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REASONS AND RESULTS OF THE 
DIDMCA OF 1980 

(With a Focus on Competition) 

For the first time since the 1920's, banking regulation 

has turned a corner. On March 31, 1980, President Jimmy 

Carter signed into law the Depository Institution Deregulation 

and Monetary Control Act (DIDMCA), a landmark financial re-

form measure. The new law sought to: 

1. Deregulate banking and promote more competi
tion to benefit the consumer. 

2. Promote greater regulatory equity among 
deposit-type financial institutions (prin
cipally credit unions, commercial banks, 
and savings banks). 

3. Improve the Federal Reserve's control over 
the nation's money supply.1 

The purpose of this paper will be to measure the competitive 

success and shortcomings of the Monetary Control Act. Before 

attempting to analyze the impact of the act, however, a look 

into the history of banking regulations is necessary to deter-

mine how the banking industry became so highly regulated. 

1Eccles, George S. The Politics of Banking, The Graduate 
School of Business, University of Utah, 1982, pp. 255-262. 

1 



-

-

2 

Banking is one of the most heavily regulated industries. 

Loans, capital, deposits, the development and pricing of ser

vices, mergers, and charters for new banks and branches are 

all targets for governmental regulation. Why have banks been 

so closely regulated? There are many reasons, some rooted 

deeply in history. Perhaps a key reason is that Banks Ilcreate 

money" (ie. purchasing power) whenever they grant loans or 

purchase securities, and money is a unique commodity. There

fore, left to itself, the quantity of money could expand drama

tically, generating severe inflation in the absence of some 

regulatory controls. Another important reason for bank regula

tion is the concern for the safety of the public's money. During 

the Depression of the 1930 ' s, thousands of banks collapsed, 

people lost their life savings, and many defunct banks merged 

with solvent institutions. Such monumental legislative initi

atives as the insurance of deposits, federal interest rate 

ceilings on deposits, and limits on chartering new banks can 

be traced to the concerns for the safety of the public's money.2 

Related to the safety factor is the desire of the govern

ment to preserve the public's confidence in banks and other 

financial institutions. Past experience has demonstrated that 

when the public loses confidence in banks, it withdraws funds. 

As funds are withdrawn, bank efficiency is reduced, possibly to 

the point of failure. It is also believed that banks have been 

2 Eccles, George S. The Politics of Banking, pp. 63-80. 
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important sources of government revenue, either through direct 

taxation or through the purchase of government bonds. Regu-

lation, therefore, has been aimed at producing benefits for 

both the public and government users of banking services. 

How well did the banks do in a regulated environment? 

From the 1930's to today, the business has grown because of 

the protection it has enjoyed from many of the forces of cha

otic competition affecting other commercial enterprises, thus 

making it a much more consistently profitable industry than 

most. It has enjo"yed an exclusive product, a protected geogra

phic area, and limits on rates paid to savers. 3 

Until recently, no other financial institution had the 

legal right to handle checking accounts. Virtually every 

household and corporation was forced to do business with a 

bank, as checking accounts were the primary means of payment 

for goods and services. Further, this source of deposits was 

particularly important to the industry's profitability because 

of its non-interest bearing feature. In fact, at many banks, 

checking accounts were not only a source of free money, but 

they also provided significant service charge income. 

Commercial banks were among the very few businesses that 

were not allowed to cross state lines; in some states such as 

3personal Interview, Administrative Personnel, First 
Source Bank, South Bend, Indiana Sept. 3, 1984. 
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Indiana, not allowed to cross county lines; and in some states, 

