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federal Reserve bank

of St. Louis

December 15, 1934.

REGULATION Q—PAYMENT OF INTEREST ON DEPOSITS

To All Member Banks in District No. 8:

There is printed on the following pages a copy of the Federal Reserve
Board’s Regulation Q, as amended, which relates to the payment of deposits
and interest thereon by member banks.

Your attention is especially called to the reduction from 3 to 2'/2 percent
per annum in the maximum rate of interest on time and savings deposits,
effective February 1, 1935, and to the exception as to rates provided in con-
tracts made prior to December 18, 1934.

Those member banks which are now paying interest on time or savings
deposits in excess of 2/* percent per annum may wish to notify their cus-

tomers, especially savings depositors, promptly of the reduced rate which
will become effective February 1, 1935.

Respectfully,
JOHN S. WOOD,
Federal Reserve Agent.



REGULATION Q, SERIES OF 1934

PAYMENT OF INTEREST ON DEPOSITS

SCOPE OF REGULATION

This regulation relates to the payment of deposits and interest thereon by member banks of the Federal
Reserve System and not to the computation and maintenance of the reserves which member banks are required
to maintain against deposits. The rules concerning reserves of member banks are contained in the Federal
Reserve Board's Regulation D.

SECTION I. STATUTORY PROVISIONS SECTION" Il. DEPOSITS PAYABLE ON DEMAND
Section 19 of the Federal Reserve Act, as amended by the (a) Interest prohibited.— Fxcept as hereinafter stated,
Banking Act of 1933, provides in part as follows: no m(eéir_nberI bagk 0 th%l ngeralh Reserve System shall, directly
“Sec. 19, Demand deposits within the,meaning of or indirectly, by any device whatsoever, pay any interest on
this Act shall comprise aﬁ deposits payable within thir- any deposit which is payable on demand.
ty days, and time deposits shall comprise all deposits ;  Thi Thiti
payable after thirty days, all savings accounts and cer- (b) EXCEptIOﬂ?. Th's_ prohibition docs not ap_ply to
tificates of deposit which arc subject to not less than 1 Any deposit which is payable only at an office of
thirty days’ notice before payment, and all postal sav- such bank which is located in a foreign country.O)

ings deposits. . .
2. Any deposit made by a mutual savings bank.

3. Any deposit of public funds <2> made by or on

“No member bank shall, directly or indirectly by behalf of any State, county, school district, or other
any device whatsoever, pay any interest on any deposit subdivision or municipality, with respect to which pay-
which is payable on demand: Provided, That nothing ment of interest is requifed under State law.
herein contained shall be construed as prohibiting the
payment of interest in accordance with the terms of 4. Payment of interest in accordance with the terms
any certificate of deposit or other contract heretofore of any certificate of deposit or other contract which
entered into in good faith which is in force on the date was lawfully entered into in good faith before June 16,
of the enactment of this paragraph; but no such certi- 1933. and in force on that date and which may not be
ficate of deposit or other contract shall be renewed or terminated or modified by such bank at its option or
extended unless it shall be modified to conform to this without liability; but no such certificate of deposit or
paragraph, and every member bank shall take such other contract may be renewed or extended unless it
action as may be necessary to conform to this para- be modified to eliminate any provision for the payment
graph as soon as possible consistently with its con- of interest on deposits payable on demand; and every
tractual obligations: Provided, however. That this member bank shall take such action as may be neces-
paragraph shall not apply to any deposit of such bank sary. as soon as possible consistently with its contrac-
which is payable only at an office thereof locatcd in a tual obligations, to eliminate from any such certificate
foreign country, and shall not apply to any deposit of deposit or other contract any provision for the pay-
made by a mutual savings bank, nor to any deposit ment of interest on deposits payable on demand.
of public funds made by or on behalf of any State,
county, school district, or other subdivision or munici- SECTION Ill. INTEREST ON TIME DEPOSITS
pality, with respect to which payment of interest is . . . .
required under State law. (a) Time deposits. —The term “time deposits”, for the

. . purposes of this section, includes “time certificates of deposit”,
_“The Federal Reserve Board shall from time to time “time deposits, open accounts”, and “postal savings deposits",
limit by regulation the rate of interest which may be as defined below: (3>
paid by member banks on time deposits, and may pre-
scribe different rates for such payment on time and 1 Time certificates of deposit.—The term “time cer-
savings deposits having different maturities or subject tificate of deposit” means an instrument evidencing the
to different conditions respecting withdrawal or repay- deposit with a bank of a certain sum specified on the
ment or subject to different conditions by reason of face of the instrument payable to bearer or to any
different locations. No member bank shall pay any specified person or to his order —
time deposit before its maturity, or waive any require-
ment of notice before payment of any savings deposit (i) On a certain date, specified in the instru-
except as to all savings deposits having the. same re- ment, not less than thirty days after the date of
quirement.” the deposit, or

