
MMDAs and 
Super NOWs: 
The Record So Far 

The money market deposit account (MMDA) 
is one of the most successful new accounts 
ever to be offered by commercial banks or, for 
that matter by any type of financial institution. 
In the course of just four and one-half months 
this new instrument pulled in better than $340 
billion, dwarfing the combined total of the 
money market mutual funds. Super NOWs, 
while enjoying some success, have by no means 
measured up to expectations. This article tracks 
the history of these new accounts and reports 
on a recent Atlanta Fed survey on their character-
istics and public acceptance in the Sixth Federal 
Reserve District. 

Characteristics of the New Accounts 
The MM DA has the following characteristics: 

(1) the account must have an initial average 
balance of at least $2,500; (2) the account does 
not have to have a minimum maturity require-
ment but the offering institution is required to 
reserve the right to require at least seven days 

An Atlanta Fed survey revealed wide variations in 
interest rates on both MMDA and Super NOW 
accounts. Unless its features are adjusted, the Super 
NOW account seems unlikely to match the MMDA's 
popularity with consumers. 
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notice prior to withdrawal; (3) the account has 
no interest rate ceiling on deposits as long as 
the average balance requirements are met; (4) 
the account can be checkable, but the account 
holder is limited to a total of three preauthorized 
transfers and no more than three checks per 
month; (5) deposits in MMDAs up to $100,000 
are insured; (6) the reserve requirement on the 
MMDAs is zero on personal accounts and 3 
percent on nonpersonal accounts; (7) the ac-
count is available to all depositors including 
corporations. 

The Super NOW account differs from the 
MMDA in three important respects. First, the 
Super NOW account provides the depositor 
with unlimited checking facilities. Second, it 
carries transaction account reserve requirements 
that effectively reduce the interest rate the 
financial institution is willing to offer the depositor. 
Therefore, the money market accounts, having at 
most a small reserve requirement, carries higher 
rates than the Super NOW. Third, the Super 
NOW account is available to individuals, pro-
prietorships, and nonprofit organizations but not 
to corporations. 

Banks and thrifts nationwide actively advertised 
the new accounts. Price competition was re-
markable in some areas. For example, many 
banks and thrift institutions in the Atlanta area 
advertised what was termed a "bridge account" 
that would automatically convert to an MMDA 
on December 14. In order to attract consumer 
attention, many of the Atlanta institutions offered 
high interest rates on these new accounts. 

First National Bank of Atlanta started the 
melee by offering 18.65 percent for the first 
30 days on its money market deposit accounts. 
The 18.65 percent did not reflect market condi-
tions for money but instead represented the 
date that the First National Bank was chartered. 
Reacting to this offer, many of the banks and 
S&Ls in the Atlanta area quickly jumped in and 
advertised introductory rates ranging from 20 
to 22 percent for the first 30 days. The result 
was a very rapid inflow of funds into the new 
type of account. In fact, it was such a rapid 
inflow of funds that the offers were either 
severely limited or eliminated after just a day 
and a half to two days. Although the Atlanta 
experience was unique in the nation in terms of 
the number of institutions involved, a substan-
tial number of financial institutions across the 
country offered rates at these levels. By all 

indications the attempt was extremely success-
ful. For example, one bank in the Coral Gables, 
Florida area attempted to raise $5 million by 
offering 25 percent on a bridge account going 
into an MMDA. Within two days this bank had 
raised better than $20 million and was forced 
to discontinue the offer. (This bank almost 
doubled in size as a result of offering 25 
percent on MMDA accounts.) 

"The funds remained 
even when rates fell..." 

