
IRAs in the Southeast: 
A Laboratory for Deregulation 

The new, unregulated competition for individual retirement 
accounts presents a virtual "laboratory" situation for studying the 
possible effects of deregulation in the financial services industry. 

Results from an Atlanta Fed survey show that early competition was 
heated among depository institutions. Securities dealers and 
insurance companies are also unquestionably "in the game." 

When individual retirement accounts with no 
interest limits became available to most workers 
in 1982, it presented a unique opportunity to 
study unregulated competit ion for funds among 
financial institutions. The new IRA regulations 
allow virtually unlimited competit ion for funds 
among depository institutions, insurance com-
panies and securities dealers. How these com-
petitors react in this unregulated market should 
give us clues about how they may compete as 
deregulation proceeds underthe mandate of the 
Monetary Control Act. 

In order to get an early line on IRA competition, 
the Federal Reserve Bank of Atlanta conducted a 
telephone survey of 121 financial institutions in 
the Sixth Federal Reserve District during the first 
two weeks of January. These institutions included 
commercial banks, savings and loan associations, 
credit unions, insurance companies and securities 
dealers. 

Our results indicate that: 
1 .Most larger institutions and many smaller 

ones were offering rates competit ive with 
rates on alternative investments. 

2. Larger institutions of all types were offering 
higher rates and a broader selection of IRA 
plans. 

3. In general, savings and loan associations 
were offering somewhat higher rates than 
other institutions. 

4. Rates on the same type of account varied 
widely among offering institutions, even in-
stitutions of the same types. 

4 

5. Depository institutions, securities dealers 
and insurance companies offered similar 
rates. 

6. Securities dealers generally offered greater 
investment flexibility in their IRAs. 

7. Insurance companies and securities deal-
ers commonly had service charges for IRAs 
while depository institutions generally did 
not. 

IRA's Aim: Stimulate Savings, Investment 

The Economic Recovery Tax Act of 1981 — 
with its liberalized provisions for individual retire-
ment accounts—addressed the need to boost 
savings to help finance corporate investment, 
provide a secure base of deposits for depository 
institutions, and ease pressure on the Social ' 
Security system by providing incentives for work-
ing people to save for retirement First authorized in 
1974, the individual retirement account (I RA) is 
a special savings plan that lets individuals defer 
federal income taxes on the money invested and 
the interest it earns until the money is withdrawn. , 
Money deposited in an IRA cannot be withdrawn 
until the individual reaches age 591/2 except in 
the event he or she becomes totally disabled. If 
the money is withdrawn before then, a penalty 
equal to 10 percent of the amount withdrawn 
must be paid to the Internal Revenue Service. 
Additional penalties may be imposed by the * 
financial institution where the money was invested. 
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An early withdrawal will be subject to taxes at the 
regular rate. 

Until this year, only individuals not covered by 
an employer's qualified plan or a government 
plan were allowed to establish I RAs. Beginning in 
1982, anyone with earned income may establish 
an IRA, even if also covered by an employer's 
retirement plan. Banks, thrift institutions, credit 
unions, brokerage houses, mutual funds, and 
insurance companies may all offer IRA plans. 

Another change in IRA laws provides additional 
incentive to individuals to save for their retire-
ment by increasing the amount of deductible 
contributions that can be made each year to an 
IRA. Under the old law, contributions to an IRA 
were limited to the lesser of $1,500 or IS 
percent of earned income for an individual, 
$3,000 or 15 percent of earned income if both 
husband and wife work, and $1,750 or 15 percent 
of earned income for an individual with a non-
working spouse. Effective January 1,1982, these 
limits were raised to the lesser of $2,000 or 100 
percent of earned income for an individual, 
$4,000 or 100 percent of earned income for a 
husband and wife who both work, and $2,250 or 
100 percent of earned income for an individual 
with a non-working spouse. 

