‘Week ending: March 14, 1979

LlBRﬁRY Federal regulators, i1 a joint action, have amended the

regulations under which financial institutions may offer six-month
money market time deposits (MMTDs). The regulations became
effective March 15 for all financial institutions except credit
unions, which have had their effective date postponed to March 30.
The changes prohibit the compounding of interest on newly-issued
MMTDs by savings banks, savings and loan associations, credit
unions (together referred to as thrift institutions), and insured
commercial banks. The changes also eliminate the 25-basis-point
differential on MMIDs between thrift institutions and commercial
banks when the auction rate on six-month Treasury bills (to which
the rate on MMIDs is tied) is 9 percent or more. Previously,
thrift institutions had been able to pay 25 basis points more than
commercial banks on MMIDs. Under the new rules, thrifts are able
to pay the full differential only when the auction rate on
six-month Treasury bills is 8.75 percent or less. When the
auction rate on six-month Treasury bills is between 8.75 and 9
percent, thrifts may pay up to 9 percent on the deposits. (See
examples in table below.

This action reduces the effective annual yield on MMTDs
by as much as 75 basis points over what could have been offered
otherwise. Consider an example based on an auction rate of 9.42
percent on six-month Treasury tills (the rate in effect for the
week ending March 9). Commerciezl banks paying this rate on MMTDs
and compounding interest daily were able to offer an effective
yield of 9.88 percent on an annual basis. Thrift institutions
were able to offer 25 basis points more than the Treasury bill
rate, or 9.67 percent, which, with daily compounding, raised the
effective yield to 10.15 percent. In this example, the new rules
would limit both commercial banks and thrifts to an interest rate
of 9.42 percent, 73 basis points less than the highest rate
possible at thrifts under the previous rules.

Maximum Rates on MMTDs at Commercial Banks
and Thrift Institutions for Various Auction
Rates of Siz-Month Treasury Bills

(Annual Rates; Not Compounded)

Auction Rate Commercial Banks Thrift Institutions
8.60 7% 8.60.% 8.85 %
8.75 8.75 9.00
8.90 8.90 9.00
9.00 9.00 9.00
9.15 9545 g.15
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