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I am here today to recommend that Congress enact a law 
providing for immediate nationwide NOW accounts.

There is much that could be said in connection with this on 
the matter of Federal Reserve membership.

There is also much that could be said about payment of 
interest on demand deposits.

And there is much that could be said about improving the 
asset powers of thrift institutions:

—  or about phasing out Regulation Q and the differential.
—  or about equalizing tax treatment between banks and thrifts,
—  or about revising the McFadden Act,
—  or about a host of other related and important issues.
I recommend that we don't say any of this about any of these 

or other related matters and that we simply concentrate our efforts 
on getting a nationwide NOW account bill enacted as soon as 

possible.
The courts have brought a long-standing issue to a head and 

have given Congress and the agencies a deadline for action. We 
should face up to it and deal with that issue alone, if we are 
to have any real prospect of enacting a solution into law.

PROHIBITION DATES FROM 1933 tv'iea 33rooiey

Payment of interest on demand deposits has been prohibited by 
law Since 1933. However, competitive pressures and modern 
technology ihcreasingly have presented new challenges in the
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application and interpretation of that law. In fact, some would 
argue that the law is outdated and has served to prevent today's 
technologically advanced payment system from achieving its poten
tial in efficiency of operation and benefits to the public in 
terms of cost and service.

I do not intend to argue the merits of that contention. I 
want simply to point out that the development of electronic funds 
transfers, telephone transfers and other speedy, convenient payment 
mechanisms has placed increasing pressure on the law's prohibition. 
On November 1, 1978, we authorized automatic transfer of savings 
for our insured nonmember banks. We regarded this as a warranted 
accommodation of transfer innovations and competitive developments 
occurring within the banking industry, such as overdraft checking 
in combination with telephone transfers to savings and checking 
accounts.

These developments in the fund transfer area precipitated 
three separate but related lawsuits. On April 20, the United 
States Court of Appeals for the District of Columbia Circuit 
ruled that the automatic transfer of funds frojn an interest-bear
ing savings account to a noninterest-bearing checking account 
violates the statutory prohibition against payment of interest 
on demand deposits. In the related cases, the court also invalidated 
the withdrawal of funds from a savings and loan account via a 
remote service unit and the offering of share draft accounts by 
credit unions.

The court recognized that immediate termination would cause 
chaos in systems that have already attracted perhaps as many as 

two million users, and it stayed the execution of its order
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until January 1980 to give the agencies and Conaress time to 
consider the matter.

Mr. Chairman, you have introduced H.R. 3864 as a proposed 
legislative solution to our dilemma. That bill is very straight
forward and sweeping. It would repeal the 46—year old prohibition 
on direct interest payments on demand deposits and the Federal 
statute limiting NOW accounts to New England and New York. The 
bill would also give explicit authority for checking powers by 
federally-insured savings and loan associations, mutual savings 

banks and credit unions.
Mr. Chairman, I would like to propose an alternative solution 

which I believe has the advantages, first, of providing substan
tially the relief in the legislation as introduced, and secondly, 
of doing it on a more restrictive basis that is not likely to 
muster a united front in opposition. In short, a proposal that 

has more chance for enactment.
Briefly, I would support a bill which would simply extend to 

the entire country the authority for NOW accounts that is 
currently limited to commercial banks, savings banks and savings and 
loan associations in New England (that is, the states of 
Massachusetts, New Hampshire, Connecticut, Maine, Rhode Island 
and Vermont) and New York and add credit unions to the list of 
institutions eligible to offer NOW accounts.

The effect of the legislation would be to permit the consumer 
to receive some compensation on a checking account —  income 
the consumer would not otherwise have had —  in addition to the 
check clearing and other banking services traditionally received 
for maintaining a demand deposit account. In some instances, the
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consumer will be able to combine a checking account with an existing 
interest-earning account, not having to worry about minimizing 
the balance in a checking account that does not earn interest.

The effect of the proposed NOW account legislation would 
positively benefit depositors and reduce inefficiencies.
In addition, the evidence from the New England experience with 
NOW accounts thus far indicates that NOWs do not portend a 
reduction in bank safety and soundness. Further, the experience 
in New England demonstrates, as I will detail later, that there 
is an overwhelming consumer demand for NOW accounts.

In regulating the interest on NOW accounts under the 
authority in existing law, the agencies would set a maximum rate 
at a level that could be borne by the institutions and that would be 
consistent with safe and sound operation. The rate would be 
uniform for all kinds of institutions, as in New England.
The bank still would retain the right to price these new 
consumer interest-bearing accounts and to determine whether 
or not it wishes to offer them.

