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AMENDMENT TO REGULATION Q 
INTEREST ON DEPOSITS

A New Fixed Ceiling for the 2 1/2 Year Time Deposit

TO ALL MEMBER BANKS
AND OTHERS CONCERNED IN THE

ELEVENTH FEDERAL RESERVE DISTRICT:

The Board of Governors of the Federal Reserve System, the 
Federal Deposit Insurance Corporation, the Federal Home Loan Bank 
Board, and the National Credit Union Administration have placed a 
limitation on the rate  of interest that may be paid on 2 1/2 years or more 
time deposits tied to the average yield on United States Treasury 
securities. Effective February 27, 1980, the Board of Governors amended 
Regulation Q to establish a maximum interest rate ceiling of 11.75% on 
these time deposits for member banks. Savings and loans have a different 
ceiling.

During March, the maximum ra te  of 11.75% will be in effect 
for banks. In subsequent months, the maximum rate will be the lower of 
three quarters of one percent below the average 2 1/2 year yield for U. S. 
Treasury securities or 11.75%. Interest may continue to be compounded 
on these deposits. Member banks are reminded that with respect to 
governmental unit depositors or IRA/Keogh depositors the banks are at 
parity with the ra te  payable by federally-insured savings and loans. The 
agencies' action is being taken to prevent a sudden increase in rates 
which would be disruptive to financial institutions holding long-term, 
fixed-rate loans.

Enclosed is a copy of the amendment as it was submitted for 
publication in the Federal Register together with a copy of the 
amendment in final form which should be inserted into your Regulations 
Binders. The supplement dated February 1980 should be destroyed.

Sincerely yours,

Robert H. Boykin

First Vice President

Enclosures

Banks and others are encouraged to use the following incoming W ATS numbers in contacting this Bank: 
1-800-442-7140 (intrastate) and 1-800-527-9200 (interstate). For calls placed locally, please use 651 plus the 
extension referred to above.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



F E D E R A L  R E S E R V E
p r e s s r e l e a s e

For immediate release February 27, 1980

A limitation on the rate of interest that may be paid on 2 1/2-year 

variable rate time deposits was announced today by the Federal Reserve Board, 

the Federal Deposit Insurance Corporation, the Federal Home Loan Bank Board, 

and the National Credit Union Administration.

The action placing a temporary ceiling of 12 percent for savings and 

loan associations, mutual savings banks and credit unions and 11-3/4 percent 

for commercial banks is effective March 1. Compounding of interest is permitted 

and the new ceiling will result in an effective yield for 2 1/2-year instruments 

of 12.94 percent for thrifts and 12.65 percent for commercial banks.

The 2 1/2-year certificate has been offered since January 1 with a 

ceiling rate tied to the yield on U.S. Treasury securities of similar maturity.

Under the change, the ceiling rate on 2 1/2-year certificates will be the lower 

of the new fixed ceiling or the rate determined by the variable formula that has been 

in effect since January. Ceilings on all other deposit categories remain unchanged.

Under the variable rate formula, savings and loans and mutual savings 

banks had been able to pay 50 basis points below the yield on Treasury securities 

maturing in 2-1/2 years. The ceiling rate for banks had been 75 basis points 

below the Treasury yield. Federal credit unions had been able to offer the same 

variable rate as thrifts on share certificates of 90 days or more.

The variable ceiling was established monthly based on the rate announced 

by the Treasury three business days before the beginning of each month. The yield 

on Treasury securities that mature in 2-1/2 years averaged about 14 percent over 

the five business days ending February 26. This would have meant a ceiling rate 

during March for this certificate of 13-1/2 percent for thrift institutions and



13-1/4 percent for commercial banks which, with compounding, would have permitted 

effective yields of 14.67 percent and 14.47 percent respectively.

This action is necessary because the agencies believe that a sudden 

increase of this magnitude would be disruptive to many financial institutions, 

particularly those holding a high proportion of longer-term fixed-rate loans.

The agencies will continue to monitor conditions in the financial markets closely 

and will be prepared to make whatever future adjustments in the ceiling rate that 

may be appropriate.

A copy of the order issued by the Federal Reserve Board is attached.



TITLE 12— BANKS AND BANKING

CHAPTER II— FEDERAL RESERVE SYSTEM 

SUBCHAPTER A— BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

[Regulation Q]

(Docket No. R-0277)

PART 217— INTEREST ON DEPOSITS 

Maximum Rates of Interest Payable

AGENCY: Board of Governors of the Federal Reserve System.

ACTION: Final rule.

