institu-
tions would be the first to receive survey results 
and interpretations. Thus, from a "self-interest" 
standpoint, the institutions could gain valuable 
marketing information by participating. Within 
30 days of the survey, the participating institutions 
had the survey results and a profile of All-Savers 
deposits in the region. 

The institutions which participated in Alabama 
represented 33 percent of the state's total depos-
its; in Florida, 18 percent; in Georgia, 22 percent; 
in Louisiana, 4 percent; in Mississippi, 28 percent; 
and in Tennessee, 23 percent. Both savings and 
loans and commercial banks were represented 
in all of the states except Alabama and Georgia, 
where no S&Ls responded. Commercial bank 
customers' responses made up 74 percent of the 
total sample; savings and loans' customers com-
prised the remaining 26 percent. These propor-

Table 1. Alternative Instruments for Investment 
of Al l-Savers Certificate F u n d s 

Alternative Percent of 
Instrument A S C F u n d s 

Money Market Certificate 64.5 
Small Saver Certificate 5.1 
Fixed-Rate Time Certificate 8.4 

or Passbook Sources 
Other Internal Sources 2.0 
Money Market Mutual Fund 12.1 
State or Municipal Securities 1.4 
U.S. Treasury Securities 1.8 
Other External Sources 3.4 
No Response 1.3 

Note: items do not add to 100% because of rounding. 

Table 2. Institutional S o u r c e of 
Al l-Savers Certificate F u n d s 

Percent of 
F u n d s from 

Institution Institution 

Same 
Institution 61.2 

Other Depository 
Institutions 
Commercial Bank 12.7 
S&Ls 8.9 

Credit Union .7 
Other Institutions 8.6 
Multiple Institutions 7.0 
No Response .9 

100.0 

tions roughly parallel the proportion of total 
deposits held by these institutions in the South-
east.4 

The institutions asked their customers who 
invested in the ASC during October 1-7 period to 
fill out a survey form. The key questions asked of 
the customer were amount of deposit, institutional 
source of funds, alternative financial instrument 
for the funds, percent of the depositor's savings 
invested in the ASC, and the depositor's age, and 
income. Each institution chose 3-5 branches in 
different parts of its state in which to conduct the 
survey. The surveys were administered during 
the first five working days of October. Nearly 
3,200 completed forms were returned and pro-
cessed, representing $28 million in All-Savers 
deposits. 

Is the ASC providing the intended benefits? 
The primary question is whetherfunds comingin 
to ASCs will come predominantly from high cost 
or from low cost deposits. In the Southeast, the 
evidence is that fears that the ASC would raise 
the cost of funds are unfounded (see Table 1). 
Savers reported that only eight percent of All-
Savers' funds would have wound up in passbook 
savings or fixed rate certificates of deposits, and 
70 percent of the money would have gone into 
higher cost money market certificates or small 
savers certificates. 

A second major purpose of the ASC was to 
bring new money into depository institutions. 
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All-Savers Survey Highlights 

61 percent of All-Savers 
depositors kept their funds 
in the same institution. 

Only 3.5 percent of ASC 
deposits were taken out 
of S&Ls and put into com-
mercial banks. Only 4.3 
percent went from banks 
into S&Ls. 

The ASC represented very 
little competition to money 
market funds. About 12 
percent of ASC funds in 
the survey came from 
money market funds. 

65 percent of ASC depo-
sits came from money 
market certificates. 

Only eight percent of ASC 
deposits came from pass-
book savings and other 
fixed rate time deposits, 
suggesting that consum-
ers are still wary of com-
mitting these funds for 
as long as a year. 

Since most of the money 
going into ASCs is being 
rolled over from higher-
yielding accounts, some 
institutions may experi-
ence improvement in in-
terest margins. 

Even though the ASC's 
tax advantages are less 
effective for families earn-
ing less than $30,000, over 
40 percent of new ASC 
depositors fell into that 
"lower income" category. 

On this score, the ASC was only moderately 
successful. Our survey showed that more than 
60 percent of ASC deposits were transferred 
from accounts within the same institution. Nine-
teen percent came from other sources outside of 
the depository institutions, such as money market 
funds, stocks, or securities.(See Table 2). 