Although the Atlanta banks were trying to 
attract permanent money, the extremely high 
rates offered on these MMDA accounts were 
expected to draw "hot money," money that is 
very sensitive to interest rates. In general the 
Atlanta banks expected a substantial outflow 
of these funds when rates returned to more 
normal levels. A survey of the institutions, 
however, revealed that funds shifted into the 
new types of accounts were by and large not 
hot money. The funds remained even when 
rates fell to a level comparable to those offered 
by the money market mutual funds. The extreme-
ly high rates were in effect for only 30 to 45 
days. Some of the bridge accounts were initiated 
almost 15 days prior to December 14, the date 
on which the MMDA could be offered, which 
meant that the depositor could earn the intro-
ductory high rate for the period covered by the 
bridge account and the first 30 days of the 
MMDA. Four days after the 30 day period had 
expired, a telephone survey of Atlanta bankers 
indicated that they lost less than ten percent of 
the funds attracted by the high introductory 
offer. The Atlanta banks have continued to 
build these accounts and have experienced no 
strong runoff as a result of going back to market 
rates comparable to those offered by the money 
market mutual funds. 

Other than the characteristics mandated by 
the DIDC, the characteristics of the new account 
were left largely to the financial institutions 
offering the accounts. For instance, although 
the DIDC mandated a $2,500 minimum balance 
requirement, financial institutions can require 
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substantially greater minimum balances. Al-

!

though the DIDC authorized financial institu-
tions to allow checking privileges on the new 
account they are not required to do so. As a 
result, the exact characteristics of the MMDAs 
differed substantially among financial institu-
tions. For example, some commercial banks, in 
the belief that the consumer was looking for an 
investment account and not a transaction ac-

4 count, did not offer the checkable privileges on 
r their MMDAs. This reduced their costs and 

allowed them to pay slightly higher rates than 
the MMDAs, which carry the checkable privi-
leges. 

Financial institutions also have a great deal of 
leeway in shaping their Super NOW offering. In 

j fact, in an attempt to avoid the reserve require-
ments imposed on the Super NOW accounts, 
at least one financial institution offered what 
appeared to be a Super NOW but what was in 
fact an MM DA tied by a sweep arrangement to 
a regular NOW account. Since the MM DA 

f account allows three preauthorized transfers 
f and up to three checks per month, a sweep was 

^ used to automatically transfer funds from the 
MM DA account to a checkable NOW account, 

V . thus avoiding the reserve requirements on the 
Super NOW while allowing the depositor un-

* limited checking facilities. 

The obvious reasons why the Super NOW 
has experienced less success than the MM DA 
are that the MM DA was offered first with 

i limited checkable privileges, and the MM DA 
pays a higher rate to the depositor because it 

*!» lacks reserve requirements on personal accounts. 
The depositor gains little by establishing a 
Super NOW unless the unlimited transaction 

• facility is necessary. Therefore, it is not surprising 
that the Super NOW has experienced less 
consumer acceptance than did the MM DA 

^ # Table 1 shows a comparison of the size of the 
MM DA and Super NOW relative to other types 
of accounts as of April 1983. 

To understand more about the MMDA and 
# the Super NOW accounts, the Federal Reserve 

Bank of Atlanta surveyed institutions within 
„ ,, p our district. We wanted to find out: (1) what 

were the characteristics of the Super NOW and 
the MMDA accounts currently being offered; 
(2) what were the sources from which funds 
flowed into these accounts and (3) how were 

4 consumers accepting the new accounts. 

» 1 * 
FEDERAL RESERVE BANK O F ATLANTA 

I 

Table 1 . MMDA and Super NOW Deposits in U.S. 
Compared to Other Types of Accounts 
($billion as of end of April, 1983) 

Total 

MMDA 341.2 
Super NOW 29.4 

Demand Deposits 242.3 
Other Checkable Accounts* 90.8 
Savings Deposits** 322.7 

Money Market Mutual Funds*** 176.1 

* excluding Super NOW 
" MMDA 
*** General Purpose, broker/dealer and Institutional, 

taxable funds only. 

Results of the Sixth District Survey 
The survey consisted of a random sample of 

1 76 banks and S&Ls in the Sixth Federal Reserve 
District. It was carried out over a one month 
period, and each respondant was resurveyed 
during the middle of April to establish compara-
tive rates on the MMDAs and Super NOWs. Of 
the total number of organizations surveyed, 
approximately 80 percent of the institutions 
offered both the MMDA and the Super NOW 
account Sixteen percent offered only the MMDA 
and only 6 percent said that they offered neither. 
Clearly, the Super NOW account is viewed as a 
complementary service to the MMDA; the Super 
NOW was never offered by itself (see Table 
2). 