branching anywhere was not allowed. The result was that banks 

in one state did not have to worry about competition from banks 

in another state. "Thanks to a compromise between sparring 

factions of the banking industry, 1985 may be the year law-

makers legalize cross-county banking in Indiana.,,4 This pro

posal, endorsed by the Indiana Bankers Association (IBA), would 

permit banks to establish branches across county lines, allowing 

the smaller banks to acquire a larger number of branches. (Estab

lishing refers to either building or merging.) This proposal 

also concerns other banking areas. Firstly, bank holding com

panies would be permitted to own more than one bank, without 

controlling greater than ten percent of the state's total de

posits for 1985. This limit would gradually be raised to twelve 

percent by 1989. Secondly, it is also proposed that Indiana 

banks be allowed to merge with or be acquired by banks in the 

surrounding states, depending upon whether or not these states 

are in accordance with this new concept. 5 

Probably, the most important advantage banks enjoyed from 

regulation was the constraint banks paid depositors for their 

"raw material" checking and savings accounts. Instead of letting 

the free market determine the competitive level of interest rates 

4Neal , Andrea "'85 Legislature to Debate Economic In
centives," Indiana Business, December 1984, Vol. 28, No. 12, 
p. 49. 

5Ibid . 
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to attract deposits, the Federal Reserve dictated ceilings on 

them through Regulation Q. Furthermore, in recent years, these 

ceilings have been artifical1y low, giving banks the ability to 

buy money at below market rates and lend it at much higher, 

often unregulated rates. 6 

As inflation increased and money market rates went up, 

however, Regulation Q simply did not work anymore. Leakages 

from the banking system resulted as more and more depositors 

withdrew funds from banks and put them into instruments that 

paid something nearer to the market rate. Most conspicious 

was the money market fund which exploited the fact that there 

were no ceilings on certificates of deposits over $100,000. 

Money market funds enabled a small depositor to take money out 

of a checking account or low-interest savings account and place 

it with a middleman who would bundle it together in $10a,000 

amounts and redeposit it in a bank at a higher rate of interest. 

Banks, as a whole, were not actually losing the money. They 

were simply paying an outside entity, the money market fund, for 

repackaging the funds while exacting a service charge for doing 

"t 7 1 • 

6Ecc1es, George S. p. 257. 

--For further reading concerning reasons behind deregu
lation: 

Heggestad, Arnold A., Regulation of Consumer 
Financial Services, (Abt Books: Cambridge, Massa
chusetts), 1981. 

7Jacob, Dennis, IIRegulation Q No Longer Works,1I Savings & 
Loan News, September 1979. 
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Ultimately, banks in their own self-interest, came to 

see that Regulation Q limits on rates paid to savers were 

ineffective and dysfunctional. With inflation rates on the 

rise, the rate of savings were on a rapid decline. Even the 

most reluctant bankers began to call for an end to the Regula

tion Q limits on rates paid to depositors, which thrived (1930's 

through 1970's) until competition and circumstances changed the 

environment. Hence, deregulation became the new aim. Figure 

F1.1 illustrates the trends of savings and money market funds 

from 1976 to 1983. Notice the dramatic increase in the money 

market funds and the continual decrease in savings funds after 

the deregulation period of 1980. Figure F1.2 goes further to 

show the aggregate effect on total funds, pointing out the shift 

from savings to money markets. 

Years of record-high loan rates, restraints on interest 

rates paid to small savers, burgeoning demand for home mor-

gage credit suggested to many members of Congress and the ad

ministration that there should be room for more private initia

tive and more competition in banking. At the same time, the 

technology of banking began changing with accelerating speed. 

Commercial banks, as well as other financial institutions (credit 

unions, savings and loans, credit card companies, etc.) began 

benefiting from computerized financial transactions in a con

venience-oriented environment. The cost burden of large numbers 

of branches built in an era when banking was more people-oriented 

is no longer of serious consideration. liThe underlying concept 
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is the removal of those laws and regulations that have separ

ated banking from other financial institutions ... 118 In 

many ways, the industry has been deregulating itself, develop-

ing new credit, payments, and savings services which skirt 

existing regulations to meet customer needs. All of this 

finally leads to the DIDMCA. 