So that depository and nondepository insti-
tutions may compete for IRA funds on a similar 
basis, banks, thrifts and credit unions have been 
authorized by the Depository Institutions De-
regulation Committee to offer a certificate of 
deposit aimed specifically at I RAs. The new IRA 
certificate has a minimum maturity of 18 months 
and no interest rate ceiling. The rate is set by the 
individual institution and can be fixed or variable. 
The market for this certificate differs from most 
deposit markets in which commercial banks, 
savings and loan associations and credit unions 
compete because there are no regulations telling 
the institutions what interest rates to pay or how 
to structure the specific accounts. In addition, 
non-deposit financial institutions such as insurance 
companies and brokerage houses may also com-
pete for I RAs with similar instruments. 

The changes in IRA laws substantially increased 
the number of people eligible to open an IRA. 
The Treasury Department estimates 35 million 
full t ime workers were eligible for I RAs in 1980 
before the new tax law took effect. Under the 
new law, an additional 40 to 50 million workers 
become eligible for I RAs. If each were to establish a 
$2,000 IRA, between $80 billion and $100 

billion would be available for I RAs each year. 
According to the Internal Revenue Service, 2.6 
million 1980 tax returns had I RAs. This represents a 
participation rate of about 7.5 percent. 

Studies show that financial savings increase as 
income rises. According to an Urban Institute 
study done in May 1981, participation in I RAs 
rose substantially as income increased. Eligible 
wage earners with income less than $15,000 a 
year had a participation rate less than 8.0 percent 
This rate rose to 52.4 percent, however, for 
eligible workers with yearly income more than 
$50,000. According to the Department of Labor, 
in 1980 the median income for households 
covered under pension plans was 45 percent 
higher than the median income for all households. 
Therefore, these newly eligible investors are 
likely to have higher incomes than previously 
eligible IRA investors and to make more use of 
I RAs. If the participation rate is higher for the 
newly eligible, as it is expected to be, it would 
mean a substantial market for institutions that 
offer I RAs. At yearend 1980, investments and 
savings in I RAs amounted to $ 18.4 billion. If only 
10 percentt>f newly eligible investors open I RAs, 
it would mean as much as $10 billion in new 
savings per year. If IRA participation follows the 
Canadian pattern of investment in a similar 
program, 12.4 percent of eligible investors would 
participate and new I RAs would equal about 
$12.5 billion per year.1 

In addition to providing savings incentives, the 
expanded IRA program may serve to shift the 
burden of retirement savings from social security 
to individuals. Uncertainties about the future of 
the Social Security Program may cause many 
workers to look for alternatives. In fact, reductions 
in social security benefits take effect this year for 
people retiring at age 65. I RAs will provide a way 
for working individuals to save for their own 
retirement and may help them adjust to further 
social security reforms. 

An Experiment In Unregulated Competition 
In addition to being an attempt to raise savings 

(see Box) the new IRA has become an experiment 
in unregulated interest competit ion. The large 
new IRA market presents an attractive oppor-
tunity and a new challenge for the institutions 

'Goldman Sachs Economic Research, December 1981. 
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SAVINGS INCENTIVES 
Table 1 . Institutions Offering IRAs 

Type Number 
of Number Offering 

Institution Surveyed IRAs 

Commercial bank 
Large 16 16 
Small 18 11 

Savings and loan assn. 
Large 16 16 
Small 18 16 

Credit Union 
Large 6 5 
Small 6 1 

Insurance Co. 
National 9 9 

Regional 12 5 

Stock brokers 
8 National 8 8 

Regional 12 9 

One important question that the new IRAs raise deals 
with the effectiveness of IRA savings incentives. It is 
important to know the overall impact of IRAs on the 
rate of savings in the U.S. economy. At one extreme, all 
new IRA funds might be new savings. If a $12.5 billion 
per year IRA market comes into existence from new 
savings, the savings rate wou ld rise by about .6%, 
adding 11 percent to savings out of disposable income. 
At the other extreme, new IRA investment could come 
entirely from other assets and represent no new 
savings. 