Of those institutions that offered both the 
MMDA and the Super NOW, 84 percent 
allowed checks to be written against the MMDA 
account. Of those institutions that were only 
offering the MMDA account, 91 percent allowed 
checks to be written against these accounts. In 
the case of banks that offered only the MMDA 
accounts, we found that 100 percent allowed 
checks to be written against the MMDA ac-
counts. Only some S&Ls offering only the 
MMDA accounts would not allow checks to be 
written against these accounts. 

Ninety one percent of the institutions offering 
the MMDA required only $2,500 as their mini-
mum. One percent required $3,000, seven 
percent required $5,000 as a minimum and only 
one required $10,000 or more as a minimum 
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Table 2. Banks and S&Ls Offering MMDA and/or 
Super NOW Accounts 

Percent of 
Banks and 

S&Ls 
Percent of 

Banks 
Percent of 

S&Ls 

MMDA and 
Super NOW 80 79 82 

MMDA Only 16 16 16 

Super NOW 
Only 0 0 0 

Offering 
Neither 
Account 6 5 4 

Source: Federal Reserve Bank of Atlanta Survey 

initial deposit. These same institutions that also 
offered Super NOWs indicated that 94 percent 
required the $2,500 for the Super NOW, zero 
required $3,000, five percent a minimum of 
$5,000 deposit and one percent required $10,000 
or more. Of those institutions that offered only 
the MM DA, 91 percent required $2,500, five 
percent required $5,000 and five percent required 
$10,000 or more. Few institutions were giving up 
the checkable feature as a cost saving method. 

Some of the money market mutual funds also 
require that you make minimum additional 
deposits. We thought it would be interesting to 
find out how many of the banks and S&Ls 
reserved this privilege also. We found that of the 
organizations that offered both the MM DA and 
Super Now accounts, 87 percent had no minimum 
on additional deposits. Only six percent had 
$100 minimums, five percent had $500 minimums 
and one percent required a minimum of $2,500 
on additional deposits. For the Super NOW, the 
same group, 95 percent required no minimum 
size on additional deposits, four percent required 
$100 and one percent required $500. Of those 
institutions offering only the MM DA, 100 percent 
indicated that they had no minimum additional 
deposit size requirement. 

If the minimum balance on the MMDA falls 
below $2,500 and following customer notification 
is not brought back to this level, the account falls 
out of the MM DA category and is reservable as a 
transactions account. This effectively increases 
the commercial bank's cost associated with the 

account. If the same occurs on a Super NOW 
account, it becomes ineligible to pay money 
market rates. Therefore, we examined the pen-
alties on account holders whose accounts fall 
below the minimum $2,500. We found that in 
the institutions offering both the MMDA and the 
Super NOW 69 percent had no charge on an 
MMDA that falls below the minimum balance. » 
Only 31 percent of these institutions had a 
specific charge for an account holder whose 
account dipped below the $2,500 minimum. 
The range of the charges ran from $3 to $15. 

Turning to those same institutions that were 
offering Super NOW accounts, we found that 50 
percent of those had no charge, but the remaining 
50 percent that did charge required between $2 
and $15 as a penalty. The same held true for 
those institutions that offered only the MMDA 
account. Sixty-four percent had no specific 
charge on accounts whose balances dipped 
below the minimum. Those that did, however, 
said their average charge ran between $2 and 
$10 for such a penalty. 

To expand on this a bit, when the balances 
drop below $2,500 the account effectively 
converts to a NOW account on which banks and 
S&Ls may pay no more than 51/» percent. Most of 
the institutions applied these rates when mini-
mum balances dipped below the $2,500 mark 
while still considering them MMDAs or Super 
NOWs. However, a minority of institutions 
either switched the account to a different type of 
account, paid a lower rate of interest or paid no 
interest when balances fell below $2,500. 