In order to achieve its objectives, the Depository Insti-

tution Deregulation and Monetary Control Act instructed the 

federal banking agencies to simplify existing regulations, 

eliminate regulatory inconsistencies and duplication, reduce 

compliance costs, and not to impose any new regulations without 

establishing a public need. DIDMCA directed that the federal 

interest rate ceilings on deposits (Regulation Q) be phased out 

over a six-year period, ending in 1986. The rate ceilings were 

enacted during the Great Depression of the 1930 l s to prevent 

bank failures by limiting deposit-rate competition and to give 

home mortgage lenders, such as savings and loans, an advantage 

over banks in attracting funds. The Congress declared that the 

old federal deposit rate ceilings acted to "discourage persons 

from saving money, create inequities for depositors, and impede 

the ability of depository institutions to compete for funds, 

and have not achieved their purpose of providing an even flow 

8Stodden, John, PhD. liThe Changing World of Banking,1I 
Business Week1s Guide to Careers, October 1984, p. 57. 
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of funds for home mortgage lending. 1I9 A special committee, 

The Depository Institutions Deregulation Committee, was set 

up to phase out the interest rate ceilings. 

When interest rate ceilings were imposed on bank savings 

deposits, Congress also forbade the payment of interest on 

checking accounts, fearing that excessive competition for check-

ing accounts funds had been a significant factor leading to the 

failure of many banks between 1920 and 1940. In Title III of 

the DIDMCA, Congress gave permission to offer the first interest-

bearing transactions accounts nationwide since the 1930 1s, which 

included the NOW accounts, ~hare drafts, and Automatic Transfer 

Services. The 1980 law also contained some benefits for the 

Federal Reserve System as well. For many years the Fed had been 

arguing that certain features of the bank regulatory system 

were severely reducing its ability to control the United States 

money supply. Examples of problems were inadequate asset and 

deposit information from depository institutions not part of 

the Federal Reserve System and the lack of Federal Reserve 

authority to impose reserve requirements on certain non-deposit 

sources of funds for banks (borrowings from abroad, etc.). Title 

I of the new law provides full remedies for their problems. 

For example, all depository institutions must report their 

assets and liabilities to the Federal Reserve as needed or when 

desirable for monetary policy purposes. The new law also removes 

a long-standing inequity in reserve requirements by imposing 

911MMDAIs and Super NOW1s: The Record So Far,1I Economic 
Review, June 1983. 



11 

common reserve requirements on transaction accounts and 

business time deposits for all federally insured depository 

institutions. Moreover, the Monetary Control Act requires 

the Federal Reserve Board to begin in charging for what were 

formerly "free II servi ces. These Fed servi ces i ncl ude s h i p

ment of currency and coin, check clearing and collection, 

wire transfers, securities holdings, etc. The fees assessed 

must be based upon all direct and indirect costs of providing 

the services and must be competitive with private sources of 

the same services. IO In effect, the new pricing requirement 

puts the Fed in correspondent banking business in direct 

competition with the largest banks. The new pricing require-

ment does, however, provide some incentive for bankers to 

economize on the use of correspondent services and to price 

checkbook services more in line with their true cost. It 

most likely will speed the development of a nationwide elec

tronic funds transfer system. II 

Has the deregulation bill accomplished what it intended 

to do? It may be too early to tell since the final controls 

will not be lifted until 1986, but it certainly has promoted 

more competition among not only banks, but every other type of 

10Eccles, George S. p. 256-261. 

II For further readings: 

DIDMCA (Titles I-IV): The Politics of Banking 
Regulation Q: 1. Regulation of Consumer Financial 

Services, A. A. Heggestad, 1981. 
2. Regulation Q Interest ~ Deposits, 

Board of Governors of the Federal 
Reserve System, Dec. 16,1981. 
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near-bank as well. Bankers have not had time to fully adjust 

emotionally to the new realities of the high-cost deposits 

and nearly "free for all il competition. The competitive reali

tiesare stark. IIDeregulation and decentralization are making 

banks products more like commodities, dictating lowest cost, 

total reliability, and rapid delivery.1I12 There will be new 

ground rules for success, with offense regarded as much as 

defense. The winners will have more freedom to earn the profits 

to which they are entitled. The losers will be scrambling for 

partners who will help them salvage some of their stockholders' 

investments. And not all players will survive. There will be 

no more guaranteed success stories. Thousands of banks in the 

country, for competitive and efficiency reasons, are probably 

too many -- some will fail. Figure F1.3 shows the total num

ber of banks closed because of financial difficulties and 

their respective years. Although the number of failures ap

pears to be neither rising nor falling, a couple of things 

must be kept in mind. First of all, Regulation Q has not been 

completely phased out and will not be so until 1986. There-

fore, the full impact of IIpure competitionll has not yet had 

its effect. Secondly, inflation will also play an important 

sidekick to competition in respect to success levels of banks. 