The ASC was also intended to stimulate certain 
kinds of investment. Thrifts and banks must 
invest 75 percent of their inflow of ASCs or of 
their net inflow of consumer time and savings 
deposits in "housing and agriculture." Housing 
and agriculture are broadly defined in the Tax 
Act to include securities of the Federal Home 
Loan Mortgage Corporation, the Government 
National Mortgage Corporation and the Federal 
National Mortgage Corporation, as well as mort-
gage, construction, home improvement and farm 
loans made to the private sector. 

These investment requirements should not be 
difficult for most institutions to fulfill. Thrift 
institutions already invest predominantly in hous-
ing related assets. Commercial banks, while not 
generally specializing in real estate and agricultural 
loans, will be investing cash flow from ASC 
deposits and other sources that provide substan-
tial amounts of funds. This large flow of investment 
relative to the ASC gains seems likely to allow 
most banks to meet investment requirements 

without much difficulty.Conversations with sev-
eral larger Southeastern banks indicate this to be 
their expectation also. 

Side Effects 

The second kind of concern about the ASC has 
to do with unintended side effects. To the extent 
that ASCs promote inflows of funds into deposi-
tory institutions, for example, they will take funds 
from other institutions and instruments that 
savers use. Most important of these to the thrifts 
are the money market mutual funds. ASCs' tax 
exempt feature also gives them some similarity 
to state and municipal securities. ASCs may also 
be substitutes in investment portfolios for short-
term obligations of the U. S. Treasury, and for 
corporate securities. 

To determine what financial instrument is 
getting the most competition from the All-Savers, 
we asked the customer, "Where would you 
place these funds if the ASC were not available?" 
Sixty-five percent answered the six-month money 
market certificate. Even more, 71 percent, of the 
money which was transferred within the same 
institution was converted from money market 
certificates. 

The money market mutual funds lost only a 
modest amount of money to All-Savers. During 
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October, their assets nationwide climbed almost 
$9 billion to $170 billion. In the Southeast, we 
found that only 12 percent of deposits flowing 
into the all-savers certificates would have gone 
into or remained in money market funds if all-
savers had not existed. Much smaller percentages 
of funds would have gone into state and municipal 
securities or U. S. government securities. 

Our survey revealed another public reaction to 
the ASC which was surprising. A large proportion 
of ASC depositors had gross incomes of less than 
$30,000—indicative of marginal tax rates of less 
than 30 percent for those filing joint returns. The 
tax advantage for an individual is determined by 
comparing the effective taxable yield he can 
receive on the All-Savers Certificate to the current 
yield on money market funds or other high-
paying instruments. For a family in the 30 percent 
tax bracket, the initial All-Savers yield of 12.61 
percent was equal to a taxable yield of approxi-
mately 18 percent. For the family in the 20 
percent bracket, a comparable taxable yield 
would be 15.8 percent. Therefore, most analysts 
expected that the lower income (but not neces-
sarily low income) groups would choose to 
invest in a money market fund where yields are 
well over 16 percent than tie their money up in 
the lower-yielding All-Savers Certificate. Our survey 
indicates, however, that the largest proportion of 
accounts and funds in ASCs came from depositors 
with household incomes of less than $30,000. 

Investment in All-Savers Certificate 
by Income Group 

H o u s e h o l d Percent of Percent of 
I n c o m e Deposi ts Accounts 

$0-30,000 30 41 
30-39,999 21 20 
40-49,999 15 12 
50-59,999 10 7 
60,000+ 15 11 
No Response 9 9 

There may be several explanations for this 
trend. The lower income investors may be pre-
dominantly those who file individual tax returns. 
Marginal tax rates and tax adjusted ASC yields 
are higher for these taxpayers than for those filing 
joint returns. Lower income groups may be less 
likely to perceive money market funds as a viable 
alternative investment. The funds are often han-
dled by a brokerage firm or investment company 
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and may be alien to individuals who do not 
invest frequently or with any volume. It seems 
likely that households with lower incomes would 
keep a larger proportion of their assets in deposi-
tory institutions. Those survey respondents in 
the less than $30,000 income bracket who did 
take money out of a money market fund to invest 
in the ASC represented only 7 percent of the 
deposits for that income group. 

If money market funds are not perceived as a 
viable investment alternative, then the ASC is 
very attractive to an investor with less than $ 10,000 
(which is the minimum investment in the six 
month money market certificate) who does not 
want to tie up money for V k years in the small-
savers certificate. The ASC's effective yield for an 
investor in the 20 percent tax bracket has been 
very close to the 2V2 year small-saver certificate 
yield. This appeal of the ASC to lower income 
groups could be part of the reason why money 
market funds have suffered very little from its 
introduction. 