We also believe that the determination of who may obtain and 
own NOW accounts should remain within the regulatory function.
This would continue to provide a desirable level of administrative 
flexibility, so that agencies by regulation may respond to new 
developments or changing circumstances.

APPELLATE ACTION
As you know, the agencies are moving simultaneously in the 

courts to reverse the Court of Appeals decision of April 20.
The Federal Home Loan Bank Board has already asked the Court of
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TheAppeals for a rehearing of the case in which it is involved, 
agencies involved in the other two cases have obtained a 21-day 
extension of the filing period for a rehearing, and we would expect 
to make a decision soon on whether to follow the Bank Board and 
go back to the Court of Appeals. If we do not seek a rehearing 
by the Court of Appeals, we would still have the option, with the 
Solicitor General's permission, of seeking Supreme Court review.

GROWTH OF TRANSFER ACCOUNTS
Obviously, much is at stake here. The various kinds of transfer 

services and transaction accounts have grown rapidly since their 
inception.

Automatic transfer service, or ATS, was authorized beginning 
November *1, 1978, and we estimate that in 6-1/2 months some 
3,300 —  or about 23 percent —  of the nation's 14,000 commercial 
banks and 32 mutual savings banks outside New England have 
inaugurated the service. Patronage is estimated at more than 

750,000 bank customers.
Perhaps as many as 1,500 credit unions, about 7 percent of the 

total, offer share draft service that is used by over one million 
persons. About 10 percent, or 200, of the nation's Federal savings 
and loan associations offer remote service units, but the number 

of users is not known.
In addition to the institutions already offering these 

services, an undetermined number of others have already spent 
considerable time and money on preparations to inaugurate service.
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The Court of Appeals decision casts uncertainty on the future 
of these transaction accounts/ with all that this implies for 
institutions and the public.

NOW ACCOUNT DEVELOPMENTS, 1970 - 1978
The creation and implementation of the NOW account resulted, 

in large measure, from growing competition between commercial banks 
and thrift institutions for consumer deposits, together with the 
defeat of the thrifts' efforts to gain authority to offer checking 
accounts.

In 1970 Consumers Savings Bank of Worcester, Massachusetts, 
developed a new type of savings account which permits negotiable 
orders of withdrawal payable to third parties. This new type of 
savings account, commonly referred to as a NOW (negotiable order 
of withdrawal) account, differs in two respects from the traditional 
demand or checking account. First, interest is paid on the balance 
maintained in a NOW account, which is prohibited by statute for 
demand accounts. Second, withdrawal may be legally delayed by the

institution for 30 days, as for other savings,accounts, although 
depository institutions rarely exercise their authority to 
require notice of withdrawal.

On June 12, 1972, Consumers Savings Bank introduced NOWs 
to the public. Two months later, New Hampshire Savings Bank 
in Concord offered NOW accounts for the first time in that 
state.

During the remainder of 1972 and 1973, NOW accounts spread 
rapidly among mutual savings banks in these states, but not among 
other depository institutions which by regulation or law could not
offer NOWs.
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By early January 1973, nearly one-third of the 168 savings 
banks in Massachusetts and 20 savings banks in New Hampshire 
offered NOW accounts. The Massachusetts mutuals were paying the 
same interest rate on NOWs as on regular savings accounts and 
were generally charging 15 cents per NOW draft, (even though the 
state's commercial banks were at that time not imposing service 
charges on demand deposits). In contrast, the New Hampshire 
savings banks were paying either 3.00 or 4.00 percent interest 
on NOWs, substantially less than on savings deposits, but were 
not imposing service charges. These different strategies appear 
to be, in part, responsible for the larger popularity of NOWs in 
Massachusetts. Approximately 22,000 NOW accounts existed in 
Massachusetts' banks in January 1973, with deposits totalling 
$45 million, compared with some 2,300 NOW accounts in New Hamp
shire, with deposits totalling $1.1 million.

Such NOW growth and acceptance by Massachusetts and New 
Hampshire mutual savings banks and depositors and the restriction 
of such accounts to the mutuals quickly resulted in considerable 
agitation for Federal curtailment or regulation of NOW accounts. 
Public Law 93-100 of August 16, 1973, sanctioned the offer of 
NOW accounts by all depository institutions in the two states, 
Massachusetts and New Hampshire, beginning in January 1974. 
Regulation of NOWs was divided among the Federal Reserve Board, 
FDIC and the Federal Home Loan Bank Board. Eligible account 
holders for NOWs were limited by regulation to individuals and 
nonprofit institutions.

The NOW experiment in Massachusetts and New Hampshire was 
intended to provide information to be used in future assessments
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of permitting the payment of interest on demand deposits or 
extending NOW account powers nationwide.

