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REGULATION Q
Prohibition Against Compounding of Interest on Money Market Certificates

To All Member Banks
in the Second Federal Reserve District:

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

A change in the rules under which financial institutions issue six-month money market certificates was 
announced today by Federal regulators.

The changes, which will go into effect March 15, 1979, will:

1. Prohibit the use of compounding on money market certificates issued on or after March 15 by 
insured commercial banks, savings banks, savings and loan associations and credit unions.

2. Limit the annual rate of return that thrift institutions may pay on such certificates to the 
discount rate on the most recently issued six-month Treasury bill, when such discount rate is 9 percent 
or higher. This is the ceiling rate that commercial banks may pay. Thrift institutions could continue 
to offer the certificate at 14 percent above the discount rate when the ceiling rate is 8%  percent or less; 
however, their ceiling rate would be limited to a maximum 9 percent when the discount rate is between 
8%  and 9 percent.

These actions were announced jointly by the Federal Home Loan Bank Board, the Federal Deposit 
Insurance Corporation, the National Credit Union Administration and the Federal Reserve Board, with 
each taking appropriate regulatory action after consultation with the Interagency Coordinating Committee, 
which includes representatives of each agency and the U.S. Treasury Department. The agencies are 
actively reviewing the terms on other types of deposits with a view toward providing improved savings 
opportunities for the small saver.

The action taken today is in further support of efforts to restrain inflation. The changes are designed 
to reduce somewhat the cost of money market certificates and to moderate the flow of funds into thrift 
institutions in the current inflationary environment. While this action will affect the savings flows of thrifts, 
it will permit them to continue to remain competitive in attracting funds for housing. It will help reduce 
cost pressures on such institutions and over the longer run assure continued availability of mortgage credit.

Money market certificates (M M C ’s) were created last June 1 to help maintain a flow of funds into 
the mortgage market. At the end of January, $104.4 billion in such certificates were outstanding. They are 
issued in minimum denominations of $10,000 with a 26-week maturity. The maximum rate of interest that 
may be paid on M M C’s is tied to the discount rate (auction average) for six-month Treasury bills.

At present, the ceiling rate for banks on M M C’s is equal to this Treasury bill rate. The ceiling for 
thrift institutions is 14 percent higher.

As of the end of January, $55 billion in M M C’s were outstanding at savings and loan associations 
(12.9 percent of total deposits), $31.9 billion at commercial banks (7.9 percent of small denomination time 
and savings deposits), $17.5 billion at mutual savings banks (12.3 percent of deposits), and $0.6 billion 
at credit unions (about 1 percent of deposits). Without today’s action, further substantial increases in 
these percentages could have been anticipated.

Under the rules change, institutions may advertise an annual effective rate of interest for M M C’s 
based upon reinvestment after six months of both principal and interest, if the ads comply fully with 
guidelines that were previously issued. Advertisements must also state that Federal regulations prohibit 
compounding of interest.

During the interim period until the effective date of this change, the agencies stressed that individual 
institutions should exercise sound management practices relative to the money market certificate.

Enclosed is a copy of the amendment, effective March 15, 1979, to Regulation Q. Questions thereon 
may be directed to our Consumer Affairs and Bank Regulations Department (Tel. No. 212-791-5919).

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

President.
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Board of Governors of the Federal Reserve System 
INTEREST ON DEPOSITS

AMENDMENT TO REGULATION Q
(effective March 15,1979)

Maximum Rates of Interest Payable
AGENCY: Board of Governors of the Fed

eral Reserve System.

ACTION: Final Rule.

SUMMARY: The Board has amended its 
regulations to prohibit the compounding of 
interest by member banks on time deposits of 
$10,000 or more with maturities of 26 weeks 
whose ceiling rate of interest is equal to the 
discount rate on the most recently issued six- 
month United States Treasury bills (auction 
average). Member bank advertisements will 
be required to contain a statement that Fed
eral regulations prohibit compounding of 
interest during the term of this time deposit 
category.

EFFECTIVE DATE: March 15, 1979.
FOR FURTHER INFORMATION CON

TACT: Allen L. Raiken, Associate General
Counsel (202/452-3625), or Gilbert T. 
Schwartz, Senior Attorney (202/452-3623), 
Legal Division, Board of Governors of the 
Federal Reserve System, Washington, D.C. 
20551.

SUPPLEMENTARY INFORMATION: 
Effective June 1, 1978, the Board created a 
new category of time deposit whose ceiling 
rate is tied to the discount rate on six-month 
U.S. Treasury bills. The Board’s action au
thorized member banks to pay interest on 
time deposits of $10,000 or more with maturi
ties of exactly 26 weeks at a rate up to the 
discount rate (auction average) established 
for U.S. Treasury bills with maturities of six 
months that are issued on or immediately 
prior to the date of deposit. Rounding the rate 
to the next higher rate is not permitted on this 
category of deposit.