Once the industry is faced with this competition, inflation 

will have a stronger influence than in the past. The banks 

12Stodden, John PhD. liThe Changing World ... ,11 p.58. 
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Number of Banks Closed Because 

of Financial Difficulties 

Year Total 

1976 17 

1977 6 

1978 7 

1979 10 

1980 10 

1981 10 

Source: Federal Deposit Insurance Corporation, 1981 Annual 
Report, Table 122, Page 70. 
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which survive will most likely be the ones on top of the 

competition, offering customers the best in the market. 

14 

Since banks have not had to compete rigorously in the 

past, those who survive will have to demonstrate extraor

dinary abilities in areas that have been unfamiliar to them, 

such as innovation, people and risk management, marketing, 

planning and strategy formulation, and the like. These 

areas are ones which banks have been traditionally weak. 

Modern banks cannot abandon the traditional virtues of credit 

quality, liquidity, and capital adequacy. Rather, the tradi

tional measures of a high-quality bank are necessarily being 

augmented by measures of competition and performance. If this 

was an object of the deregulation act, it seems to be achieving 

that goal. 

By blurring the lines of distinction between various 

deposit-type institutions, the act has promoted greater total 

equity among these institutions. Large banks, obviously will be 

the least affected by deregulation, since they have more 

flexibility to adjust their policies to new competition. They 

more than likely already have in place a wide range of services. 

Small retail-oriented banks will feel more of an impact to com

pete with these larger institutions. It seems, however, over 

the long term allowing time for adjustment, most banks should 

find their profits largely unaffected by deposit-rate de

regulation. 
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Figure Fl.4 is a case study obtained from interviews 

with personnel within the Marketing Department of Valley Ameri

can Bank, focusing on information found in the bank's service 

brochures. (Keep in mind this is a competitive analysis of 

figures Fl.4.1 and Fl.4.2.) 

Figure Fl.4.1 shows the services offered in 1979, before 

deregulation came into effect. At this time, as illustrated 

in the service of checking accounts, it was impossible to earn 

interest on transaction accounts. Certificates of deposit were 

very basic and remained at a fixed rate of interest, the highest 

being 7.75% for an eight-year CD. 

Figure Fl.4.2 illustrates the expansion of services 

offerred to customers as of November, 1984. Focusing first 

on the checking accounts, it is possible for customers to earn 

an average interest of 5.25% (equal to a regular savings account 

rate of interest) on the N.O.W. and Super N.O.W. accounts. For 

deposits past a minimum, the Super N.O.W. accounts offer the 

competitive rate of 10%. This is a drastic change from 1979 

and a direct result of deregulation. Offered under invest

ments, the Money Market Investment Account also offers the 10%, 

but does not tie up funds for a period of time like the typical 

CD. Notice that not only are the CD's offered at a higher 

rate of interest, but also at shorter time denominations. With 

these higher rates of interest and the availability of the Money 

Market, there is less demand for the deposits which are held for 
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(F1.4) Case Study of VALLEY AMERICAN BANK 

(Valley Bank & Trust Co.) 

Services offered, as of 1979 
(Before Deregulation came into effect) 

Services Rate of Interest 

Checking: 
Special (service charged per 

check) 
Regular (service charged 

based on balance) 

Gold Key (fixed service 
charge) 

Investments: 
CD IS: 

I-year 
2i-year 
4-year 
6-year 
8-year 

(F1.4.1) . 