Sixty-nine percent of the institutions that 
offered both the MMDA and the Super NOW 
indicated that if the minimum balance require-
ment was not met that they simply paid 51/» 
percent interest on the account without restruc-
turing the account. Only three percent paid no 
interest on these accounts, 1 8 percent switched 
them to NOW accounts and nine percent 
switched them to passbook savings. The per-
centages were very similar on the penalties 
associated with the Super NOWs. Sixty-five 
percent simply left them in the Super NOW 
category but paid only the 51/» interest, 2 percent 
reduced the interest to 3 percent, 5 percent paid 
no interest at all, 20 percent shifted them back to 
a regular NOW account by changing the structure 
and nine percent switched them into passbook. 
Of those institutions that offered only the 
MMDA, 91 percent simply reduced the interest 
payable on the account to 51/» percent, 5 percent 
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switched them into NOW accounts and the 
remaining 4 percent went into passbook savings. 

Another penalty associated with below mini-
mum balances had to do with increased fees for 
checking. Only 4 percent of the institutions 
surveyed actually applied an increase to the fees 
they charge for checking privileges if the MMDA 
balance dipped below the minimum. The average 
increase was approximately 50 cents per check 
but ranging between an increase of 20 cents to 
$1 per check cashed. On the Super NOWs the 
average increase in fees was 30 cents per check 
with a range from 15 cents to $1. Interestingly, 
none of the S&Ls increased their checking fees 
on MMDAs and only six S&Ls increased their 
checking fees on Super NOWs when minimum 
balances fell below the required level. 

We were also interested in how the institution 
establishes the rate it pays on the MMDA. In the 

"Only 28 percent of MMDAs and 
Super NOWs were indexed to a 
market instrument." 

vast majority of instances the actual rate on the 
MMDA was established by a management 
decision either based on local market conditions 
or on the institution's desire to maintain a 
spread, usually four to five percent, between its 
loan rate and its cost of funds. Only 28 percent of 
those institutions offering both MMDAs and 
Super NOWs said they indexed their offer rates 
on MMDAs to some type of market instrument. 
Eight percent tied their rate to the 91-day 
treasury bill rate and 5 percent tied their rate to 
the 182-day treasury bill rate. Another 6 percent 
tied their rate to an average of the money market 
fund rates and 8 percent tied their rates to time 
certificate deposits. Only one percent failed to 
specify. Twenty-three percent of these same 
institutions indexed their rate on the Super 
NOW. The percentages going to each of the 
above categories of market instruments were 
approximately the same. Of those institutions 
that offered only the MMDA account, 23 
percent indexed their rate to a money market 
instrument, 9 percent to 91-day treasury bills, 
nine percent to money market funds and 5 
percent failed to specify. 

We found that approximately 72 percent of all 
firms adjusted their rates weekly. Eleven percent 
adjusted their rates monthly on the MMDAs. 
Rate revisions on Super NOWs tracked those on 
the MMDA very closely. Interestingly, in terms of 
how long these rates are guaranteed, 20 percent 
of the institutions did not guarantee the rate at all 
on either type of account. Twelve percent had a 
one day guarantee, 58 percent guaranteed it for 
a week and 10 percent guaranteed it for a month. 
Therefore, the guarantee and the interest rate 
vary substantially among institutions. 

S&Ls tended to pay higher rates on both 
MMDAs and Super NOWs than commercial 
banks. On average, commercial banks paid 
8.2 percent on MMDAs, and their rates ranged 
from 6 percent to 9.3 percent during the 
middle of April. The average paid by S&Ls on 
MMDAs was 8.4 percent, ranging from a high of 
9.5 percent to a low of 7.5 percent. Therefore on 
the MMDAs, S&Ls paid approximately 25 basis 
points more than banks on average. 

On the Super NOWs the story is much the 
same. S&Ls paid an average of 7.4 percent for 
Super NOWs, ranging from 6 to 8.5 percent 
Banks paid an average of 7.2 for Super NOWs 
ranging from 6.0 to 8.8 percent. These tremen-
dous rate variations among similar types of 
institutions as well as between different types of 
institutions indicate that neither MMDAs nor 
Super NOWs may be classed as a homo-
geneous account. 

