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June 31, 1933. 

Curt iss - Young - Boston Stevens - McDougal - Chicago 
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Austin - Norris - Ph i lade lph ia Peyton - Geery r- Minneapolis 
Williams- Fancher - Cleveland McClure - Hamilton - Kansas City 
Hoxton - Seay - Hichmond Walsh - McKinney - Dal las 
Newton - Johns - At lan ta Newton - Calkins - San Francisco 

THAHS. NO. 1826 

Numerous i n q u i r i e s "being received as to e f f e c t of provis ions 

of Section 19 Federal Reserve Act, as amended by Sect ion 11(b) Banking 

Act of 1933 (Glass B i l l ) , regarding payment of i n t e r e s t on depos i t s . Some 

of these quest ions cannot be answered immediately; but the fol lowing can 

be s ta ted at t h i s time: 

(a) Except as indica ted below, law fo rb ids member banks to pay 

i n t e r e s t on demand deposi ts a f t e r June 16, 1933; but i n t e r e s t accrued 

on or before tha t date may be pa id . 

(b) Law does not p roh ib i t payment of i n t e r e s t i n accordance with 

terms of any c e r t i f i c a t e of deposit or other contrac t previously entered 

in to in good f a i t h and i n fo rce on June 16, 1933. 

(c) No such c e r t i f i c a t e of deposit or other contrac t may be 

renewed or extended without e l iminat ing provis ion f o r payment of i n t e r -

es t on demand depos i t s ; and a l l such cont rac t s must be modified as soon 

as poss ib le cons i s t en t ly with bank 's contractual ob l iga t ions so as to 

el iminate payment of i n t e r e s t on demand depos i t s . I f contrac t i s subject 

to modi f ica t ion or cance l l a t ion a t option of bank i t must be modified 

as soon as pos s ib l e . 
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(&) P roh ib i t i on against payment of i n t e r e s t on demand depos i t s , 

however, not appl icable to deposi ts payable only at an o f f i c e of a member 

"bank located i n a fo r e ign country nor to any deposi t made by a mutual 

savings bank nor to any deposi t of publ ic funds made by or on behalf 

of any S t a t e , county, school d i s t r i c t , or other subdivis ion or min ic ipa l -

i t y , with respect to which payment of i n t e r e s t i s requi red under S ta te law. 

(e) This exemption not appl icable to depos i t s of r ece ive rs of 

insolvent S ta te or na t ional banks, since they are not publ ic funds . 

( f ) Deposits of publ ic funds of the United S t a t e s Government 

not exempted and Treasviry has amended i t s Circular number 92 so as not 

to requi re payment of i n t e r e s t on balances in War loan deposit accounts 

and i s considering s imi lar amendments to other c i r c u l a r s . 

(g) Federal Reserve Board not authorized to grant member banks 

permission to pay i n t e r e s t on demand depos i t s . 

(h) Member banks may continue to pay i n t e r e s t on time depos i t s 

in accordance with t h e i r usual p r ac t i c e or ex i s t i ng bona f i d e con t rac t s 

u n t i l Federal Reserve Board i ssues regula t ions on sub j ec t . P repara t ion 

of such r egu la t ions requ i res i nves t iga t ion , study and ca r e fu l cons ider -

a t ion of p r a c t i c a l and economic e f f e c t s ; but such regu la t ions w i l l be 

promulgated as soon as p r a c t i c a b l e . Views of a l l Federal reserve banks 

on t h i s subject have been requested and wi l l be given cons idera t ion before 

regu la t ions are promulgated. 
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(j.) Meaning of p rovis ion re waiving requirement of not ice be -

fo re payment of savings depos i t s requi res f u r t h e r study and wi l l have to 

"be covered "by l a t e r r u l i n g or "by provis ion of r egu la t ion . 

( j ) P roh ib i t i on against payment of i n t e r e s t i s appl icable only 

to deposi ts which are QUOTE payable on demand TB1QU0TE and, t h e r e f o r e , 

subject to such regu la t ions as the Board may p re sc r ibe , i n t e r e s t may be 

paid u n t i l matur i ty on depos i t s which are o r i g i n a l l y bona f i d e time de-

p o s i t s although such depos i t s have become payable wi th in t h i r t y days and 

f o r tha t reason alone are c l a s s i f i e d under e x i s t i n g regu la t ions as 

QUOTE demand depos i t s UEQ,UOTE f o r purpose of computing rese rves . 

(k) Since provis ions regarding payment of i n t e r e s t on depos i t s 

are incorporated i n Sect ion 19 of Federal Reserve Act, d e f i n i t i o n s 

contained i n Sect ion I I of Board 's Regulation D should be considered i n 

determining what are time deposi ts pending issuance of f u r t h e r r egu l a -

t ions on t h i s sub j ec t . 

Please f u r n i s h copies of t h i s telegram to counsel and a l l o f -

f i c e r s of your bank and branches. 

MORRILL 
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