At the time the new money market time 
deposit category was created, the Board in
dicated that compounding of interest on the 
new category would be permitted. The Board 
has now determined that effective March 15 
member banks may not compound interest on 
such time deposits received on or after that 
date during the 26 weeks that the time deposit 
is outstanding.

Similar action is being taken by the Federal 
Deposit Insurance Corporation, the Federal 
Home Loan Bank Board, and the Administra
tor of the National Credit Union Administra
tion for depository institutions subject to their 
respective jurisdictions. In addition, certain 
adjustments are being made to reduce, in 
certain circumstances, the maximum rate of 
interest that may be paid on money market 
certificates by insured savings and loan as
sociations, savings banks and credit unions. 
The actions are being taken at this time to 
reduce somewhat the attractiveness of money 
market time deposits and to lower the costs 
being incurred by thrift institutions offering 
these deposits. This will moderate the flow 
o f funds into such institutions in the current 
inflationary environment. While this action 
will affect the savings flows of thrifts, it will 
permit them to continue to remain competi
tive in attracting funds for housing.

Because compounding of interest during 
the term of the money market time deposit 
is permitted for all other categories of depos
its, the Board believes it appropriate for all 
member bank advertisements, announcements, 
and solicitations, including deposit account 
brochures and other literature, concerning this 
deposit category to indicate clearly and con
spicuously that Federal regulations prohibit 
the compounding of interest during the term

For this Regulation to be complete, retain:
1) Regulation Q pamphlet, effective December 6, 1978.
2 )  Supplement effective June 1, 1978.
3 )  This slip sheet.
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of this deposit. Such notice would serve to 
inform prospective depositors of a material 
difference between the money market time 
deposit category and other time deposits on 
which compounding is permitted. Member 
banks may, however, advertise an annual 
effective rate of interest for money market 
time deposits based upon reinvestment at 
maturity of principal and interest earned if 
such advertisements fully comply with the 
Board’s guidelines issued August 8, 1978, con
cerning the advertising for money market time 
deposits. The guidelines provide that if a 
member bank advertises an annual effective 
rate that assumes reinvestment of principal 
and interest at maturity, the advertisement, 
announcement, or solicitation must contain a 
clear and conspicuous statement such as the 
following:

This is an annual rate and is subject to
change at renewal.

In addition, the guidelines indicate that 
any reference to U.S. Treasury bills in a 
money market time deposit advertisement, 
announcement, or solicitation requiies the 
disclosure that the rate of interest paid on 
Treasury bills is the discount rate. Any 
material that makes reference to the member 
bank’s annual effective yield and to Treasury 
bills requires the disclosure of the coupon 
equivalent yield on Treasury bills computed 
on a comparable basis. Revised guidelines to 
take into account the Board s present action 
will be distributed in the near future.

Although compounding of interest during 
the term of this deposit category is not per
mitted, the Board has determined that mem
ber banks will continue to be permitted to 
compute simple daily interest on a 360-, 365-, 
or, in a leap year, 366-day basis in accordance 
with the provisions of section 217.3(e) of 
Regulation Q.

Member banks may continue to compound 
interest on money market time deposits issued 
or renewed prior to the March 15, 1979 effec
tive date of this action. However, upon 
renewal at maturity, member banks may not 
compound interest on such deposits. (In this 
regard, member banks may not extend the 
maturity of money market time deposits since 
such obligations must have a maturity of 
precisely 26 weeks.)

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 Depart
ment 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 amendments effective in less than 30 days. 
The expanded procedures set forth in the 
Board’s policy statement of January 15, 1979 
(44 FR 3957) were not followed strictly in 
promulgating this regulation because of the 
necessity to adopt the change as quickly as 
possible.

Text of Amendment

Pursuant to its authority under section 
19(j) of the Federal Reserve Act (12 U.S.C. 
371b) to prescribe rules governing the pay
ment and advertisement of interest on depos
its, effective March 15, 1979, the Board 
amends Regulation Q (12 CFR 217) as 
follows:

SECTION 217.6 —  ADVERTISING OF 
INTEREST OF DEPOSITS 

# * #
(j) Any advertisement, announcement, or 

solicitation relating to interest paid by a mem
ber bank on a time deposit of $10,000 or more 
with a maturity of 26 weeks at a rate not in 
excess of the rate established (auction aver
age on a discount basis) for United States 
Treasury bills with maturities of six months 
shall include a clear and conspicuous notice 
that Federal regulations prohibit the com
pounding of interest during the term of the 
deposit.

SECTION 217.7 — MAXIMUM RATES OF 
INTEREST PAYABLE BY MEMBER 

BANKS ON TIME AND 
SAVINGS DEPOSITS 

* * *
( f )  Variable rate time deposits of less than 

$100,000. * *  *

Member banks may not compound interest 
during the term of this deposit.
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