
For the past century, legislation 
fostering innovation in the 
financial industry has moved very 
slowly. But on March 31, 1980, 
former President Carter signed a 
banking law which is viewed as a 
major turning point in the 
industry. The Monetary Control 
Act of 1980 , a part of the 
" Depository Institutions 
Deregulation and Monetary 
Control Act of 1980 (DIDA)," will 
have far-reaching effects on the 
Federal Reserve System, on many 
of the nation's financial 
institutions and on the economy in 
general. 

No single motivating force was 
responsible for the passage of the 
Act, but a number of factors 
contributed to the breakthrough: 
rampant inflation , a dramatic 
increase in interest rates, 
competitive pressures from new 
financial institutions (e.g. money 
market mutual funds) and the 
advent of the age of computer 
banking. These events and others 
motivated Congress, the Federal 
Reserve and the financial industry 
to initiate major reform. 

It will probably take a few years 
for the industry to adjust to the 
drastic changes, and perhaps even 
longer for consumers to 
understand the implications of the 
legislation . Although the Act has 
been mentioned in major 
newspapers since March, its 
complexity and scope warrant 
periodic repetition and 
clarification . The short quiz on this 
page will test your familiarity with 
the changes, some of which have 
been implemented within the past 
few months . The article which 
follows provides the answers to 
the quiz and describes the major 
provi s ions of the Monetary 
Control Act of 1980 in detail. 
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True or False . 

1. Only commercial banks 
keep reserves (that is, a 
percentage of their total 
deposits) at the Federal 
Reserve Bank in their 
district . 

2. All financial institutions 
have access to the 
Federal Reserve's dis
count window. 

3. The Federal Reserve 
provides services, such 
as check-clearing and 
the shipment of coin 
and currency, to all 
financial institutions. 
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4. Under the new legisla
tion, the most interest a 
customer will be able to 
earn on a checking ac
count is 5¼ percent. 

5. The DIDA of 1980 has 
little effect on the aver
age consumer. 

6. NOW accounts (that is, 
interest-bearing check
ing accounts) are only 
allowed in New En
gland , New York and 
New Jersey. 

7. Savings and loan asso
ciations may now make 
some commercial, cor
p orate and business 
loans, and may also of
fer credit card services . 
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• 1. Only commercial banks keep 
reserves (that is, a percentage 
of their total deposits) at the 
Federal Reserve Bank in their 
district. 

False. The Monetary Control Act 
of 1980 mandates that all deposi
tory institutions (commercial 
banks, savings banks, savings and 
loan associations and credit 
unions) in the country maintain 
reserves against their transaction 
accounts (checking, NOW account 
and credit union share drait de
posits) and non-personal time 
deposits. 

Previously, only member banks 
(all nationally-chartered commer
cial banks and some state-char
tered banks) were required to hold 
non-interest bearing reserves, ei
ther as vault cash or as deposits 
with the Federal Reserve. Member 
banks had been leaving the Fed in 
substantial numbers because, they 
argued, it cost them to have the 
money sitting idle. Because the 
Fed influences the money supply 
and the availability of credit by af
fecting the amount of required re
serves, a continued exodus would 
have seriously jeopardized the 
Fed's control over the money 
supply. 

Under the new law, over 14,000 
financial institutions are now sub
ject to Federal Reserve reporting 
and reserve requirements, thus 
giving the Fed jurisdiction over 100 
percent of the money supply, as 
opposed to about 68 percent be
fore the Act was signed into law. 

The law is taking hold gradually, 
with reserves being phased in over 
an eight- year period for non
member institutions. Financial 
institutions with transaction ac
counts, plus non-personal time 
deposits of $25 million or less will 
have to hold 3 percent of those de
posits on reserve; those with over 
$25 million will also be required to 
hold a 12 percent reserve on a ll 
reservable accounts over $25 mil
lion. Non-member institutions be
gan holding reserves in November 
1980. Res erve requirements for 
member banks will be phased 
down over four years to the lower 
level required by the Act. After the 
full phase-in/phase-down period, 
total reserves held by all deposi
tory institutions will be about $7 
billion less than prior to imple
mentation of the Act. 

• 2. All financial institutions have 
access to the Federal Reserve's 
discount window. 
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True . The Monetary Control Act 
of 1980 directs the Federal Reserve 
to make loans on a equal basis to 
all financial institutions that have a 
Federal Reserve reserve require
ment. Previously, only member 
banks were entitled to this source 
of short-term funds for temporary 
needs and longer-term funds for 
seasonal needs. In general, these 
loans are available only after the 
requesting institution has ex
hausted alternative sources of 
funds. 