Higher income groups may recognize that, for 
them, tax-free money market funds or municipal 
bonds may yield a higher return than the ASC. 
They may also want the liquidity of the money 
market funds, something the ASC does not 
provide. 

The average size of deposit increased as income 
increased. It ranged from $6,500 per deposit for 
the under $30,000 income bracket to $12,000 
per deposit in the over $60,000 income range. 

National Effects of the ASC 

Since the All-Savers Certificate breaks new 
ground, there is considerable difference of opin-
ion about its projected impacts. Our survey 
provides new evidenceon several features of the 
public's response to the certificate. We can use 
these figures from the Southeast to estimate the 
national effects of the all savers program on 
competition among institutions, and on institu-
tions' costs. 

First, institutions apparently are not raiding 
each other for ASC funds. Our survey indicated 
that a majority of funds deposited in ASCs came 
from within the same institution and that even 
when funds moved between institutions there 
was little crossover between banks and S&Ls. 
Only a small proportion of ASC deposits at the 
banks and S&Ls we surveyed came from credit 
unions. In addition, we found that banks and 
thrifts got similar percentages of their All-Savers 
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funds from outside sources such as money market 
mutual funds. Banks' and thrifts' proportions of 
ASC funds reported in the survey were very 
similar to the proportion of consumer time and 
savings deposits that they held. Our results 
indicate that the ASC is producing only small 
flows of funds among different types of institutions. 

Second, the ASC seems likely to produce 
modest savings in costs of funds for thrifts and 
banks. We estimated the cost savings for thrift 
institutions and commercial banks on the basis 
of a maximum volume of ASC deposits of $110 
billion.This estimate seems reasonable in light of 
the first month's ASC experience. It is the midpoint 
between recently revised estimates of $150 
billion by Data Resources Incorporated (on the 
high side) and the estimate of $70 billion which 
is consistent with the tax loss estimates of the 
Congress' Joint Committee on Taxation (on the 
low side). The box explains the details of our 
method. Since spreads between the costs of 
ASCs and alternative sources of funds are crucial 
to cost savings estimates, we made two estimates. 
The first was based on yield spreads in 1980, a 
year of high interest rates when short-term rates 
were often above long-term rates. The second 
was based on yield spreads in 1978 when interest 
rates were lower and short-term rates were 
generally below long rates. 

On the basis of the larger 1980 rate spreads, 
we estimate the 1982 cost savings to thrifts 
would be $1.1 billion (1.7 percent of their 1980 
cost of funds, almost twice their depressed 1980 
earnings levels) (see Table 3). Banks would also 

Table 3. Cost S a v i n g s from A S C s Compared 
with C o s t s and Earn ings of F inanc ia l Institutions 

C o m m e r c i a l Thr i f ts 
B a n k s 

Cost savings 1982 
1980 spreads (million $) 938.0 1061.0 
1978 spreads (million $) 605.0 691.0 

Cost of funds 1980 217.8 58.6 
Cost of deposits 1980 196.2 52.2 
Net after-tax income 14.0 .5 
Cost savings as percent of: 

Cost of funds 
1980 spreads .4 1.7 
1978 spreads .3 1.2 

Cost of deposits 
1980 spreads .5 2.0 
1978 spreads .3 1.3 

Net after-tax income 
1980 spreads 6.7 198.7 
1978 spreads 4.3 129.4 

BOX 2 

In order to project the ASC's impact on insti-
tutions' cost of funds, we examined three 
factors: (1) the distribution of All-Savers deposits 
among institutions, (2) the differences between 
the rates paid for All-Savers deposits and the 
rates the institutions would have paid for the 
deposits from alternative sources, and (3) the 
dollar volume of All-Savers deposits. 

Our evidence supports the assumption that 
All-Savers deposits are distributed among the 
various types of institutions in the same propor-
tion as are consumer time and savings deposits. 
As of September 1981 .commercial banks held 
44.7 percent of these deposits and thrift insti-
tutions held 49.9 percent. Credit unions held 
the remaining 5.4 percent. 