Section 24 of the Federal Reserve Act, as amended by the (i) At the expiration of a certain specified time

Act of February 25, 1927, provides in part as follows: subsequent to the date of the instrument, in no
“Such banks may continue hereafter as heretofore to case less than thirty days, or

receive time and savings deposits and to pay interest
on the same, but the rate of interest which such banks (iii) Uoon notice in writing which is actually re-
may pay upon such time deposits or upon savings or quired <) to be given a certain specified number
other deposits shall not exceed the maximum rate of days, not less than thirty days, before the date
authorized by law to be paid upon such deposits In- of repayment, and
state banks or trust companies organized under the
laws of the State wherein such national banking asso- (iv) In all cases only upon presentation and sur-
ciation is located."” render of the instrument.

Footnote (1) The Philippine Islands, Puerto Rico, Canal 7.one. Hawaii and other territories, dependencies or insular possessions of the United States are not
foreign countries, within the meaning of the above provision.

Footnote (2) Deposits of moneys paid into State courts by private parties pending the outcome of litigation are not deﬂosits of “public funds” made by or on
behalf of any State, county, school district, or other subdivision or municipality, within the meaning of the above provision.

Footnote (3) Under the provisions of Section of the Federal Reserve Act, time deposits include savings deposits; but, for convenience, savings deposits are
dealt with separately in this regu'ation.

Footnote (4) Under the provisions of Regulation D. a certificate of deposit with respect to which the bank merely reserves the right to require written notice
of not less than thirty days may hr classified as a time deposit for the purpose of computing reserves; but interest may not be paid on such a
certificate of deposit, ‘because it is in fact payable on demand unless prior to such payment the notice of not less than thirty davs is actually
required, and bcc*u»«. the prohibition in the law upon the payment by a member bank of any time deposit before its maturity clearly contem-

plates that time deposits (other than savings deposits), upon which interest is payable, must have a definite maturity for at least thirty days
prior to payment.
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2. Time deposits, open accounts. — The term "time
deposits, open accounts” means deposits, other than
"time certificates of deposit”, “postal savings deposits",
and “savings deposits”, in respect to which a written
contract has been entered into with the depositor at
the time the deposit is made that neither the whole
nor any part of such deposit may be withdrawn, b%
check or otherwise, prior to the date of maturity, whic
shall be not less than thirty days after the date of the
deposit, or on written notice which must be given by
the depositor a certain specified number of days in
advance, in no case less than thirty days. <s)

3. Postal savings deposits.—The term "postal sav-
ings deposits” means deposits in banks which consist
of postal savings funds deposited under the terms of
the Postal Savings Act, approved June 25, 1910, as
amended by the Banking Act of 1933, and which com-
ply with the requirements of paragraph 1 or 2 of this
subsection.

(b) Payment of interest.— Except in accordance with the
provisions of this section, no member bank shall pay interest
on any time deposit in any manner, directly or indirectly, or
by any method, practice or device whatsoever.

(c) Maximum rate of interest,t— 1 No member bank
shall pay interest, accruing after January 31, 1935, on
any time deposit or any part thereof at a rate in ex-
cess of 2/i per cent per annum, compounded quarter-
ly, (6) regardless of the basis upon which such interest
may be computed, except as otherwise provided in this
subsection.

2. A member bank may pay interest on time depos-
its in accordance with the terms of any certificate of
deposit or other contract which was lawfully entered
into in good faith prior to December 18 1934, and in
force on that date and which may not legally be termi-
nated or modified by such bank at its option or with-
out liability; but no such certificate of deposit or other
contract shall be renewed or extended unless it be
modified to conform to the provisions of this regula-
tion, and every member bank shall take such action as
may be necessary as soon as possible consistently
with its contractual obligations, to bring all such certi-
ficates of deposit or other contracts into conformity
with the provisions of this regulation.

3. The rate of interest paid by a member bank upon
a time deposit shall not in any case exceed (i) the
maximum rate prescribed in paragraph 1 of this sub-
section, or (ii) the maximum rate authorized by law
to be paid upon such deposits by State banks or trust
companies organized under the laws of the State in
which such member bank is located, whichever may
be less.

4. A member bank may pay interest on a time de-
posit received during the first five days of any calendar
month at the maximum rate prescribed in paragraph 1
of this subsection calculated from the first day of such
calendar month until such deposit is withdrawn or
ceases to constitute a time deposit under the provisions
of this regulation, whichever shall first occur.

5. A member bank may pay interest on a time de-
posit which is payable only at an office of such bank
located outside of the states of the United States and
of the District of Columbia at a rate not exceeding the
maximum rate prescribed in paragraph 1 of this sub-
section or such higher maximum rate as may be pre-

scribed by the Federal Reserve Board from time to
}ime fé)r payment in the locality in which such office is
ocated.