Interagency discussions on NOW accounts resulted in relatively 
uniform regulations. Most important, the interest rate ceiling 
on NOWs was set at 5 percent for all institutions, thereby 
forcing Massachusetts mutuals to lower the rate on NOWs from 5.25 
percent. Furthermore, the agencies agreed to limit them, to the 
extent practicable, to residents of Massachusetts and New Hampshire, 
and to restrict NOW advertisements to those states.

MASSACHUSETTS - NEW HAMPSHIRE NOW EXPERIENCES, 1974 to JUNE 1978 
Initially, after gaining the power to offer NOWs, commercial 

banks generally fought the NOW account movement. Most did not offer 
NOWs and elected to advertise against NOWs, arguing that consumers' 
savings would be eliminated if they used NOW accounts. Nevertheless, 
NOW accounts continued to grow during 1974. Finally, in early 1975, 
commercial banks yielded to competitive and consumer pressures for 
this new payment service and began offering NOWs on a broad scale.

At the outset, commercials followed the example of the 
thrifts, offering 5 percent interest on NOWs and offering the 
accounts free of charge. However, after incurring tremendous 
growth in the number of NOW accounts and in their dollar volume 
during 1975, the commercials began to retreat from free accounts 
and initiated a trend of charging for NOWs, particularly, by 
imposing some minimum balance requirements. This occurred at a 
time when interest rates were falling from their highs of 12 and
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13 percent, and banks were seeking to offset part of their 
reduction in revenues by cutting costs, including NOW account 
expenses. By 1976, thrifts in the two states were following the 
commercial banks' lead away from free NOW accounts, although not 
to the extent of the commercials. In June of 1978, 84 percent 
of the NOW-offering commercials in the two states imposed charges 
for NOWs, whereas less than one-half (48 percent) of the NOW- 
offering thrifts imposed charges.

Through March 1979, 5-1/4 years after NOW account powers were 
extended to all depository institutions in the two states, NOW 
balances totaled more than $2.6 billion in more than 1.8 million 
accounts. NOWs were being offered by 506 institutions, 84 percent 
of the commercial bank and thrift institutions in Massachusetts 
and New Hampshire. The average number of drafts written on NOW 
accounts currently ranges from nine to eleven per month, an 
activity level closely resembling the average number of debits 
per month on personal checking accounts.

For the 18 months ending in June 1978, the average balance 
in NOW accounts at commercial banks in Massachusetts and 
New Hampshire was more than twice that at the thrifts —  $2,300 
versus $900. This difference seems to exist entirely because 
the average NOW account balances at commercials with a minimum 
balance requirement are 2 to 2.5 times the NOW average balance 
at other commercials offering NOWs free of charge and at all 
NOW-offering thrifts, regardless of NOW service charge plans.
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NOW ACCOUNT DEVELOPMENTS IN THE REMAINING NEW ENGLAND
______________ STATES, 1976 to JUNE 1978____________

Public Law 94-222 of February 27, 1976, extended NOW authority 
to the remaining New England states of Connecticut, Maine,
Rhode Island and Vermont. In many respects, the initial 
phase of NOW account availability in these four states has more 
closely resembled the current rather than the first-year NOW 
account experience in Massachusetts and New Hampshire. For example, 
commercial banks immediately emerged as the dominant NOW account 
force in the four states, accounting for about 82 percent of 
total balances in NOWs. Moreover, by June 1978, 52 percent of the 
commercials and 55 percent of the thrifts in the four states offered 
NOW accounts, which is like the current situation in Massachusetts 
and New Hampshire, rather than the initial experience. NOW 
account balances totalled $872 million in 288,000 accounts. In 
marketing strategy, both commercial banks and thrift institutions 
in the four states have adopted the present strategy of commercials 
in Massachusetts and New Hampshire, both in service charge and 
interest rate patterns. Nearly 80 percent of the institutions in 
the four states offered NOWs with a service charge plan in June 1978; 
virtually all paid the maximum 5 percent rate of interest. The 
average number of drafts drawn on NOW accounts in the four states 
was somewhat larger than the Massachusetts and New Hampshire 
experience, indicating more rapid acceptance of NOWs as a third- 
party payment instrument.