Having assumed the proportionate distri-
bution of deposits among institutions, we are 
faced with the task of projecting total All-
Savers deposits. Early results seem to be 
consistent with an estimate of $110 billion. 
This estimate lies midway between the recent 
$150 billion projection of Data Resources Inc. 
and the $70 billion that can be derived from the 
tax loss estimates of the Joint Committee on 

.Taxation of the Congress. This will be our 
primary estimate of all savers deposits at their 
maximum level. That level should be reached 
in late 1982. We further assumed that half of 
the year end 1982 level would be deposited by 
the end of 1981. 

We know that the amount of ASCs outstand-
ing on January 1, 1984 will be zero (at least 
under the program passed this year) and we 
assume that year end 1981 and 1982 values 
would be $55 and $110 billion respectively. 
From those totals we can compute yearly 
average All-Savers deposits. These estimates 
can be multiplied by the difference between 
the All-Savers rate and rates on alternatives to 
All-Savers deposits to estimate cost savings 
brought to the targeted institutions by the ASC 
(see Appendix). 

Projecting rate spreads is quite chancy, so 
instead we chose to use two sets of spreads. 
For a high interest rate environment in which 
the average yield curve had a slight negative 
slope we chose 1980. For an example of lower 
rates with positively sloping yield curve, we 
chose 1978. (Rate spreads for an even lower 
rate environment—1976—yielded the same 
results as those for 1978.) 
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Table 4. Cost Impact of Al l-Savers Certificate 
on C o m m e r c i a l B a n k s and Thrift Institutions 

(bil l ions $) 
(Average Spread 1 9 8 0 ) 

Commercial Banks Thrifts 

Alternative Instrument 1981 1982 1983 Total 1981 1982 1983 Total 
Money Market Certificate - .1 - . 7 - . 4 - 1 . 2 - .1 - . 7 - . 5 - 1 . 3 
Small Savers Certificate * - .1 * - .1 _ * - .1 * - .1 
Other Internal Sources + * +.1 +.1 +.2 + * +.1 +.1 +.2 
Outside Funds * - . 3 - . 2 - . 6 * - . 4 - . 2 - . 6 

Total - .1 - . 9 - . 6 - 1 . 7 - .1 -1.1 - . 7 - 1 . 9 

*Less than $.05 billion 
Note: Items may not add to totals because of rounding. 

benefit, saving about $.9 billion in 1982 (four 
tenths of one percent of their 1980 cost of funds, 
almost seven percent of their 1980 earnings) 
(see Tables 4 and 5). The savings are only about 
two-thirds as much when we use the lower 1978 
spreads. The estimates for 1982 cost savings 
computed with these spreads are $.7 billion for 
thrifts and $.6 billion for banks. 

Compared to the thrifts' estimated 1981 losses, 
however, even the higher estimate of savings is 
quite modest. Insured S&Ls lost $1.8 billion 
during the first half of 1981; their net worth 
declined by an additional $1.4 billion in the third 
quarter. This loss is well above our higher estimate 
of annual cost saving for the thrifts ($1.1 billion) 
and more than two and one half times our lower 
estimate ($.7 billion). 

While the ASC's benefits may be modest 
compared to recent thrift losses, our survey 
found that the cost savings to issuing institutions 
was higher than other recent estimates. For 
example, we found almost 65 percent of All-
Savers deposits had money market certificates 
(at rates higher than ASCs) as an alternative while 
the Federal Home Loan Bank Board recently 
estimated that only 40 percent came from this 
source. We found slightly more than 8 percent of 
all savers funds had an alternative use in fixed 
rate certificates and passbook accounts (at rates 
lower than ASCs) while the same Home Loan 
Bank Board estimate reported 30 percent from 
this source. Our evidence, in short, suggests that 
more money than expected came from higher-
cost funds, and consequently, cost savings are 
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higher than indicated by other estimates. 
The ASC will have a third impact on the 

national economy—it will reduce tax revenues. 
The Joint Conference Committee that drew up 
the final version of the Economic Recovery Tax 
Act estimated in its report that the ASC would 
mean a $3.3 billion loss in federal tax revenue. 
That estimate is quite similar to our higher 
estimate of cost saving to financial institutions 
and almost double our higher estimate of the 
cost savings for thrift institutions. It is almost 
three times our lower cost savings estimate for 
the thrifts. 

