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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE 
— Rules Relating to Time Deposits

— Extension of Period for Comment on Proposal Regarding Premiums or Gifts for Deposits

To A ll Commercial Banks, Mutual Savings Banks,
and Savings and Loan Associations in the Second Federal Reserve District:

Following is the text of a press statement issued by the Depository Institutions Deregulation Committee 
(DIDC) announcing the adoption of rules relating to time deposits, and the extension of the period for 
public comment on the DIDC’s proposal to prohibit premiums or gifts offered by depository institutions 
for new and existing deposit accounts. The new rules relating to time deposits were described briefly in this 
Bank’s Circular No. 8840, dated May 29, 1980, which is being superseded by this circular; the proposal 
regarding premiums or gifts was discussed in our Circular No. 8834, dated May 20, 1980.

The Depository Institutions Deregulation Committee today [May 29] announced a number of interrelated 
actions for adjusting interest rate ceilings as a step toward giving the public a market return on savings.

The Committee1 said that these actions are aimed, within this context, at helping depository institutions 
compete for deposits more effectively, to enhance the ability of small banks to serve the agricultural and small 
business needs of their communities, to help thrift institutions increase liquidity, and to permit banks and sav
ings institutions to better serve the nation’s needs for financing homebuilding and home ownership.

The Committee’s actions affect the six-month floating ceiling Money Market Certificate (MMC), the 
2!/2-year and longer floating ceiling Small Savers Certificate (SSC), and the penalty for early withdrawal of 
funds from time deposits. These actions are:

1. Money Market Certificate* 2
The new rule consists of these provisions:
—All institutions may pay at least 25 basis points above the 6-month Treasury bill rate (weekly auction 

average).
—All institutions may pay the same ceiling rate when the Treasury bill rate is 834  percent or higher.
—The ceiling rate will drop no lower than 734  percent, thus establishing a minimum ceiling which will per

mit all institutions to operate in a free market when the 6-month bill rate is less than 714 percent.
—A differential favoring thrift institutions will be part of the ceiling structure when the 6-month bill rate is 

between 714 percent and 834  percent.
When the bill rate is 8.75 percent or more, both thrift institutions and commercial banks may pay 25 basis 

points over the bill rate, and when the bill rate is 7.26 percent or more, up to 8.74 percent, a differential of as 
much as 25 basis points may exist between rates that commercial banks and thrift institutions may pay. This is 
described in the table below.

A minimum ceiling rate of 734  percent has been established. That is, should the Treasury 6-month bill rate 
fall to, say, 7 percent, the minimum ceiling would still be 734  percent, for both commercial banks and thrift in
stitutions. As always, banks or thrift institutions may pay less than the ceiling if they wish.

During the next six months, [effective May 29] commercial banks may renew maturing MMCs with the 
same depositor at an MMC rate equal to the ceiling rate for thrift institutions. This applies only to renewals by 
the same depositor.

The ceiling rates will continue to be established by the result of the weekly Treasury auction of six-month 
bills and will continue to be effective on the Thursday following the Monday auction. The new ceiling rules are 
effective for MMCs issued beginning June 5.

‘Members of the Committee are the Secretary of the Treasury, and the chairmen of the Federal Reserve Board, Federal Deposit 
Insurance Corporation, Federal Home Loan Bank Board and the National Credit Union Administration Board. The Comptroller of the 
Currency is a nonvoting member of the Committee.

2The Money Market Certificate was established in June 1978. It is issued weekly by financial institutions in minimum denominations of 
$10,000 and matures in 26 weeks. Its yield varies according to the yield of the six-month Treasury bill. Prior to the Committee’s action the 
MMC ceiling was the same as the bill rate for commercial banks at all yields and for thrift institutions at bill rates of 9.01 or more. When the 
bill was between 8.75 and 9.00 percent, thrift institutions could pay 9.00 percent and when the bill rate was 8.74 percent or less thrift institu
tions could pay V* of 1 percent above the bill rate.
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The following table illustrates the ceiling rate schedules for MMCs:

Bill Rate 
8.75 and above

Commercial Bank Ceiling 
bill rate + 25 basis points (bp) 
bill rate + 25 bp 
bill rate + 25 bp
7.75
7.75

Thrift Ceiling Differential

8.50 to 8.75
7.50 to 8.50 
7.25 to 7.50 
below 7.25

bill rate + 25 bp 
9.00

0
25 bp to 0 
25
0 to 25 bp 
0

bill rate + 50 bp 
bill rate + 50 bp 
7.75

2. S m a ll Saver C e rtif ic a te3
With the object of giving small savers using this low-initial-deposit certificate more for their money, the 

Committee revised its terms as follows:
—Minimum ceiling rates of 9.25 percent for commercial banks and 9.50 percent for thrifts were established. 

That is, even when the rate for Treasury issues with a maturity of 2 Vi years falls below rates at which these ceilings 
would be activated, thrift institutions and commercial banks would not be forced to pay less than the minimum 
ceiling rates. They could pay less if they wish to do so. These “ floor” rates would be effective at the current 
Treasury 2 Vi -year rate and hence, beginning June 2, commercial banks may pay 914 percent and thrifts may pay 
9Vi percent, at least through June 11.

—The scale of interest that can be paid for the SSC was generally increased by 50 basis points. Between the 
minimum and the cap rates (see below), thrift institutions may pay the Treasury 2!/2-year rate (rather than half a 
point under the Treasury rate) and commercial banks may pay 25 basis points (rather than 75) less than the 
Treasury rate.

—The SSC ceiling rates will be set bi-weekly rather than monthly.
—The existing “ cap” on the interest rates that may be paid on the SSC -  12 percent for thrift institutions 

and 113/4 percent for commercial banks - was continued unchanged. That is, even if the rate on Treasury issues 
of 2 Vi years maturity rises beyond the point at which these ceilings would be activated, financial institutions 
could not pay more on the SSC than these “ cap” rates.

—Institutions may continue to compound the rate paid.
The SSC ceiling rates will be announced on Monday and be effective the following Thursday. The new rules 

will be effective for SSCs issued beginning June 2.

3. P e na lty  f o r  ea rly  w ith d raw a l o f  fu n d s  f r o m  tim e  deposits
The penalty for withdrawal of funds from a time deposit before its maturity will be an amount equal to 

three months’ simple, nominal interest when the original maturity is one year or less and six months’ simple, 
nominal interest when the original maturity is longer. In the past, the minimum required penalty did not exceed 
interest accrued or already paid. Under the new rule, the penalty may require a reduction in the principal sum of 
the account. For example, if a depositor withdraws funds from a one-year deposit after one month, the penalty 
would be an amount equal to three months’ interest even though that much interest had not yet been earned, and 
a reduction in principal would be necessary. The penalty is in terms of interest on the amount withdrawn. This 
rule is effective June 2. [ I t  is app licab le to  tim e deposits issued, extended, o r  renewed on o r  a fte r June 2 .]
E x te ns ion  o f  tim e  f o r  com m en t on a p roposa l regard ing p rem ium s o r  g ifts  f o r  deposits

In a separate action the Depository Institutions Deregulation Committee extended the period for comment 
from June 16 to July 16 on its proposal to prohibit premiums or gifts offered by depository institutions upon the 
opening of a new account or an addition to an existing account.

The proposal was made originally on May 7, and on May 13 the Committee announced that it had extended 
the time for comment from June 9 to June 16.

The Small Saver Certificate was established in 1979 and is issued by thrift institutions and commercial banks in maturities of 30 months 
or more. Prior to the Committee’s action the ceiling rate for the SSC was the rate for Treasury issues with a maturity of 2Vi years, less V* of 
one percent for commercial banks and Vi of one percent for thrift institutions. There is no minimum denomination - issuers may sell the SSC 
in whatever amounts they wish. This feature has made it attractive to savers with only small amounts to deposit.

Further details regarding the DIDC’s new rules relating to time deposits will be sent to you when 
available. Questions on the rules and the DIDC’s proposal concerning premiums may be directed to our 
Regulations Division (Tel. No. 212-791-5914).

Anthony  M. So lo m o n , 
President.
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