Consumers should be aware of the rate 
differential—among banks a differential on 
MMDAs of 325 basis points and among S&Ls a 
200 basis point spread. The differential between 
banks and S&Ls over all markets ranged from 50 
basis points to 150 basis points for MMDAs. 
Similar spreads were found for the Super NOWs. 
Consumers who want to maximize the return on 
their savings should consider not only the type of 
institutions paying the highest yield but also the 
return offered by specific institutions; it really 
makes a difference. 

Turning now to service charges other than 
those associated with penalty charges because 
of below minimum balances, we find that 
approximately 69 percent of the firms surveyed 
had no monthly fees associated with the MMDA 
and 56 percent had no minimum fees associated 
with the Super NOW. Five percent indicated 
they had a flat fee on the MMDA that ran from 
$2.50 to $10, and 24 percent of the firms 
interviewed indicated that they had a flat fee on 

f. FEDERAL RESERVE BANK O F ATLANTA 1 9 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

June 1983



History 

The Banking Act of 1933 authorized federal regulatory 
agencies such as the Federal Reserve to establish interest 
rate ceilings on deposit accounts at commercial banks 
and prohibited the payment of interest on demand deposits1 

The objective was to limit potentially ruinous price 
competition among commercial banks in order to ensure 
a safe and sound banking system for the public. As a 
result of these regulatory imposed interest rate ceilings on 
deposit accounts commercial banks were less able to 
compete through price among themselves. They were 
also restricted in the degree to which they could compete 
through price with financial institutions not subject to rate 
limitations. As long as market interest rates remained low 
and commercial banks were viewed by the public as 
providing a service or set of services that could be 
provided by no other type of financial institution, banks 
felt little competitive pressure from nonbank competitors. 
The public was offered no real alternative to demand 
deposit accounts and time and savings accounts that 
carried interest rate ceilings. 

This situation continued until the late 1960s and early 
1970s when banks began marketing large C D s aggres-
sively to attract consumers. Consumers with sufficient 
funds also became interested in the direct purchase of 
Treasury Bills as interest rates rose. Consumers with 
insufficient resources to enter these markets were 
unable to acquire the higher yielding assets. 

Then, in 1972, innovators created the first money 
market fund, basically a mutual fund pools the funds of 
many shareholders and invests the resulting funds in 
money market instruments. These funds turned out to be 
the inspiration for the new MMDA account offered by 
commercial banks. Money market funds grew rather 
slowly, at the end of 1977, 50 funds held approximately 
$4 billion in assets. However, in 1978 in response to 
rising short-term interest rates, net assets of money 
market mutual funds increased to better than $11 billion. 
As short-term interest rates continued to rise through 
1979 and early 1980 the number and net assets of 
money market mutual funds exploded. By the end of 
1980 money market mutual funds contained better than 
$74 billion in net assets. These funds continued to 
increase during 1981 and 1982, reaching a peak on 
December 1, 1982, at $232 billion. 

As interest rates rose, small depositors found them-
selves increasingly disadvantaged by not being able to 
earn market rates through their commercial banks. The 
banks, in effect, were being subsidized by the small 
depositor. A bank was required by law to pay no more 
than 5Va percent on time and savings accounts, but could 
lend these funds at prevailing market rates. While market-
determined rates were slightly higher than the ceiling 
rates, small depositors were unconcerned. But when 
market rates exploded and the spreads widened, the 
small depositors began looking for alternative accounts 
that would pay market rates. In money market funds, 
consumers found what they were looking for. 

The money market funds were based on a fairly simple 
concept. Small depositors were unable to invest in 
relatively safe instruments like commercial paper, com-
mercial bank certificates of deposits, and treasury bills 
because of the large minimum denominations in which 
these instruments were offered. The money market funds 
simply accumulated or pooled the resources of interested 
investors and then acquired the money market instru-
ments paying high rates. The result was a money market 
instrument available to small depositors that would pay 
money market rates. 