This estimate of federal tax losses represents 
minimum tax costs associated with the ASC. 
State tax collections may also be reduced. Since 
interest on ASCs is not included in federal 
taxable income, it would not be included in state 
taxable income where the income for state taxes 
is based on the federal level. There were 26 of 
these states when the Economic Recovery Tax 
Act was signed last August. Unless they change 
their tax computation, each will bear some tax 
cost of the ASC program. 

If our survey results are indicative of public 
behavior, the ASC appears unlikely to move 
funds among the different types of depository 
institutions, but rather to aliow each type to pull 
in some new funds. These funds, our survey 
indicates, will come primarily from money market 
mutual funds, themselves intermediaries with 
liquid assets to enable them to handle their 
reduced inflows. Small effects on state and local 
government and federal borrowing seem likely. 
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Table 5. Cost Impact of Al l-Savers Certificate 
on Commerc ia l B a n k s and Thrift Institutions 

(bill ions $) 
(Average Spread 1 9 7 8 ) 

Commercial Banks Thrifts 

Alternative Instrument 1981 1982 1983 Total 1981 1982 1983 Total 
Money Market Certificate - * - . 4 - . 3 - . 7 * - . 4 - . 3 - . 8 
Small Savers Certificate * _ * * - .1 * _ * — * - .1 
Other Internal Sources _ * _ * * * * _ * * * 

Outside Funds - * - . 2 - .1 - . 3 * - . 2 - .1 - . 3 

Total - .1 - 6 - . 4 -1.1 - .1 - . 7 - . 5 - 1 . 2 

*Less than $.05 billion 
Note: Items may not add to totals because of rounding. 

Most funds shifted within institutions would 
otherwise have been placed in higher yielding 
alternatives. This means lower costs of funds—a 
prime objective of the certificate. Banks are 
likely to reap almost as much of these cost 
savings as thrifts although their earnings have not 
been seriously affected by the forces that have 
hurt the thrifts. Banks' gains must be considered 
a cost to the taxpayer of maintaining competitive 
balance. 

If one looks only at the cost savings of the 
thrifts in comparison with the estimated tax 
losses from the all savers program, one must 
conclude that the program will be no bargain. 
Our higher estimate of these cost savings is only a 
little more than half of the Congress's estimate of 
revenue lost as a result of the exemption of ASC 
earnings from the federal income tax (in other 
words, the ASC costs the U. S. Treasury almost 
two dollars for every one dollar in cost savings to 
thrifts); our lower estimate is only about 37 
percent of the estimated loss of tax revenue. The 
All-Savers program, then, seems likely to provide 
moderate aid to the institutions at which it was 
targeted and to do so without seriously disturbing 
competition among thrift institutions, commercial 
banks and credit unions. These benefits are likely 
to be accomplished at costs to the Treasury that 
are high relative to the benefits to the institutions 
that it helps. 

—Donald L. Koch, B. Frank King 
and Delores W. Steinhauser 
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Randy Elliot, Cheryl Cornish, Ethyl Jackson, Kathy 
Fulton and Sherley Wilson. 

1 Reginald Green, Investment Company Institute, in Congressional Quar-
terly, July 11, 1981, p. 1214. 

2 Congressional Quarterly, July 11, 1981, p. 1214. 
3 52 week Treasury Bills are auctioned monthly; therefore, a new auction 

rate is set each month. 
4A more complete description of the survey is found in the Appendix. 

APPENDIX 

We computed the average monthly spreads 
between the All-Savers rate that would have 
held in the time period and rates on four 
alternative sources of All-Savers deposits. 
These four sources were: 

1. Money Market Certificates (the auction 
rate on six month U.S. Treasury Bills.) 

2. Small Savers Certificates (the constant 
maturity market rate on U.S. Treasury Notes 
and Bonds of 21/a years maturity).* 

3. Passbook accounts and fixed rate certifi-
cates (the 1978 average dividend paid by 
S&Ls) .Because the average dividend 
rate in 1980 included market indexed 
certificates, we chose the weighted aver-
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age rate on passbook, transactions ac-
counts and fixed rate certificates for 
savings and loans on September 30, 
1980. 

4. Three month certificates of deposit issued 
by large commercial banks—(an estimate 
of the alternative cost of raising outside 
funds deposited in all savers certificates). 

