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INDIVIDUAL RETIREMENT ACCOUNTS

Review of Interest Rate Ceilings

FEDERAL RESERVE BANK
OF NEW YORK

To A ll M ember Banks, and Others Concerned, 
in the Second Federal Reserve District:

Following is the text of a statement issued July 23 by the Board of Governors of the 
Federal Reserve System:

The Board of Governors of the Federal Reserve System said today it will give further consideration early 
next year to the question whether commercial banks should be permitted to pay the same ceiling rate of interest 
on Individual Retirement Accounts as thrift institutions.

Further consideration of possible action to permit member banks to offer IRAs on a fully competitive basis 
with thrift institutions will be appropriate in early 1977 when Congress is considering an extension of interest 
rate ceilings for financial institutions, the Board added.

There is some evidence, as yet inconclusive, indicating that member banks may be at a competitive dis
advantage in competing with thrift institutions for IRA deposits, the Board said. Savings institutions generally 
may pay rates of interest on such deposits one quarter of a per cent higher than commercial banks. The Board 
will continue to monitor the growth of IRA accounts at all financial institutions.

The Board indicated that under the provisions of Public Law 94-200, passed in December 1975, any action 
by the Board to eliminate or reduce an interest rate differential for any category of deposit that was in effect 
on December 10, 1975, would require approval by Congress before it could become effective.

Individual Retirement Accounts are retirement savings deposits that may be established under the 
Employee Retirement Income Security Act of 1974 by individuals not covered by an employer retirement plan. 
Individuals may deposit up to $1,500 a year, or 15 per cent of gross income, whichever is less, under special 
tax arrangements in IRAs. Member banks may pay up to 7% per cent interest on such deposits if they are 
made as four year time deposits or up to 7l/ 2 per cent if they are made as time deposits of six years or more. 
Thrift institutions may pay one quarter of one per cent more.

In June 1975 the Board requested public comment on the question whether there should continue to be 
a differential in interest rates paid on IRAs by member banks and thrift institutions. A survey early this 
year of IRA accounts at all Federally-insured commercial banks, savings and loan associations and mutual 
savings banks showed generally that thrift institutions held more IRA accounts than commercial banks.

Printed below is an excerpt from the Federal Register of July 29, 1976, containing the text 
of the Board’s statement. Any questions regarding this matter may be directed to our Bank 
Regulations Department.

P a u l  A. V o l c k e r ,

President.
F E D E R A L  R E S E R V E  S Y S T E M

[  12 CFR Part 217 ]
[Reg. Q; Docket No. R-0017] 
INTEREST ON DEPOSITS 

Individual Retirement Accounts
On June 26, 1975, the Board and the 

Federal Deposit Insurance Corporation 
(“FDIC”) invited public com m ent on 
several issues relating to Individual R e
tirem ent Accounts (“IRAs” ) and possible 
am endm ents to R egulation Q (Interest 
on Deposits) (40 FR 28644). This action  
was taken in view of the enactm ent of 
the Employee R etirem ent Incom e Secur
ity Act of 1974 (Pub. L. 93-406) , which  
provides, in part, for the establishm ent 
of IRAs by individuals not covered by 
employer pension plans.

Among the issues presented for com 
ment at that time was the question of 
whether existing restrictions of R egula

tion Q relating to withdrawal of tim e 
deposits prior to m aturity unnecessarily  
in terfere w ith the adm inistration of IRAs 
m aintained at banks in tim e deposit 
form. Comment was also requested on  
whether these restrictions interfere with  
the orderly distribution of IRA funds to 
an individual who has reached age 59 V2 
or has become disabled. In addition, com 
m ent was requested on whether the ex 
isting schedule of ceiling interest rates 
that member banks are perm itted to pay 
on IRA deposits should be increased and 
w hether member banks should be per
m itted to pay interest on IRA deposits at 
rates that are equal to those that may be 
paid by savings and loan associations and 
m utual savings banks.