• 3. The Federal Reserve provides 
services, such as check-clear
ing and the shipment of coin 
and currency, to all financial 
institutions. 

True. Before the passage of the 
Monetary Control Act of 1980, 
Federal Reserve services were pro
vided to member banks only. The 
cost of those services was paid for 
out of earnings derived primarily 
from interest received on securities 
acquired through open market op
erations. During 1981, in phases, 
the Federal Reserve will offer its 
various services to all financial in
sti tutions, including the provision 
of coin and currency, check-clear
ing and collection, wire transfer, 
automated transfers, settlement 
services and securities safekeep
ing. To allow the private sector the 
opportunity to compete with 
them, Federal Reserve Banks will 
charge fees for these services to 
cover direct and indirect costs. 
These prices will include a 16 
percent markup to take into ac
count the financing, tax costs and 
profit margin that th e Fed, as a 
quasi-government agency, does 
not experience. 

• 4. Under the new legislation, the 
most interest a customer can 
earn on a checking account is 
5¼ percent. 

False. The Monetary Control Act 
calls for th e gradual end of 
federally-set interest rate ceilings 
on all types of deposits, including 
those at credit unions. By April 
1986, when the phase-out of pre
scribed ceilings is complete, sav
ings and loans and mutual savings 
banks will lose their current ad
vantage of being able to pay higher 
interest rates than commercial 
banks . Ceilings on regular savings 
accounts are now 5¼ percent for 
commercial banks and 5½ percent 
for savings and loans. And for the 
first time ever, banks and savings 

institutions can pay up to 5¼ per
cent interest on NOW accounts. 

These measures are intended to 
put all financial institutions on a 
so-called "level playing field" so 
that they all can compete on an 
equal basis to attract deposits. 

• 5. The DIDA of 1980 has little 
effect on the average 
consumer. 

False. In addition to the six-year 
phase-out of the interest ceilings 
on passbook accounts and the pay
ment of interest on checking ac
counts, the amount of Federal 
insurance on bank savings in
creases from $40,000 to $100,000. 
The law also authorizes the contin
ued use of credit union share 
drafts, banks' automatic transfer 
accounts and remote service units 
used by savings and loan associa
tions . The Act also simplifies the 
consumer credit Truth-in-Lending 
laws and, in some cases, requires 
lenders to repay customers for 
overcharges . 

• 6. NOW accounts (that is, inter
est-bearing checking accounts) 
are only allowed in New En
gland, New York and New 
Jersey. 

False. NOW accounts were initi
ated in July 1970 in New England 
and, during the decade, were au
thorized for only two other 
states-New York and New Jersey. 
Effective December 31, 1980, 
though, NOW accounts are avail
able nationwide. 

• 7. Savings and loan associations 
may now make some commer
cial, corporate and business 
loans, and may also offer credit 
card services. 

True. In return for losing their 
interest rate advantage, federal 
savings and loans will be able to 
provide a range of new services. 
Th~ legislation authorizes these 
institutions to expand th eir con
sum er lo an and credit card 
operations and allows them to of
fer trust services. Mutual savings 
banks will receive new powers 
too . Federally-chartered mutual 
savings will be able to put up to 5 
percent of their assets in commer
cial and business loans, if they are 
made within the state or within 75 
miles of the home office. Credit 
unions, under th e law, receive 
new authority to lend individuals 
mortgage money for cooperative 
housing units. The legislc1tion also 
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sets aside limits on interest rates 
(usury laws) for a variety of loans . 

To obtain abridged copies of the 
Monetary Control Act of 1980, or if 
you have any questions about the 
described provisions, please write 
to: 

Editor, The Ledger 
Public Services Department 
Federal Reserve Bank of Boston 
Boston, MA 0210·6 

Innovative 
Classroom 
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At the age of 11, Michael is the 
owner of two major companies 
and president of the Chamber of 
Commerce. 

He and his peers, who also hold 
highly-esteemed positions in their 
community, are fifth and sixth 
graders at the Bancroft School in 
Andover, MA. 