(d) Deposits payable within thirty days. — Interest at a

rate not exceeding that prescribed in subsection (c) of this
section may be paid until maturity upon deposits which were
bona fide time deposits at the time of deposit, although they
have since become payable within thirty days. On time
deposits with respect to which notice of withdrawal shall have
been given to the bank interest may be paid until the expira-
tion of the period of such notice at a rate not exceeding that
Erescribed in subsection (c) of this section. No interest shall
e paid by a member bank on any amount which, by the terms
of any certificate or other contract or agreement or otherwise,
the bank may be required to pay within thirty days from the
date on which such amount is deposited in such bank.

fe) No interest after maturity or expiration of notice.—
After the date of maturity of any time deposit, such deposit is
a deposit payable on demand, and no interest may be paid on
such deposit for any period subsequent to such date. After the
expiration of the period of notice given with respect to the
repayment of any time deposit, such deposit is a deposit pay-
able on demand and no interest may be paid on such deposit
for any period subsequent to the expiration of such notice.

SECTION IV. PAYMENT OF TIME DEPOSITS BEFORE
MATURITY.

(@) No member bank shall pay any time deposit except
in accordance with the provisions of this section, even though
no interest is paid on such deposit.

(b) No member bank shall pay any time deposit, which
is payable on a specified date, before such specified date.

(c) No member bank shall pay any time deposit, which is
payable at the expiration of a certain specified period, before
such specified period has expired.

(d) No member bank shall pay any time deposit, with re-
spect to which notice is required to be given a certain speci-
fied period before any withdrawal is made, until such required
notice has been given and the specified period thereafter has
expired.

SECTION V. INTEREST ON SAVINGS DEPOSITS

(a) Definition.— The term “savings deposit” means a de-
posit which consists of funds accumulated for bona fide thrift
purposes and in respect to which —

L The dpass book or other form of receipt, evidenc-
ing such deposit, must be presented to the bank when-
ever a withdrawal is made.

2. The depositor is required, or may at any time be
required, by the bank to give notice in writing of an
intended withdrawal not less than thirty days before
a withdrawal is made, and

3. The above requirements are included in the bank’s
printed regulations accepted by the depositor or in
some other written contract with the depositor.

(b) Payment of interest. — Except in accordance with the
provisions of this section, no member bank shall pay interest
on any savings deposit in any manner, directly or indirectly,
or by any method, practice or device whatsoever.

(c) Maximum rate of interest.— 1 No member bank
shall pay interest, accruing after January 31, 1935, on
any savings deposit or any part thereof at a rate in
excess of 2yi per cent Per annum, compounded quar-
terly, (9) regardless of the basis upon which such
interest may be computed, except as otherwise pro-
vided in this subsection.

Footnote (5) A deposit, with resprct to which the bank merely reserves the right to require notice of not less than thirty days before any withdrawal is made
is not a “time deposit, open account”, within the meaning of the above definition.

Footnote (6) This limitation is not to be interpreted as preventing the compounding of interest at other than quarterly intervals provided that the aggregate
amount of such interest so compounded does not exceed the aggregate amount of interest at the rate above prescribed when compounded quar-

terly.

Footnote (7) The making of a loan to the owner of a time deposit in a member bank by such hank, or by any other bank, person, partnership or corporation

in _accordance with any agreement, arrangement or understandin

with such lank, for the purpose of evading .\ny prohibition of section IV above,

will, to the extent of such loan, be deemed to be a payment of such deposit in violation of such prohibition; and, in any case in wh'ch a loan
is_made to the owtter of a time deposit in a member bank by such bank or in accordance with any agreement, arrangement or understandin
with such bank, the member bank must be prepared to show clearly that it was made in good faith and not for the purpose of evading any suc

prohibition.

Footnote (8) If by reason of the amount of the deﬁosit, the business of the depositor or otherwise, a question arises whether a depojft iSJ)roperIy classified b

a bank as a savings deposit, the ban

J g k must be prepared to show clearly that it is a deposit consisting of funds accumulate
purposes and that it otherwise complies with the above definition.

for bona fide thrift

Footnote (9) This limitation is not to be interpreted as preventing the compounding of interest at other than quarterly intervals provided that the agé;regate
e

amount of such interest so compounded does not exceed the aggregate amount of interest at the rate above prescribed when compound

terly.

quar-
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2. A member bank may pay interest on savings de-
posits in accordance with the terms of any contract,
which was lawfully entered into in good faith prior
to December 18. 1934, and in force on that date and
which may not legally be terminated or modified by
such bank at its option or without liability; but no such
contract shall be renewed or extended unless it be
modified to conform to the provisions of this regula-
tion. and every member bank shall take such action as
shall be necessary, as soon as possible consistently
with its contractual obligations, to bring all such con-
tracts into conformity with the provisions of this
regulation.