Numerous com m ents were received by 
the Board and the FDIC on the issues 
presented. N inety financial institutions 
and organizations com m ented on the  
question of raising interest rate ceilings.

Forty-eight commercial banks favored  
action to increase the interest rate ceil
ing on funds deposited in IRAs. Twenty- 
eight banks, ten  thrift institutions, and 
four organizations representing thrift in 
stitutions opposed such action. Three 
hundred nine com m ents were received 
on the question of elim ination of the ex 
isting differential in interest rate ceilings 
between commercial banks and thrift in 
stitutions for IRA deposits. Two hundred  
forty-three commercial banks and bank
ing organizations favored the elim ination  
of the differential. S ixty thrift in stitu 
tions and thrift organizations and six  
banks opposed elim ination of the differ
ential.

Those institutions and organizations 
com m enting in favor of elim ination of 
the interest rate differential stated that 
the existing differential in rate ceilings 
places commercial banks at a serious 
com petitive disadvantage with thrift in -
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stitutions in  attracting and retaining  
IRA deposits. Additional argum ents pre
sented were that the effect of the per
cent differential over tim e and the effect 
of com pounding result in  a significant 
difference in  earnings over the life  of an  
IRA. These com m ents assert that, since  
IRAs constitute an entirely new type of 
service available at financial institutions, 
it  is inequitable for federal regulations 
to perm it a rate advantage to exist based  
solely upon the nature of the regulated  
institu tion  in  which the IRA is estab
lished. It is argued that in  enacting the  
IRA provisions, Congress intended to  
provide an incentive for individuals to 
save for their retirem ent and did not in 
dicate an  in tent to favor any one cate
gory of financial institution. C onsistent 
with th is Congressional intent, an  ind i
vidual should be perm itted to obtain the  
highest rate of return possible on his or 
her retirem ent savings. It is further ar
gued th a t to restrict individuals from ob
tain ing the h ighest earnings possible on 
these retirem ent funds by lim iting the  
ceiling rate for com m ercial banks to a 
rate below that perm itted to be paid by 
thrift institutions would be contrary to  
Congress’s in tent that IRAs are to be 
encouraged as a vehicle for accum ulat
ing retirem ent savings.

Those opposed to elim ination of the  
differential stated  th at thrift institutions 
need the Vi percent differential in  order 
to com pete successfully with com m ercial 
banks for IRA deposits. These com m ents 
stated  that Congress was aware of the  
existence of the differential when it en 
acted the IRA provisions. It was argued  
that if  Congress intended th at IRA par
ticipants should be perm itted to obtain  
the sam e rate of interest on IRA deposits 
regardless of where the accounts are es
tablished, it would have reflected such an  
in tent explicitly in the legislative history  
of the provision. S ince nothing in  the  
legislative history indicates any such ex 
plicit Congressional in tent to  elim inate  
the favored position of thrift institutions, 
it  was argued, Congress did not intend  
to affect the existing differential struc
ture when it enacted the IRA provision. 
Many of those opposed to elim ination of 
the differential also stated  th at any  
change in  the rate structure should aw ait 
the outcom e of Congress’s current review  
of the powers of financial institutions.

In  December, 1975, follow ing consid
eration of the com m ents subm itted, the  
Board am ended R egulation Q to  perm it 
member banks to  pay all or a portion of 
an ERA tim e deposit prior to  m aturity

w ithout Imposing the R egulation  Q In
terest penalty when the depositor atta ins  
age 591/2 or becomes disabled (40 FR  
57663). T he Board also perm itted m em 
ber banks to  waive th e  $1,000 m inim um  
denom ination requirement for IRA tim e  
deposits with 4 - and 6-year m aturities at 
ceiling rates of 7J4 percent and 7V2 per
cent. Sim ilar actions were taken by the  
FDIC and by the Federal Home Loan 
Bank Board for insured nonm em ber 
banks and insured savings and loan a s
sociations. These actions were taken to  
facilita te the establishm ent of IRAs in  
accordance w ith Congress’s in tent to en 
courage individuals not participating in 
other pension plans to save for their re
tirem ent and to provide a convenient 
m eans for payout of IRA funds in the  
future. At the tim e these actions were 
taken, the Board indicated that, in view 
of Congress’s intent to encourage indi
viduals to save for their retirem ent, the  
Board would continue to exam ine the 
question of w hether a differential in in 
terest rate ceilings is appropriate for IRA 
deposits.