These students are participants 
in a year-long economic fantasy 
called "The Children's Economy: 
A Simulation of the Working 
World." The program is the brain
child of their teacher and mentor 
Robert C. Littlefield, who, with 
the backing of a New Emphasis 
Grant from the town of Andover, 
has been running the program for 
the past three years in the middle 
grades in the Andover school 
system. 

Over the course of the year, his 
students will buy and sell stocks, 
negotiate loans, collect debts and 
track gold prices . They will experi
ence the competition of large busi
ness, the speedy flow of currency 
through the economy and the bur
den of steep taxes. 

While the money and busi
nesses are not real, the lessons are 
undeniably true-to-life. "This is a 
unit on basic survival skills in eco
nomics," Littlefield said. 

Preparation for the Children's 
Economy begins in January with 
brief introductory sessions to de
scribe upcoming events and 
arouse curiosity. Then, because 
many positions in the Economy 
can only be held by licensed 
professionals who have passed 
written examinations in their spe
cialties, training courses are held 
before and after school , during 
recess and at lunchtime. It is not 
uncommon to find students con
verting fractions to percentages, 
calculating interest and discussing 
basic methods of philosophical 
reasoning. 

The Children's Econony 
officially begins in late February 
when students are eligible to earn 
money for completing skills in 
individualized reading and math 
programs. For example, by getting 
a score of 80 percent or better on a 
placement test, students will earn 
between $25 and $100. They may 
also be paid for a variety of other 
assignments such as tutoring fel
low students with school work or 
working in a "salaried" job. 

In turn, this money allows them 
to invest in businesses of their 
choice. Past enterprises have in
cluded The Bartlett Street Journal, 
The Children's Savings Bank, 
Colonial Travel Agency, The Sing
ing Telegram Company and 
Mighty Charge: The Card With 
Muscle. 

During one hour of class time 
each week, students are given the 
opportunity to participate in the 
"Mall," a thriving marketplace 
where goods and services are ex
changed. Their "play profits" can 
be used to buy real merchandise 
(donated by the students and their 
families) at the class auction in 
June. 

Although no one is forced to 
take part in the Children's Econ
omy, Littlefield said most s tudents 
accept some level of commitment 
to it after the first few weeks. 
"With so many options, the Econ
omy gives most children a chance 

to succeed in some adult career 
role, knowing that they can still re
turn safely to reality," he said. 

For more information on the 
Children's Economy, contact 
Robert Littlefield, Bancroft School, 
Andover, MA 01810. 

Fed Update 
A major exhibition featuring 

works from the Prison Art 
Project-a collection of art from 
inmates in New England prisons 
and their teachers-will begin at 
the Federal Reserve Bank of Boston 
on Monday, February 2, and will 
continue through Friday, March 6. 
The exhibition will be open to the 
public, free of charge, from 10 am 
to 4 pm, Monday through Friday. 

In addition, a new exhibition of 
the Bank's old lithographs is now 
open to the public in the third 
floor audiovisual area. 

New England 
Update 
CONNECTICUT 

The Connecticut Joint Council 
on Economic Education (CJCEE), 
in conjunction with the Hartford 
Board of Education, is sponsoring 
"The American Economic and 
Business System," an 11-session 
graduate credit workshop begin
ning this semester. Participants 
will tour major corporations in the 
area and will discuss the different 
functions of companies with busi
ness representatives. 

The Fourth Annual Clergy Con
ference will be held at the Merline 
D. Bishop Center of the University 
of Connecticut on February 1, 2, 
and 3. This year's theme is , 
"Quality of Life: What Does It 
Cost? Who Pays? Who Benefits?" 
The conference is co-sponsored by 
the CJCEE and the Economic Edu
cation Foundation of Clergy in co
operation with the Christian Con
ference of Connecticut. 

A new audio-slide production 
titled"Economic Illiteracy: We 
Can't Afford It" is now available 
through the CJCEE to businesses 
and schools throughout the state. 
The production describes the 
CJCEE's work in promoting eco
nomic literacy. 
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For more information on 
the above programs/production, 
contact Dr. Edward L. Hamblin, 
Director, CJCEE, U-55, University 
of Connecticut, Storrs, CT 06268, 
(203) 486-2327. 

Teachers from the Greater 
Hartford Area will visit the Federal 
Reserve Bank of Boston on March 
16, in conjunction with a work
shop for middle and secondary 
teachers. The teachers, mainly 
from New Britain, will learn about 
the functions of financial institu
tions and the role of the Federal 
Reserve. The workshop is being 
sponsored by the Center for 
Economic Education, Central Con
necticut State College. For more 
information, contact Ronald R. 
Daigle, Director, Marcus White 
Hall, Room 117, New Britain, CT 
06050, (203) 827-7318. 