We have little evidence on the effect of IRA savings 
incentives. Little time has passed since the new law 
took effect. Nationwide savings data is not available, 
and consumer surveys on such items as net new 
savings from any one incentive change are notoriously 
inaccurate. Further, IRA impacts on new savings may 
vary over time. Transfers from other liquid assets may 
occur early while new savings may be induced as 
other liquid assets are exhausted. Assessment of 
overall saving effects must await t ime series of well 
designed consumer surveys and econometric analysis. 

that may offer them.How they compete in this 
unregulated market should give us clues about 
how they may compete as deregulation of deposit 
markets proceeds. 

Our early January survey of 121 institutions 
sought information on IRA pricing and account 
characteristics from large and small depository 
institutions and from national and regional in-
surance companies and securities brokers. Firms 
were asked if they offered I RAs, how many plans 
they offered, and the features of each plan 
including its compounded rate, maturity, minimum 
balance and service charge. 

For comparison purposes, we started by choosing 
2 or 3 each of the five largest S&Ls and five largest 
commercial banks in each state of the District, as 
well as 2 or 3 each of the remaining commercial 
banks and S&Ls in each state. We chose two 
credit unions from each state: the largest and 
one at random. In all, we surveyed 80 depository 
institutions: 16 large commercial banks, 18 small 
commercial banks, 16 large S&Ls, 18 small S&Ls, 
6 large credit unions and 6 smaller credit unions. 
We also surveyed 41 nondepository institutions: 
9 national insurance companies, 12 regional 

insurance companies, 8 national securities dealers 
and 12 regional securities dealers. 

Because rates paid on an account are not the 
only factor for attracting a potential customer, we 
asked about other items which might also tend 
to be persuading points: the maturity of the 
deposit, whether the rate was variable or fixed 
for the maturation of the certificate, how the rate 
was determined, and what the minimum de-
nomination for the account was to be. 

The larger institutions began the year with IRA 
programs. All of the large banks and savings and 
loan associations—each among the three largest 
in its state—and all but one of the large credit 
unions offered at least one sort of IRA. Most 
offered more than one plan; one bank offered six 
plans. All of the national insurance and brokerage 
firms also offered IRAs. Most offered several 
plans. 

Smaller depository institutions were somewhat 
less aggressive. Fewer offered IRAs and those 
that did offer I RAs had fewer plans. Most of these 
institutions were in nonmetropolitan areas and 
had fewer competitors than the larger institutions in 
the District's metropolitan areas. Of the 18 small 
commercial banks surveyed, only 11 had IRA 
plans in service. Sixteen of eighteen small S&Ls 
offered IRAs, but generally restricted their services 
to only one plan. Only one smaller credit union 
and five of the regional insurance companies 
offered an IRA plan (Table 1). 
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T a b l e 2 . I n te res t Ra tes Pa id o n IRAs 
1 8 - M o n t h Ma tu r i t y 

Variable Rate Fixed Rate 

High Low Median High Low Median 

Small Commercial Banks 13.54 11.52 13.07 15.00 12.55 12.75 
Large Commercial Banks 16.76 12.28 13.35 16.17 12.50 13.88 
Small S&Ls 14.51 11.68 12.72 15.25 12.00 14.00 
Large S&Ls 16.65 11.91 13.54 15.02 12.75 14.45 

FEATURES OF THE PLANS 

Banks and Savings and Loans 
The most popular plan among all the institutions 

was the 18-month variable rate IRA. At least 90 
percent of all commercial banks and large S&Ls, 
and a little over half the small S&Ls, offered such 
a plan. In addition, about half the institutions 
offered a fixed-rate 18-month certificate. 