Subsequently, a survey was conducted  
by the Board in conjunction with the 
FDIC and Federal Home Loan Bank  
Board of IRA accounts of all federally  
insured com m ercial banks, savings and  
loans, and m utual savings banks. Among 
the data obtained were statistics on the  
am ount and distribution of IRA funds 
am ong various types of financial in stitu 
tions, distribution of IRA deposits a c 
cording to size of institution, and m atur
ity classifications of IRA deposits at com 
mercial banks and m utual savings banks. 
The results of th is survey indicate th at  
as of March 31, 1976, thrift institutions 
generally possess relatively more IRA  
deposits than do com m ercial banks.

The Board has carefully considered the  
question of an interest rate differential as 
it applies to IRA deposits a t com m ercial 
banks and thrift institutions. During the  
course of this consideration, the Board  
has given w eight to the various argu
m ents presented by those who have com 
m ented on the issues raised by the  
Board’s June, 1975, announcem ent as 
well as com m ents received subsequently. 
W eight has also been given to the results 
of the Board’s survey concerning IRA  
deposits. Consideration has been given  
to  the in tent of Congress in  enacting the  
IRA provisions to encourage Individuals 
to save for retirem ent and the effect th at  
a differential m ay have upon the am ount 
of earnings an individual m ay obtain on  
his or her retirem ent savings over the  
life  of the IRA.

The Board believes th at in  enacting  
the IRA provisions it  was the in ten t of 
Congress that individuals w hose em ploy
ers do not have private retirem ent plans 
should be encouraged to provide for their 
retirem ent needs through the establish
m ent of IRAs. In order to accom plish  
Congress’ intent, as a m atter of public 
policy the Board believes that IRA par
ticipants should be perm itted to obtain  
the h ighest rates of interest permissible 
on their retirem ent savings regardless of 
where the deposits are m aintained. In the  
Board’s estim ation, a differential on IRA 
deposits m ay be viewed as inconsistent 
w ith the objective of providing IRA de
positors w ith a m eans of obtaining the 
highest earnings possible on funds saved 
for retirem ent purposes.

In addition, the Board believes th a t 
there is som e evidence, as yet inconclu
sive, w hich Indicates th at member banks 
m ay be a t a disadvantage v is-a-v is thrift  
institutions in  com peting for IRA de
posits because of the existence of the  
differential in  present interest rate ceil
ings.

The Board has determ ined that fur
ther m onitoring for several m onths will 
be proper before a final conclusion is 
reached. I f  the present trend in  the com 
petitive structure for IRA deposits con 
tinues, the Board will then  consider tak 
ing appropriate steps to  restore com peti
tive balance between com m ercial banks 
and thrift institutions in  the offering of 
IRAs.

It  is anticipated that further consider
ation  of action by the Board to perm it 
member banks to offer IRAs on a fully  
com petitive basis w ill be appropriate in 
early 1977 concurrent w ith Congressional 
consideration of the extension  of the  
extension  of the Board’s authority to es
tablish interest rate ceilings for m em 
ber banks and the Board’s recom m enda
tions to  Congress in connection w ith that 
review. In  this regard, the Board recog
nizes th at under the provisions of Pub. L. 
94-200 (89 Stat. 1124), any action by the 
Board to elim inate or reduce an  interest 
rate differential for any category of de
posits or accounts that was in effect on 
Decem ber 10, 1975, could not become ef - 
fective until such action was approved 
by concurrent resolution of the House of 
Representatives and the Senate.

By order of the Board of Governors, 
July 23, 1976.

T h e o d o r e  E .  A l l i s o n , 
Secretary of the Board.
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