Later, in search of higher yields or risk diversification, 
these funds began to invest in other types of instruments 

such as bankers acceptances, Eurodollars, repurchase 
agreements and U.S. agency securities, but the basic 
concept remained the same. Pool the resources of small 
investors, invest in money market instruments with mini-
mum denominations larger than the small investor could 
afford, and then divide up the earnings of the pooled ' 
funds in proportion to the size of the investors' deposits. 
As history shows, this was a very successful strategy. 

As money market rates continued to climb during 1979 
and early 1980, the money market funds continued to 
attract deposits at a rate which alarmed the regulated 
institutions. The plight of the thrift institutions exemplified 
the problem. As market-determined interest rates rose 
and banks and other regulated financial institutions were 
unable to offer competitive rates on deposits, an outflow 
naturally followed. Funds moved out of banks and thrifts 
into the money market funds paying the attractive rates. 
This outflow caused the S&Ls serious problems because 
they had funded long-term loans with short-term deposits 
subject to Regulation Q (interest rate) ceilings. In an 
attempt to reattract these funds or at least stem the 
outflow, commercial banks and thrifts were authorized to 
offer money market certificates in June 1978. The 
certificates were indexed to the six month treasury bill 
rate and were available in denominations as low as 
$10,000. Other indexed certificates were to follow, but 
the net effect was to raise substantially the thrifts' cost of 
funds. In the absence of indexed certificates, depository 
institutions would have experienced even greater outflows 
which would have aggravated the situation further. As the 
investor sought higher returns, S&Ls faced the prospect 
of having to fund a larger portion of their outstanding 
loans with instruments that paid money market or near 
money market rates. Because the majority of their loans 
were carried at the low rates prevailing during the period 
in which the loan was actually made, the S&Ls found 
themselves paying more to attract funds than they were 
receiving on their loans. The result was severe pressure 
on profits resulting in the inability of a number of these 
institutions to survive. 

Reflecting in part these pressures, Congress passed 
the Depository Institution Deregulation and Monetary 
Control Act of 1980, which among other things authorized 
the phaseout of Regulation Q restrictions. This act also 
established the Depository Institutions Deregulation 
Committee, (DIDC) composed of the secretary of the 
Treasury, the chairman of the Federal Reserve Board, the 
Comptroller of the Currency, the chairman of the Federal 
Deposit Insurance Corporation, the chairman of the 
National Credit Union Administration and the chairman of 
the Federal Home Loan Bank Board. The purpose of this 
committee is to oversee and establish rules for the 
ultimate deregulation of interest rate ceilings. 

The plight of the savings and loan industry and 
continuing high interest rates were partially responsible 
for the passage of the Garn-St Germain Depository 
Institutions Act of 1982. Section 327 of this act directed 
the Depository Institutions Deregulation Committee to 
authorize commercial banks, S&Ls and mutual savings 
banks to offer money market accounts free of any 
interest rate ceilings. The committee was instructed to 
structure the new account in such a way as to make it 
directly competitive with accounts offered by money 
market mutual funds. The committee quickly responded 
and on December 14, 1982 the MMDA was born. The 
DIDC then surprised the financial community by giving 
birth to another account dubbed the Super NOW. 
Regulated institutions found themselves with two new 
accounts directly comparable to that offered by the 
money market funds. 
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Super NOWs that varied from $1 to $10. Of 
those firms offering Super NOWs, another 20 
percent had tiered fees that ranged from $2 to 
$10 depending on the size of the account 

We found that institutions differed in the way 
they established their rate schedules on the 
MMDAs and the Super NOWs. Some institutions 
pay a flat rate on all funds in either one of these 
accounts. Other institutions tiered their rates by 
deposit size. In the category of institution 
offering both the MMDA and the Super NOW, 
we found that 92 percent paid a flat rate on all 
funds deposited. Only 8 percent of that group 
tiered their rates. The flat rates ranged between 6 
percent and 9.5 percent, an average of 7.9 
percent This indicates that among institutions 
there was better than a 3% point differential 
between rates paid during the middle of the 