A wide variety of methods was used by all 
institutions to determine their rates on variable 
rate plans. The most common methods for setting 
rates, though, were 1) paying the same rate paid 
on either the 6-month money market certificate 
or the 30-month small savers certificate, 2) paying a 
rate determined by some derivation of Treasury 
bill rates, 3) paying rates decided upon arbitrarily 
by management based on other short-term mar-
ket rates, and 4) paying a rate determined by 
some derivation on the yield of certain money 
market funds. 

These rates varied as widely as the methods 
used in determining them. Again, large institutions 
appeared to be the front runners, paying consis-
tently higher rates. These large institutions were 
generally located in metropolitan areas where 
competition was greatly increased, thereby forcing 
rates higher in order to attract customers (Table 2). 

Just as the larger institutions offered more 
plans, they offered higher rates than the smaller 
ones. The median rate paid by the large banks on 
an 18 month flexible rate IRA was .28 percent 
above that paid by the small banks. The large 
banks' median rate on an 18 month fixed rate 
IRA was 1.13 percent above the median paid by 
small banks. A similar pattern was established for 
savings and loan associations. Comparison of 

bank rates with those paid by savings and loans 
indicated that generally savings and loans paid 
more. This is consistent with the idea that the 
market requires a differential payment from 
savings and loans for deposits. 

Another choice that institutions had to make in 
offering a profitable, but competitive, IRA was 
the frequency of changes in the rate. Frequent 
changes mean more administrative costs for the 
institutions, a greater risk of increasing costs of 
funds during rising interest rates, and a quick 
means of lowering the cost of funds during 
declining interest rates. For competitive purposes, 
customers would benefit from less frequent 
changes on the downside of the interest rate 
cycle and from more frequent changes on the 
upside. Most institutions set the rates monthly. 
Large commercial banks were more aggressive 
and generally settled on a weekly change in their 
variable rate IRA (Table 3). 

Two other fixed-rate alternatives were com-
monly offered by the institutions to their IRA 
customers. Since the six-month money market 
certificate and the 30-month small savers certi-
ficate were already popular market-rate deposit 
instruments, many institutions offered these cer-
tificates as IRAs for their customers. The large 
banks particularly offered these types of plans 
most often. 

The IRA money market certificate operated 
identically to the regular money certificate tra-
ditionally offered by depository institutions. This 
instrument was made available to pre-1982 IRA 
participants who could transfer existing IRA 
funds into the new certificate since by law the 
minimum denomination is $10,000. All institutions 
offering such a plan paid the highest rate allowed 
by law at the time, 12.532 percent. 
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T a b l e 3 . F r e q u e n c y of Ra te C h a n g e s 
fo r 1 8 - M o n t h Var iab le R a t e IRA P lans 

Semi-
Daily Wkly 2 Wks. Mthly Qrtiy. Annually 

Large 
Com. Banks 0 47% 0 27% 20% 7 
Small 
Com. Banks 0 22% 0 44% 33% 0 
Large S&Ls 7% 29% 7% 50% 7% 0 
Small S&Ls 0 33% 0 56% 11% 0 

The 30-month IRA was another popular plan. 
The rates paid on the 30-month plan were 
closely t ied to the maximum legal limit set for 
small savers certificates. However, some of the 
commercial banks paid much lower rates than 
others did on their 30-month plan (Chart 1). 

Other plans which did not fall into these 3 
categories were either multi-year maturities at a 
fixed rate or open accounts with no maturity 
which could be used to accumulate enough 
funds to eventually invest in a t ime certificate. 
The longest maturity offered was an 8-year IRA 
paying 14.57 percent in early January. 

Unlike the brokers and insurance companies, 
depository institutions have shied away from 
establishment and maintenance fees. These fees 
showed up rarely in the survey, with one small 
savings and loan charging $10 to set up an 
account and one large S&L charging $25. Main-
tenance fees ranged from $5-$50 per year, but 
only 5 percent of all IRA plans had maintenance 
fees. 