Two other items are of interest. First, about 80 percent of 
the NOW—offering savings banks in the four states have adopted NOW
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account service charge plans, rather than offer free accounts, whereas 
only 39 percent of the savings banks in Massachusetts and New Hampshire 
offered NOWs with a service charge plan. A second distinction is 
that NOW account balances at commercials in Maine and Connecticut 
averaged between $3,300 and $5,800, while balances at thrifts in 
those states averaged between $1,100 and $2,200. Commercial bank 
balances in Maine and Connecticut were from 50 to 300 percent larger 
than balances at the Massachusetts-New Hampshire commercials.
Thrift NOW balances in the four new states also were generally twice 
those at thrifts in Massachusetts-New Hampshire. The reasons for 
these disparities between the NOW characteristics in Massachusetts- 
New Hampshire versus the four new states are uncertain.

In comparing the Massachusetts-New Hampshire and basically 
the Maine-Connecticut NOW experiences, however, the disparate 
powers of the thrifts must be recognized. State-chartered thrifts 
in Maine and Connecticut have individual demand deposit power in 
addition to NOW account power; thrifts in Massachusetts and 
New Hampshire have only NOW powers. This disparity may account 
for some of the above differences between the Massachusetts- 
New Hampshire and Connecticut-Maine experiences.

Over all New England institutions, NOW account balances 
amounted to $3.7 billion in more than 2.2 million accounts 
on March 31, 1979, for an average balance of $1,682. Eighty 
percent of all depository institutions in New England that could 
offer NOW accounts did so. Other than initially in Massachusetts 
and New Hampshire, banks in New England have not hesitated to
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offer NOW accounts, suggesting that commercial banks around the 
nation would move rapidly to offer them if such authority is 
provided.

NOW ACCOUNT AND ATS ACCOUNT DEVELOPMENTS IN NEW YORK
ATS authority was provided to New York's commercial banks and 

savings banks on November 1, 1978 (by regulation) and NOW accounts 
were authorized for New York on November 10, 1978 (by Public 
Law 95-630).

Twenty-three percent of New York's 298 commercial banks may 
be offering the ATS service, according to the results of a survey

by the New York Federal Reserve Bank. Nearly 52 percent offered 
NOW accounts. Balances in their NOW accounts totalled $1.2 billion 
in 159,000 accounts for an average balance of $7,547 on March 31, 
1979. Some banks offered both ATS and NOW account services.

Eight percent, that is, nine of the 115 savings banks in 
New York offered the ATS account service, seven of which also 
offered NOW accounts. Another 48 percent offered only NOW accounts 
Balances in their NOW accounts totalled $90 million in 102,000 
accounts, for an average balance of $882 on March 31, 1979.

DISTINCTIONS BETWEEN NOW AND ATS ACCOUNTS
Perhaps at this point it would be useful to define a NOW 

account, to say how it works and how it differs from an ATS 
account.

The principal differences between a NOW account and a 
traditional demand or checking account are:
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(1) NOW accounts are available to personal depositors, sole 
proprietorships and charitable public units, whereas demand 
accounts are available to all individuals and organizations.
(2) NOW accounts are technically savings deposit accounts, not 
demand deposit accounts, and therefore (3) interest may be paid 
on the balance maintained in the NOW account, which is prohibited 
by statute from being paid on demand accounts, and (4) drafts 
withdrawing lands from NOW accounts may be legally
delayed for 30 days, which is not the case for checks.

ATS and NOW account services are alike in that both may have 
the effect of payment of interest on transaction account balances, 
both are available to basically personal depositors, and both enable 
the bank to delay withdrawals up to 30 days. The ATS account 
service is available to personal depositors and sole proprietorships, 
whereas the NOW account service is available to these parties
and charitable public units. Nevertheless, unique differences between 
them do exist. These are: (1) ATS requires the maintenance of

separate checking and savings accounts whereas a single account 
(which is a savings deposit account for interest and reserve 
purposes) can be maintained for the NOW service; (2) drafts 
are written on the checking account to which funds may be 
automatically transferred from a savings account, while drafts 
are written directly on the NOW account? and (3) ATS account 
services are only available from commercial banks and mutual 
savings banks, whereas NOW accounts are available from these
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institutions and savings and loan associations. Originally, 
one other difference existed. The Regulation Q interest rate 
differential existed on savings accounts at commercial and savings 
banks eligible for ATS use, whereas commercials and mutuals were 
required by regulation to pay a uniform interest on NOW accounts. 
The interest rate differential on ATS savings accounts was

eliminated by Title XVI of FIRICA.
Many banks offer a zero-balance checking account ATS service.

This means that the checking account always has a zero balance, 
drafts drawn on ATS accounts are cleared each day so that the 
funds are deducted from the savings account, and a zero checking 
account balance is maintained. In effect, this particular ATS 

account is a NOW account.

CONCLUSION
Mr. Chairman, I appreciate this opportunity to share our 

views with you. I assure you that we want to work with this 
Committee in achieving an efficient and equitable solution to a 

very difficult issue.
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