SUMMARY: The Board of Governors of the Federal Reserve System has amended
Regulation Q to establish a maximum interest rate ceiling of 11-3/4 
per cent on the new 2-1/2 year variable ceiling time deposit. Member 
banks are authorized to pay interest on this category of time deposit 
at a ceiling rate of three quarters of one per cent below the average
2-1/2 year yield for United States Treasury securities as determined 
by the United States Treasury or at a rate of 11-3/4 per cent, whichever 
is lower.

EFFECTIVE DATE: February 27, 1980.

FOR FURTHER INFORMATION CONTACT: Gilbert T. Schwartz, Assistant General
Counsel (202/452-3625) or Paul S. Pilecki, Attorney (202/452-3281),
Legal Division, Board of Governors of the Federal Reserve System, Washington, 
D.C. 20551.

SUPPLEMENTARY INFORMATION: Effective January 1, 1980, member banks
were permitted to offer a nonnegotiable time deposit with a maturity 
of 2-1/2 years or more at a ceiling rate tied to the average yield on 
United States Treasury securities with maturities of 2-1/2 years. The 
ceiling rate for insured commercial banks is 75 basis points below the 
average Treasury yield while the corresponding ceiling rate for Federally- 
insured savings and loan associations and mutual savings banks is 50 
basis points below such yield. The ceiling rate for new deposits is 
determined monthly, but the ceiling rate applicable to outstanding deposits 
does not change during the life of the deposit. This new deposit category 
was established, in part, to increase the ability of Federally insured 
depository institutions to compete for funds, thereby facilitating the 
flow of funds to fcfee housing market.
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This action is being taken at this time by the Federal Reserve 
and the other Federal financial institution regulatory agencies because, 
under current market conditions/ depository institutions would be authorized 
to pay high rates of interest on their deposits for 2-1/2 years or more.
Such rates are not warranted in view of current rates available on long
term assets, such as mortgages, in which these funds would be invested.
The Board, the Federal Deposit Insurance Corporation, the Federal Home 
Loan Bank Board, and the Administrator of the National Credit Union 
Administration have acted with respect to the depository institutions 
subject to their respective jurisdictions to establish a maximum for 
the variable ceiling rate on 2-1/2 years or more (90 days or more for 
Federal credit unions) time deposits. The maximum variable ceiling 
is 11-3/4 per cent for Federally-insured commercial banks and 12 per 
cent for Federally-insured savings and loan associations and mutual 
savings banks. Consequently, when the yield on 2-1/2 year Treasury 
securities less 75 basis points is lower than 11-3/4 per cent, this 
rate would be the ceiling on the new 2-1/2 year deposit category for 
insured commercial banks. Member banks will continue to be permitted 
to compound interest on this category of time deposit.

The Board's action was taken at this time, after consultation 
with the Federal Deposit Insurance Corporation, the Federal Home Loan 
Bank Board, the National Credit Union Administration, and the United 
States Department of the Treasury. In order to facilitate the achievement 
of the previously mentioned objectives as rapidly as possible, the Board 
finds that application of the notice and public participation provisions 
of 5 U.S.C. $ 553 to these actions would be contrary to the public interest 
and that good cause exists for making the amendment effective immediately.



BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

SUPPLEMENT TO REGULATION Q t

As amended effective February 27, 1980

SECTION 217.7— MAXIMUM RATES OF 
INTEREST PAYABLE BY MEMBER BANKS ON 

TIME AND SAVINGS DEPOSITS

Pursuant to the provisions of Section 19 of the 
Federal Reserve Act and § 217.3 of this Part, the 
Board of Governors of the Federal Reserve System 
hereby prescribes the following maximum rates' of 
interest per annum payable by member banks of the 
Federal Reserve System on time and savings de
posits:

(a) Time deposits of $100,000 or more. There 
is no maximum rate of interest presently prescribed 
on any time deposit of $100,000 or more.

(b) Fixed ceiling time deposits of less than 
$100,000. Except as provided in paragraphs (a),
(d). (e), (f). and (g), no number bank shall pay 
interest on any time deposit at a rate in excess of 
the applicable rate under the following schedule:

Maturity Maximum p

3Q days or more but less 5 V a

than 90 days

90 days or more but less 5%
than 1 year

1 year or more but less 6
than V h  years

m  years or more but 6'/;
less than .4 years

4 years or more but I V a

less than 6 years

6 years or more but less V / 2

than 8 years

8 years or more I V a

(c) Savings deposits. No member bank shall pay 
interest at a rate in excess of 5 V i per cent on any 
savings deposit. Provided, however, that no mem

1 The limitation on rates o f  interest payable by member 
banks o f the Federal Reserve System on time and savings 
deposits, as prescribed herein, are not applicable to any 
deposit which is payable only at an office o f  a member
bank located outside the States o f  the United States and 
the District o f  Columbia.

ber bank shall pay interest at a rate in excess of 5 
per cent on any savings deposit that is subject to 
negotiable orders of withdrawal, the issuance of 
which is authorized by Federal law.