Some institutions required a large minimum 
initial deposit to offset administrative costs in 
setting up the IRA. But most kept the require-
ments fairly low to attract small savers. The 
variable rate deposit had a minimum denomination 
of $100 in most cases. Small banks generally kept 
theirs lower, at $50. The fixed rate 18-month 
IRAs also had a $100 minimum at large institutions, 
but the smaller instituions required a higher 
minimum of $500. The 21/2 year fixed rate IRAs 
generally held to a minimum of $500 across all 
institutions. One bank required a $5000 minimum 
on the 21/2 year IRA in early January, but quickly 
dropped it to $1,000 as potential customers were 
discouraged by the higher minimum (Table 4). 

C h a r t 1 . R a t e s P a i d o n I R A s a n d 
U.S. T r e a s u r y N o t e s w i t h 3 0 - M o n t h 
M a t u r i t y 

(effective annual yield) 

Fixed Rate 

17 

15 — 

Median 

1 3 -

11 _ — 

? 30 mo. constant maturity 
• U.S. Treasury Note Rate 
(week ended Jan. 1, 1982) 

I I Small Commercial Banks • Small Savings & Loans 
I I Large Commercial Banks H Large Savings & Loans 

The large savings and loans were the only 
group to heavily engage in luring IRA customers 
with premiums. Six out of sixteen associations 
offered something of value, ranging from S&H 
Green Stamps to a free checking account. 

Insurance companies and brokers were actively 
seeking out employers who were considering a 
payroll-deduction IRA plan for their workers. But 
this is a new area for bank marketing strategists. 
The large banks in our survey were the most 
heavily involved in establishing payroll-deduction 
plans. Eighty-eight percent of the large banks and 
64 percent of small banks had either established 
a plan for employers or planned to announce 
one soon. Fifty percent of large S&Ls were doing 
the same, while only 12.5 percent of small S&Ls 
had shown interest. The most common arrange-
ment for the banks and S&Ls was to offer one or a 
choice of their already established plans wi th a 
smaller minimum denomination.and minimum 
deposit per person. 

Credit Unions 
Of the six large credit unions surveyed, five 

were offering some sort of IRA plan: one offered 
a variable rate plan only, two offered a fixed rate 
plan only, and two offered both a fixed and 
variable rate plan. The one large credit union not 
offering an IRA plan stated that it was in the 
process of establishing such a plan. 

Of the plans offered, there were six fixed rate 
plans. The average (mean) rate of return on these 
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T a b l e 4 . M i n i m u m D e n o m i n a t i o n 

18-Month IRAs 30-Month IRAs 

Small Commercial Banks 
Large Commercial Banks 
Small S&Ls 
Large S&Ls 

Variable Rate Fixed Rate 
High Low Median High Low Median 

2000 0 50 1000 250 500 
250 0 100 1000 0 100 
500 25 100 1000 50 500 
500 10 100 250 0 100 

Fixed Rate 

High 

1000 
1000 
1000 
5000 

Low Median 

500 500 
100 500 
100 500 
100 500 

was 11.95 percent (the median-13.02 percent). 
These plans required an average minimum denom-
ination of $506.66 (the median—$262.50). Three 
variable rate plans were offered, with the average 
rate of return being 13.83 percent (median— 
14.03 percent) and the average minimum de-
nomination being $500 (median—$500). 

Of the six small credit unions called, only one 
offered any IRA programs, three stated they 
would offer in the near future and two had no 
immediate plans for an IRA program. The one 
that did offer a program offered three plans, all at 
a fixed rate of interest. The rates of interest were 
9.30, 10.38 and 11.99 percent with minimum 
denominations of $0, $500 and $2000, respec-
tively. 