3. The rate of interest paid by a member bank upon
a savings deposit shall not in any case exceed (i) the
maximum rate prescribed in paragraph 1 of this sub-
section, or (ii) the maximum rate authorized by law
to be paid upon such deposits by State banks or trust
companies organized under the laws of the State in
\Ilvhich such member bank is located, whichever may be
ess.

4. A member bank may pay interest on a savings
deposit received during the first five days of any cal-
endar month at the maximum rate prescribed in para-
graph 1 of this subscction calculated trom the first
day of such calendar month until such deposit is with-
drawn or ceases to constitute a savings deposit under
the provisions of this regulation, whichever shall first
occur.

5. A member bank may pay interest on a savings
deposit which is payable only at an office of such bank
located outside of the states of the United States and
of the District of Columbia at a rale not exceeding
the maximum rate prescribed in paragraph 1 of this
subsection or such higher maximum rate as may be
prescribed by the Federal Reserve Board from time
to time for payment in the locality in which such
office is located.

(d) Deposits upon which notice of withdrawal is not giv-

en.— Interest at a rate not exceeding that prescribed in sub-
section (c) of this section may be paid upon savings deposit'
as defined above with respect to which notice of intended
withdrawal has not actually been required or given.

(c) Deposits upon which notice of withdrawal has been

given.— Interest at a rate not exceeding that prescribed in
subscction (c) of this section may be paid upon savings depos-
its, with respect to which notice of intended withdrawal may
have been given to the bank, until the expiration of the period
of such notice.

(f) No interest after expiration of period of notice.—After

the expiration of the period of notice given with respect to
the intended withdrawal of any savings deposit, such deposit
is a deposit payable on demand and no interest may be paid

on such deposit for any period subsequent to the expiration
of such notice, unless the owner of such deposit advise the
bank in writing that the deposit will not be withdrawn pur-
suant to such notice or that the deposit will thereafter again
be subject to the requirements applicable to savings deposits,
in which event the deposit again constitutes a savings deposit
after the date upon which such advice is received by the bank.

SECTION'" VI. NOTICE OF WITHDRAWAL OF SAVINGS
DEPOSITS

(@) A member bank must observe the requirements set
forth below in requiring noticc of intended withdrawal of any
savings deposit, or in waiving such noticc, or in repaying any
savings deposit, or part thereof, without requiring such notice,
whether such notice of intended withdrawal is required to be
given in each case by the terms of the bank's contract with the
depositor or may, under such contract, be required by the bank
at any time at its option.

1 If a member bank waive such noticc of intended
withdrawal as to any portion or percentage of the sav-
ings deposits of any depositor, it shall waive such
notice as to the same portion or percentage of the sav-
ings deposits of every other depositor which are sub-
ject to the same requirement.

2. If a member bank pay any portion or percentage
of the savings deposits of any depositor, without re-
quiring such notice, it shall, upon request and without
requiring such notice, pay the same portion or per-
centage of the savings deposits of every other deposi-
tor which are subject to the same requirement.

3. It a member bank require such noticc before the
payment of any portion or percentage of the savings
deposits of any depositor, it shall require such noticc
before the payment of the same portion or percentage
of the savings deposits of any other depositor which
are subjcct to the same requirement.

(b) No member bank shall change its practice with respect
to the requiring or waiving of notice of intended withdrawal
of savings deposits except after duly recorded action of its
board of directors or of its executive committee properly
authorized, and no practice in this respect shall be adopted
which does not conform to the requirements of paragraph 1,
2, or 3 of subsection (a) of this section.

(c) No change in the practice of a member bank with re-
spect to the requiring or waiving of notice of intended with-
drawal oi savings deposits subject to the same requirement
shall be made until a reasonable time following the last pre-
ceding change in the practice with respect to savings deposits
subject to the same requirement shall have elapsed.

~ (d) A member bank must observe the requirements of
this section with respect to savings deposits even though no
interest be paid on such deposits. Oo)

footnote (10) The making i« a loan to tin- owner of a sav.rj.mdej sit in a m mber bank by such bank, or by any other bank, person, partnership or corpora-
tion in accordance with any agreement, arratinennmt or understanding with such bank, ior the purpose of evading any requirement oi this sec-
tion, will, to the extent ol such loan, be deemed to be a payment oi such deposit or waiver of notice with respect thereto in violation of such
requirement; and, m any case in which a loan is made t >the owner of a savings deposit in a member bank by such bank or in accordance
with any agreement, arrangement or ur. lerstanding with such bank, the member bank must be prepared to show clearly that it was made in good
laith and not for the purpose of evading any requirement of this scction.
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