"An estimated 20 percent or less 
of MMDA funds came from money 
market mutual funds." 

month of April. I n terms of those tiered rates, we 
found that the progression normally had cutoff 
points at $5,000 and $20,000 and the increase in 
the interest rate differentials averaged about 40 
basis points. These same institutions indicated 
that on their Super NOW account 95 percent of 
them had flat rates. The rates range between 
5.25 and 8.75 percent, indicatingagain a range of 
approximately 31/2 percentage points depending 
on the institution. The tiering structure was 
slightly different on the Super NOW accounts; 
the breaking points tended to be at $5,000 and 
$20,000 and the interest rate differential varied 
from 25 basis points to 100 basis points with the 
average being somewhere in the neighborhood 
of about 75 basis points. Of those financial 
institutions that offered only the MMDA account 
their flat rate, tiered rates and spreads matched 
those of the institutions that offered both the 
MMDA and the Super NOW. 

Only six institutions had any type of with-
drawal penalty. Seventy-two percent of the 
institutions that offered both MMDAs and Super 
NOWs had no fee for writing checks against the 
MMDAs, and 60 percent had no charge for 

checks written against the Super NOW. Of the 
same type of firms, one percent indicated that 
there was a flat service charge on the MMDA, 
and 18 percent had a flat fee on the Super NOW. 
Twenty-five percent of these firms had a service 
charge based on the number of checks written 
against the MMDA, and fourteen percent had 
the same type of charge on the number of 
checks written against the Super NOW. Again, 
these charges can affect the effective yield on 
the MMDA or Super NOW, and the consumer 
should be aware of the vast differences in 
charges by various institutions. 

Some institutions use additional benefits to 
attract consumers to the Super NOW or the 
MMDA The most popular types of additional 
benefits were: revolving line of credit, traveler's 
checks, a toll free phone number, bill paying 
feature (pay by phone), bonus on MMDAs if 
check is drawn on a money market fund, and free 
checking account with an MMDA. 

Where did the $340 billion that flowed into 
the banks and S&Ls come from? Although many 
of the firms contacted could not answer this 
question, those that estimated the sources said 
about 20 percent or less came from money 
market mutual funds. Approximately 60 percent 
of the funds were inhouse. The remainder came 
from other banks and S&Ls in the local area or 
credit unions. Because the MMDA became 
available soon after the maturity date on a large 
volume of the all savers certificates, it was 
virtually impossible for these banks to indicate 
exactly where these funds were coming from. A 
lot of money transferred from the all savers 
certificate was put into very short-term instru-
ments in order to be switched into the MMDA 
account at some later date as were funds from 
other money market instruments. Some of these 
funds apparently went into the overnight repo 
market, some were simply deposited into savings 
accounts, and some went into demand deposit 
accounts. In addition, funds being transferred 
from one institution to another may have gone 
through the demand deposit account of either 
the receiving institution or of another local 
institution that perhaps did not offer the MMDA, 
therefore further clouding the issue. 

Conclusions 
The MMDA and Super NOW are not stand-

ardized animals. They vary in terms of their rates, 
their penalties, their structure among institutions 
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Table 3. Summary Table. Selected Characteristics of the MMDA and Super NOW 