We multiplied these spreads by our estimates 
of yearly average All-Savers deposits having 
the various alternatives. This gave us the cost 
savings for banks and for thrifts on deposits 
with each alternative. We subtracted the quar-
ter point differential from the rates on small 
savers certificates and internal funds in our 
computations for commercial banks. Table A1 
gives our spreads. 
* T h e 2V4 y e a r r a t e w a s u n a v a i l a b l e i n 1 9 7 8 , s o w e s u b s t i t u t e d t h e 3 - 5 

y e a r rate . 

T a b l e A 1 . A v e r a g e S p r e a d B e t w e e n Al l S a v e r s 
Cert i f icate Y i e l d s a n d Y i e l d s on 

Alternative U s e s of F u n d s 

A v e r a g e S p r e a d 

( A l l S a v e r s R a t e L e s s A l t e r n a t i v e R a t e s ) 

T h r i f t s 

Money Market Certificate 
Small Savers Certificate 
Other Internal Sources 
Outside Sources 

B a n k s 
Money Market Certificate 
Small Savers Certificate 
Other Internal Sources 
Outside Sources 

1 9 8 0 1 9 7 8 
-.0271 -.0162 
-.0307 -.0235 

.0199 -.0061 
-.0454 -.0230 

-.0271 -.0162 
-.0282 -.0210 

.0224 -.0036 
-.0454 -.0230 

Participating Institutions 
Universe Sample 

O c t . 7 T o t a l 
D e p o s i t s 

($ bi l . ) 

% of 
R e g i o n ' s 

T o t a l 
Deposits 

% o f 
S t a t e ' s 

T o t a l 
Depos i ts 

No. of 
Inst it. 
Parti. 

in 
Sur». 

N o . of 
O f f i c e s 

S u r 
veyed 
Inst. 
D e p . 
a s % 
of S t . 
T o t a l 
D e p . 

N o . of 
S u r v e y 

R e s p o n . 

% o f 
R e g i o n ' s 

T o t a l 
S u r v e y 

R e s p o n . 

% o f 
S t a t e ' s 
T o t a l 

S u r v e y 
R e s p o n . 

A m o u n t of 
S u r v e y e d 
A l l - S a v e r s 
D e p o s i t s 
(S mil . ) 

% of 
R e g i o n ' s 
Surveyed 
All-Savers 
Depos i ts 

% o f 
S t a t e ' s 

Surveyed 
Ai l -Savers 
Depos i ts 

Alabama 
CB 
S L 

17.5 
13.1 

4.4 

9 100 
75 
25 

3 
3 
0 

30 
30 

0 

33 
33 

0 

395 
395 

0 

12 100 
100 

0 

3.56 
3.56 
0 

13 100 
100 

0 

Florida 
C B 
S L 

83.2 
37.6 
45.6 

44 100 
45 
55 

5 
3 
2 

31 
20 
11 

18 
14 

4 

555 
291 
264 

17 100 
52 
48 , 

5.45 
2.79 
2.66 

20 100 
51 
49 

Georgia 
CB 
S L 

25.4 
15.7 

9.7 

13 100 
62 
38 

3 
3 
0 

24 
24 

0 

22 
22 

0 

227 
227 

0 

7 100 
100 

0 

; .88 
1.88 

7 100 
100 

0 

Louisiana 
C B 
S L 

27.9 
20.6 

7.3 

15 100 
74 
26 

2 
1 
1 

18 
14 

4 

4 
3 
1 

256 
174 

82 

8 100 
68 
32 

2.21 
1.38 
0.83 

8 100 
62 
38 

Mississippi 
C B 
S L 

11.8 
9.4 
2.4 

6 100 
80 
20 

4 
2 
2 

22 
13 

9 

28 
21 

7 

568 
408 
160 

18 100 
72 
28 

4.88 
3.27 
1.60 

17 100 
67 
33 

Tennessee 
C B 
S L 

24.0 
17.9 

6.1 

13 100 
75 
25 

5 
3 
2 

48 
34 
14 

23 
20 

3 

1,192 
883 
309 

37 100 
74 
26 

9.93 
7.34 
2.59 

36 100 
74 
26 

TOTAL 
C B 
S L 

189.8 
114.4 

75.4 

100 100 
60 
40 

22 
15 

7 

173 
135 

38 

3,193 
2,378 

815 

100 100 
74 
26 

27.935 
20.240 

7.695 

100 100 
72 
28 

CB=Commercial Bank 
SL=Savings & Loan 
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