(d) Governmental unit time deposits of less 
than $100,000. Except as provided in paragraphs 
(a), (f), and (g), no member bank shall pay interest 
on any time deposit which consists of funds depos
ited to the credit of, or in which the entire benefi
cial interest is held by, the United States, any State 
of the United States, or any county, municipality or 
political subdivision thereof, the District of Co
lumbia, the Commonwealth of Puerto Rico, the 
Virgin Islands, American Samoa, Guam, or politic
al subdivision thereof, at a rate in excess of 8 per 
cent.2

(e) Individual Retirement Account and Keogh 
(H.R. 10) Plan deposits of less than $100,000. 

Except as provided in paragraphs (a) and (g). a 
member bank may pay interest on any time deposit 
with a maturity of three years or more than consists 
of funds deposited to the credit of, or in which the 
entire beneficial interest is held by. an individual 
pursuant to an Individual Retirement Account 
agreement or Keogh (H.R. 10) Plan established 
pursuant to 26 U.S.C. (I.R.C. 1954) §§ 408 . 401. 
at a rate not in excess of 8 per cent.:

(f) 26-week money market time deposits of 
less than $100,000. Except as provided in para
graphs (a), (b) and (d). a member bank may pay 
interest on any nonnegotiable time deposit of 
$10,000 or more, with a maturity of 26 weeks, at a. 
rate not to exceed the rate established (auction aver
age on a discount basis) for United States Treasury 
bills with maturities of 26 weeks issued on or im
mediately prior to the date of deposit. Rounding 
such rate to the next higher rate is not permitted. A 
member bank may not compound interest during 
the term of this deposit. A member bank may offer

‘ this category of time deposit to all depositors. 
However, a member bank may pay interest on any

: The ceiling rate on this category is the highest fixed 
ceiling rate that may be paid on  lime deposits under 
$100,000 by any Federally insured  comm ercial bank, 
mutual savings bank, or savings and loan association.
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+ Destroy Supplement dated December 1979.



nonnegotiable time deposit of $10,000 or more with 
a maturity of 26 weeks which consists of funds de
posited to the credit of, or in which the entire be
neficial interest is held by:
(1) the United States, any State of the United 

States, or any county, municipality or political sub
division thereof, the District of Columbia, the 
Commonwealth of Puerto Rico, the Virgin Islands. 
American Samoa, Guam, or political subdivision 
thereof; or
(2) an individual pursuant to an Individual Re

tirement Account agreement or Keogh (H.R. 10) 
Plan established pursuant to 26 U.S.C. O.R.C. 
1954) §§ 408. 401,
at a rate not to exceed the ceiling rate payable on the 
same category of deposit by any Federally insured 
savings and loan association or mutual savings bank.
(g) Time deposits of less than $100,000 with 

maturities of 2Vi years or more. Except as pro
vided in paragraphs (a), (b). (d) and (e). a member 
bank may pay interest on any nonnegotiable time 
deposit with a maturity of 2Vi years or more that is 
issued on or after the first day of each month at a 
rate not to exceed the lower of three quarters of one 
per cent below the average 21/: year yield for Unit
ed States Treasury securities as determined and

announced by the United States Department of the 
Treasury three business days prior to the first day 
of such month, or 1 PA per cent. The average 21/: 
year yield will be rounded by the United States De
partment of the Treasury to the nearest 5 basis 
points. A member bank may offer this category of 
time deposit to all depositors. However, a member 
bank may pay interest on any nonnegotiable time 
deposit with a maturity of 2Vi years or more which 
consists of funds deposited to the credit of. or in 
which the entire beneficial interest is held by:
(1) the United States, any State of the United 

States, or any county, municipality or political sub
division thereof, the District of Columbia, the 
Commonwealth of Puerto Rico, the Virgin Islands. 
American Samoa, Guam, or political subdivision 
thereof; or
(2) an individual pursuant to an Individual Re

tirement Account agreement or Keogh (H.R. 10) 
Plan established pursuant to 26 U.S.C. (I.R.C. 
1954) §§ 408, 401.
at a rate'not to exceed the ceiling rate payable on 
the same category of deposit by any Federally- 
insured savings and loan association or mutual sav
ings bank.