Bank S & L 

1. Percent of Firms using 
Flat Rate Interest 
Tiered Rate Interest 

2. Flat Rate Interest 
Average 
Range 

3. Fees for checking 
None 
Flat Fee 
By Balance of Account 
By Number of Checks Written 

4. Rates 
Reviewed: Daily 

Weekly 
Monthly 
No specified time 

Guarantee: None 
1 Day 
1 Week 
1 Month 

5. Monthly Fees 
None 
Flat Fee 
Tiered Fee 

6. Range of Monthly Fees 
Flat 
Tiered 

MMDA 

90% 
10 

8.158 
6.0 - 9.25 

67% 
0 
1 

33 

7% 
76 
10 
6 

13% 
10 
67 
10 

85% 
7 
7 

$5.00 - 10.00 
$3.00 - 10.00 

Super NOW 

91°/ 
9 

7.163 
6.0 - 8.75 

46% 
29 

9 
16 

8% 
74 
11 

7 
13% 
11 
67 

9 

57% 
27 
17 

$ 1 . 0 0 - 1 0 . 0 0 
$2.00- 10.00 

MMDA 

95% 
5 

8.143 
7.5 - 9.5 

91% 
2 
0 
7 

10% 
71 
14 

5 
24% 
14 
49 
14 

86% 
3 

10 

$1.00 - 4.00 
$3.00- 10.00 

Super NOW 

7.363 
6.0 - 8.5 

78% 
4 
4 

14 

10% 
74 
12 

4 

26% 
1 2 
52 
10 

74% 
4 

22 

$3.00 - 5.00 
$1.00- 10.00 

and across institutional lines. Both the MMDA 
accounts and the Super NOW accounts showed 
substantial rate differentials, both among insti-
tutions offering these accounts and between 
types of institutions offering the account. Service 
charges and penalties also varied greatly. While a 
good percentage of the funds that flowed into 
MMDA accounts and the Super NOW accounts 
obviously came from money market funds, a 
larger percent came from other accounts within 
the bank or within the institution. To the extent 
the funds flowing into MMDAs and Super 
NOWs are coming from core deposits, the 
bank's cost of funds is driven up. But to the 
extent the funds are coming out of large CDs and 
money market certificates the bank's cost of 
funds may be declining. On the MMDAs and the 

2 2 

Super NOWs banks do not enjoy the Regulation 
Q subsidy associated with other types of deposit 
accounts. They are able to compete effectively, 
however, against the money market mutual 
funds. 

It appears that the banks not only offer an 
MMDA that is competitive with the money 
market mutual funds as directed by the Carn-St 
Germain legislation, but these accounts also are 
perhaps in some way more attractive than the 
money funds accounts, as they are held locally 
and they provide insurance to the account 
holder. The lack of consumer response to the 
Super NOW account likely is the result of first, 
the MMDA coming on stream just slightly ahead 
of the authorization for Super NOWs, and 
second, the fact that evidently most people who 
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are investing in MMDAs are looking at the 
instrument as an investment, not as a transaction 
account. This can also be gleaned from the fact 
that the average account balance in the MMDAs 
runs somewhere in the order of $23,000 at 
commercial banks. 

Unless the minimum balance requirement on 
the Super NOW is lowered or some other 
feature of the account is changed to make it 
more attractive to the consumer, it will probably 
not match the popularity of the MM DA. The 

MMDAs probably will continue to experience 
warm consumer acceptance. Our survey suggests 
that the Super NOW as currently structured may 
be a redundant account allowing only the 
advantage of unlimited checking privileges while 
returning approximately 1 to 1.5 percent less to 
the deposit holder. The advantage of unlimited 
checking is clearly outweighed for most depositors 
by the cost to the deposit holder. 

— David D. Whitehead 

Interstate Banking Is Prohibited. . . 
Or Is It? 

The first composite picture of the extent to which U.S. and foreign banking organizations 
are providing interstate financial services is now available from the Federal Reserve Bank of 
Atlanta 

This special report, compiled with the cooperation of the 11 other Federal Reserve Banks, is 
an expanded version on an article in the May issue of this Review. It shows that in late 1982 
banking organizations already controlled more than 7,500 interstate offices providing a wide 
range of financial services 

The 130 page inventory includes names of parent institutions, names of their interstate 
subsidiaries, the states in which these subsidiaries are located, and the number of offices of 
each subsidiary on a state-by-state basis as of late 1982. 

Interstate Banking: Taking Inventory 
—David D. Whitehead 
—130 pp. 
—$25.00 

copies at $25/each 
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Send with name and address to: Information Center, Federal Reserve Bank of Atlanta 

P. O. Box 1731, Atlanta, Georgia 30301 

f. FEDERAL RESERVE BANK O F ATLANTA 2 3 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

June 1983