Insurance Companies 
The survey indicated that depository institutions 
are going to get stiff competi t ion from national 
insurance and securities firms, at least. All of 
these national firms surveyed offered IRAs. In-
surance companies surveyed included 9 national 
firms and 12 regional firms. Well before the 
Economic Recovery Act of 1981, the large in-
surance companies had inherent in their system 
established retirement plans and, as January 1, 
1982 rolled around, already had the fundamental 
structure to set up a qualified IRA program. Of 
the smaller insurance companies contacted, less 
than half reported that they had an IRA program 
in effect. Those that offered a program, had one 
similar, if not identical, to the national firms. The 
basic IRA program described by most companies, 
an annuity type plan, differed very little from the 
standard annuity plans that the companies have 
been offering for a number of years. 

FEDERAL RESERVE BANK O F ATLANTA 

Two basic variations of the annuity plan were 
described by the insurance companies, the flex-
ible load annuity and the no-load annuity. As far 
as the structure of the annuity was concerned, 
both options were similar: the annuity, or annui-
tization, was defined to be an insurance contract 
that required payments over a period of time. As 
the contract reaches maturity, the owner of the 
annuity has the choice of how he wants to 
withdraw the money, either in a lump sum 
(which would be subject to severe taxation) or in 
any installment plan that he and the insurance 
company agree upon. 

The two options seemed to differ in only two 
areas, rates of return and fees (or penalties). The 
flexible load annuity tended ' to offer a slightly 
higher rate of return on the principle, but fees 
and possible penalties were attached to the front 
end of the payments. For example, one firm 
offered a flexible load annuity in which there was 
an annual fee of $25 throughout the life of the 
annuity plus a charge of 8 per cent of each 
payment into the annuity for the first four years 
of the plan; there were no explicit penalties for 
withdrawing from the annuity prematurely (other 
than those prescribed by law). The no-load 
annuity offered a slightly lower rate of return 
than the flexible load annuity, but there were no 
service charges or administrative fees. However, 
there was a penalty for withdrawing from the 
plan prematurely; the penalty was a gradually 
downgrading percentage that faded out over a 
period of time. For example, one firm offered a 
no-load plan with no administrative costs to pay, 
but there were penalties for withdrawing: 10 
percent of the principal for withdrawing in the 
first year, 9 percent for withdrawing in the 
second year, 8 percent in the third year, and so 
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"The survey indicated that depository institutions are going to get 
stiff competition from national insurance and securities firms." 

forth until there was no penalty for withdrawing 
in the eleventh year. 

It should be noted that a number of the 
companies fell into a category somewhere in 
between the two mentioned above, where there 
was a slight administrative fee, but the downgraded 
penalty system was not quite as lengthy (five 
years downgraded instead of ten, for example). 
Some firms required an initial establishment fee, 
then fol lowed the basic structure of the no-load 
plan. Other firms claimed to fall into one plan or 
the other, but described as part of their plan 
characteristics of both. 

Smaller insurance companies were not so 
quick to get into the IRA business. Only 5 of 12 of 
the regional firms we contacted offered IRAs; 
each had one annuity plan. Three were flexible 
load plans; two were no-load plans. 

The rates that the large insurance companies 
were offering on the annuities fell somewhere 
between 13 and 15 percent, with the flexible 
loads bringing in perhaps .5 to 1 percent higher 
than the no-loads, on the average. The regional 
companies tended to offer somewhere between 
11 and 12 percent. The rates quoted were, for 
the most part, variable rates, usually changing 
once a year. Some firms stated that they were 
required by state law (Florida law) to hold the 
rate fixed for at least 6 months. Every firm 
guaranteed a base rate of at least 3 to 4 percent 
throughout the life of the annuity. 

Most companies described a "disabil ity rider" 
that would be attached to each contract. Quoted 
as being the "selling factor" by one firm, the 
disability rider guarantees that, in case of disability 
(and some firms included death), the average 
payment of the annuity holder would be continued 
by the insurance company until the holder, or his 
benefactor, reaches the age of retirement. 