0.0% 

0.0% 

0.0% 

6.5% 
7.0% 
7.25% 

7.5% 
7.75% 

16 
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SERVICES OFFERED, AS OF NOVEMBER, 1984 

(F1.4.2) 

Services 

Checking Accts: 
Special (service charged per 

check) 
Regular (service charged based 

on monthly balance) 
Gold Key (fixed service charge) 
N.O.~L 

Super N.O.W. 
Average Balance $0 - 4,999 
Average Balance $5,000 - up 

Investments: 
Money Market Investment Acct. 
CD's: 

Note: 

7-Day (min. of $2,500) 
14-Day (min. of $2,500) 
21-Day (min. of $2,500) 
28-Day (min. of $2,500) 
91-Day (min. of $1,000) 
6-Month (min. of $1,000) 
I-Year (min. of $1,000) 
18-Month (min. of $1,000) 
3-Year (min. of $1,000) 

Rate of Interest 

0.0% 

0.0% 
0.0% 
5.25% 

5.25% 
10.00%* 

10.00%* 

8.75%* 
8.75%* 
8.75%* 
8.75%* 
9.25%** 
9.60%** 

10.00%** 
10.25%** 
11. 00%** 

* The interest rates on these Money Market Items 
fluctuate in accordance with the Money Market 
Rate. Rates change weekly. 

17 

** Interest rate is based on government security rates. 
Rates change monthly. 

SOURCE of CASE STUDY: Marketing Department (interview) of 
Valley American, Nov. 21, 1984 & service brochures. 
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the longer periods of time. Another possible reason for this 

shift to shorter CD maturity periods could be the inability 

to accurately predict future inflation levels. Banks may be 

hesitant to commit themselves to certain interest rates for 

long periods of time. 

The issue of whether or not the Federal Reserve improved 

its control over the nation's money supply is one which is too 

complex to include within this competitive analysis. Moreover, 

due to the fact that controls are still in the process of being 

lifted, it would be unjust to criticize the Fed's control at 

this point. Commercial banks are still in the process of be

coming competitive again in terms of the rate paid on deposi

tory instruments. Through the new NOW and Super NOW accounts, 

there is less incentive for individuals to reduce their check

ing account balan€es in response to higher interest rates; 

thus, making these interest rates volatile at this point. 

These fluctuations obviously influence the control over the 

money supply; thus, making it difficult to evaluate. Figure 

F1.5 partially illustrates the instability which the industry 

is experiencing during this transition period. Notice how 

personal savings hove moved within a wide range between 1980 

and 1984, with the most dramatic change occurring within only 

the 1.5 years between 1981.5 and 1983. 
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( F 1. 5) PERSONAL SAVINGS RATE 
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* SURVEY OF CURRENT BUSINESS. 
January. 1984. page 11 . 
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What can be expected in the future? Parallels can be 

drawn with other deregulated industries, predicting positive 

outcomes. The future of the banking industry will be ex

citing, both for the public and, in particular, for the in

dustry itself. Changes are likely to occur in terms of both 

products and structure. There will be considerable, and at 

times, rather wild churning until a new equilibrium is reached. 

As the old ground rules disappear, uncertainty will increase. 

Conditions may appear chaotic for a period, particularly to 

outsiders. In such a situation, not everyone will react the 

same way or as effectively. Thus, there will be winners and 

losers before everyone settles down to the new ground rules. 

The surviving institutions will need to respond to a new set 

of circumstances. This will not be easy to do, and the 

penalties for being wrong may be much more severe than before. 

Moreover, firms will be paying dearly for past responses that 

were correct under the old ground rules but are now incorrect. 

With freeing the deposit rates, competition by price is likely 

to dominate competition by convenience. In order for these 

commercial banks to prosper in this new environment they will 

need to be able to maintain, if not predict, the current com

petitive prices of the industry; along with maintaining the 

previously discussed skills in innovation, people and risk 

management, marketing, planning and strategy formulation. 

They must also be ready and willing to adjust their prices in 

accordance with the industry. This competition will be intense; 

but, for the survivors and the public at large, the future looks 

bright. 
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