MASSACHUSETTS 

The Economic Education Coun
cil of Massachusetts helped 
launch a new Chair of Business 
and Society in the College of Busi
ness and Industry at Southeastern 
Massachusetts University. It is the 
first endowed chair to be approved 
by the University's Board of Trust
ees. The Chairholder will conduct 
professional seminars, con
ferences, workshops and other 
programs designed to foster co
operation between the University 
and members of the surrounding 
community. For more information, 
contact the Office of the Dean, 
College of Business and Industry, 
Southeastern Massachusetts Uni
versity, North Dartmouth, MA 
02747. 

From February 26-28, the 
National Association of Indepen
dent Schools (NAIS) will hold its 
Annual National Conference at the 
Sheraton Boston Hotel. The con
ference is for teachers , administra
tors, trustees, parents, alumni and 
all others interested in private and 
public education. Workshops , 
seminars, exhibits and panel dis
cussions will cover numerous as
pects of elementary and secondary 
education . For details , contact 
Anne Rosenfeld, NAIS, 18 Trem
ont Street, Boston, MA 02108, (617) 
723-6900. 

MAINE 

The Maine Council on Eco
nomic Education is sponsoring a 
10-week course on general eco
nomic principles beginning in Feb-
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ruary. The course will be held for 
about 35 teachers of grades K-12 in 
Calais, ME. As part of the DEEP 
program, the Council is also help
ing teachers of grades K-12 in Port
land, ME, to develop an economic 
curriculum for the school system. 
For more information, contact 
Robert Mitchell, 22 Coburn Hall, 
University of Maine, Orono, ME 
04473, (207)581-7069. 

NEW HAMPSHIRE 

Twelve Rochester school teach
ers who have attended the New 
Hampshire Council of Economic 
Education workshops at the Uni
versity of New Hampshire for two 
years have formed an association 
to further economic under
standing in the community. 
XENOPHON Association is 
named after the fourth century 
B.C. Greek writer who first tried 
to explain the workings of the mar
ket system to his fellow Athenian 
citizens. XENOPHON thanks the 
local companies who sponsored 
the teachers in their endeavors. 

RHODE ISLAND 

The Rhode Island Council on 
Economic Education held its 
annual meeting on January 29 at 
the Biltmore Hotel in Providence, 
RI. Michael Dingman, Chairman 
and Chief Executive officer of 
Wheelabrator-Frye, Inc., gave the 
keynote address . 

The Center for Economic Edu
cation at Rhode Island College is 
offering three courses for the 
spring semester. A course called 
"Concepts in Economic Educa
tion" will be held on Tuesdays, 
from 4-6:30 pm and a workshop in 
consumer economics will be held 
on Wednesdays, from 4-6:30 pm, 
both at Rhode Island College. A 
mini-course on the economics of 
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energy will also be conducted for 
local schools. In addition, the Cen
ter, in conjunction with the State 
Department of Education, is spon
soring a day-long conference on 
energy for all teachers of grades 
K-12 on March 3. For more infor
mation, contact Monica Matheny, 
Director, Center for Economic Ed
ucation, Rhode Island College, 
Providence, RI 02908, (401) 
456-8037. 

VERMONT 

ECON TREK has just published 
a complete teachers' guide to sup
plement "Independence?," this 
year's educational television pro
gram which explores the state's 
economic needs. To receive a copy 
of this 15-lesson guide, contact Jim 
Lengel, Project Director, ECON 
TREK, Continuing Education, 
Grasse Mount, University of Ver
mont, Burlington, VT 05401, (802) 
828-3111. 

Multi-Media 

Alice in Debitland, published by 
the Board of Governors. 

This new booklet shows how 
Alice must cope in the "wonder
land" of electronic money. De
scribing consumer protections un
der the "Electronic Funds Transfer 
(EFT) Act," the publication con
tains information about various 
EFT services and how to obtain 
them, records of electronic pay
men ts, error-correction pro
cedures, and loss or theft of EFT 
cards . For free copies, write to the 
Bank and Public Information Cen
ter, Federal Reserve Bank of 
Boston, Boston, MA 02106, or call 
(617) 973-3459. (Appropriate for 
high school and adult level 
groups.) 
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