Most of the insurance companies contacted 
could handle payroll deduction IRAs, but only a 
small number of those actually had a program in 
action. Generally, the insurance company would 

use the same program available to any individual 
for payroll deduction, although a couple of firms 
stated that they would customize a plan for a 
business. Under most plans, the employer would 
be responsible for the bulk of the administrative 
work such as collecting and sending the money, 
as well as sending a breakdown sheet of individual 
contributions to the insurance company. The 
insurance company would charge a flat fee for 
maintenance of the annuities to the employer; 
the employer could then decide whether or not 
to pass on the cost to the employee. Some firms 
suggested that it would be beneficial, in terms of 
employee relations, for the company to absorb 
the cost itself. 

Securities Firms 
We contacted eight national securities firms in 

the survey and each one was ready to compete 
for the funds that were expected to come to 
market in January, 1982. From the eight firms 
came three distinct types of programs for inves-
ting funds with respect to the new I RA regulations. 
These programs were either a self-directed invest-
ment plan, a plan that invests the customer's 
money in various types of mutual funds, or in a 
plan that places funds in a money market fund. 
Most firms, if they offered more than one of 
these plans, provided the option of moving 
funds freely between them, dividing funds be-
tween them or simply concentratingtheir money 
on one. 

Of the eight firms, six offered a self-directed 
investment plan. The customer can direct his 
funds into any type investment that the brokerage 
house deals in and that is not prohibited by law. 
Most of the establishment and maintenance fees 
were fairly uniform throughout the six firms, with 
establishment fees falling between $20 and $25 
and maintenance fees falling between $20 and 
$35 per year. Initial deposits to the account 
varied greatly, however, with three firms requiring 
no minimum, one requiring only $100, and the 
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"The large potential market for IRAs attracted most of the large financial 
institutions in the region and a substantial proportion of the small ones." 

other two requiring $1,500 and $2,000, respec-
tively; none of the six set a minimum additional 
deposit. When it comes t ime to move funds from 
one stock to another, two firms require no 
transaction fee, while the other four levy some 
type of commission on the sum moved. 

Five of the firms also offered custodial type 
accounts. One of these offered two accounts 
which had different minimum deposits and ser-
vice charges. Establishment fees varied from a 
maximum of $25 to no fee at all. Maintenance 
fees varied as much, ranging from $2.50 per year 
to $30 plus 1.3 percent peryear. M in imum initial 
deposits ranged the entire spectrum, from a 
maximum of $2,000 to no set amount at all. Only 
one firm required a set additional minimum 
deposi t , and that was set at $10. Two firms do 
not levy any sort of explicit termination fee when 
the investment is pulled, but the other three 
penalize the cancellation in some way. 

The mutual funds offered the customer several 
directions in which a customer could invest his 
money. Key areas were short term investments, 
capital investments, and bond and securities 
investments. The short term investments are 
those that concentrate on maximum current 
income in one or several money market instru-
ments. The capital investments concentrate in 
common stocks of companies seeking long-term 
capital growth and appreciation; current income 
in these is of secondary importance. Bond and 
securities investments seek maximum current 
income by concentrating on government and 
corporate bonds and securities. These are three 
very general groups; individual firms break down 
and consolidate these as they deem marketable. 
Most firms allow freedom of movement between 
these groups as the customer desires. 

Four of the firms offered their own money market 
funds. These varied with the individual firm, with 
only one charging an establishment fee ($5) and 
the maintenance fee for all ranging around the 
$2 mark. Two firms required a minimum deposit 
of $250 and $300, respectively, to initiate the 
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account, while the other two left it open. Addi-
tional deposit requirements ranged from an 
open amount up to $ 100. The money market funds 
was the only group that guaranteed any sort of 
return, and this was a variable rate, with the rates 
ho ring around the 12 to 13 percent mark in 
early January. 

Of the eight firms, six replied that they would 
participate in a payroll deduction IRA program if 
given the chance. Five said they would use the 
same plans already set up within their organi-
zations, probably making available only the mutual 
funds program. One firm, however, said that they 
would work with the company to set up a 
program suitable for all involved. 

The small securities dealers were a special 
group in that each of those surveyed tended to 
be highly specialized. Because of the competitive 
market they were in, as well as factors relating to 
limitations of size, these local or regional brokers 
dealt mainly in one type of investment. Such 
investments included agricultural commodities, 
local utilities, etc. It was very difficult, quantitatively 
or qualitatively, to analyze any endeavors that 
they were undertaking in the newly opened 
market for IRA customers. Nine of the 12 smaller 
firms were offering I RAs but, upon further ques-
tioning, we discovered that each plan offered 
was not unique to the individual firm. Generally 
speaking, these firms acted as an intermediary 
between their customers and larger national 
brokerage houses, or nationally marketed mutual 
funds. They themselves were not responsible for 
the management of the IRA funds. They simply 
advised customers on an array of what was being 
offered and then received a fee from the com-
pany actually handling the IRA funds. 

A Summary of Survey Results 

Our survey indicated that the large potential 
market for IRAs attracted most of the large 
financial institutions in the region and a substantial 
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proportion of the small ones. Generally, the 
larger institutions offered market rates for the 
IRA funds while the smaller ones offered some-
what lower rates. Rates paid, particularly by 
larger institutions competing in metropolitan 
areas, were competit ive with similar rates being 
offered in the market. There seemed to be little 
or no discount for the tax exempt status of the 
IRA similar to the discount usually seen in the 
tax-exempt securities markets. This finding may 
be explained by the recent decline in the spread 
between yields on tax-exempt securities and 
Treasury securities. It may also result from issuing 
institutions' desire to attract IRA customers who 
establish a long-term relationship with the issuer 
when they establish the IRA. Market rates should 
offer savers a considerable incentive to use I RAs. 

Our study indicates that savings and loan 
associations paid higher interest rates than banks. In 
large institutions the median differential between 
thrifts and banks on 18-month flexible rate ac-
counts was.19 percent—close to the.25 percent 
differential commonly found in deposit rate 
regulation. However, on other accounts the dif-
ferential was considerly higher. 

We found a large variation in rates within each 
institutional type. Though the median rate was 
an approximation of market rates, rates within 
institutional types varied by as much as 3.67 
percentage points between high and low rates 
on 18 month fixed rate accounts at large com-
mercial banks and 4.74 percentage points on 18 
month variable rate accounts at large S&Ls. One 
would expect such price variations to diminish 
over time, particularly since we have found 
region-wide offerings of I RAs at uniform rates by 
competing insurance companies and securities 

dealers. The early variation may well be a result 
of inexperience in pricing of consumer accounts 
by depository institutions. Rates offered by large 
insurance companies were generally similar to 
those on fixed maturity I RAs offered by banks 
and savings and loan associations. Half of the 
large insurance companies' plans and all but one 
of the large securities dealers' plans carried 
annual maintenance charges. Only a small pro-
portion of the plans offered by banks and savings 
and loans carried maintenance fees. The security 
dealers' plans, on the other hand, generally 
offered a choice among investment vehicles at 
one institution. 

Our survey indicates that, when rates are not 
limited, depository institutions have offered an 
approximation of market interest rates on t ime 
deposits. Nondeposit institutions competing for 
the same funds have also been close to market 
rates. Each institution structured its plan or plans 
somewhat differently, and each type of institution 
used its own powers to differentiate its offering. 
As interest rate ceilings are removed over the 
next V h years, depository institutions wil l be 
faced with more and more situations like this 
one—unregulated interest rates and the oppor-
tunity to go head-to-head with previously unreg-
ulated competitors. Their behavior in the IRA 
situations indicates that these newly deregulated 
institutions will be strongly influenced by their 
market. 

—B. Frank King, 
Delores Steinhauser, 
Jody Fletcher, 
and Michael Taylor 
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