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Executive Summ~ 

Purpose Concern over the rising cost of banking services has been expressed in 
the Congress and by consumer groups. GAO wanted to determine the 
extent to which basic banking fees and interest rates have changed and 
the impact of changes on consumers since certain bank and savings and 
loan activities were legislatively deregulated in the early 1980s. 

Background The Depository Institutions Deregulation and Monetary Control Act,of 
1980, and the Gain-St Germain Depository Institutions Act of 1982 
included provisions to phase out regulatory limits on deposit interest 
rates offered by banks and savings and loan institutions (thrifts) and 
permitted the latter to provide services previously limited to banks. 
These changes allowed the institutions to pay higher interest rates and 
offer new interest-bearing accounts. It is generally agreed that, to com- 
pensate for their higher interest expenses, depository institutions 
increased service charges. 

To examine issues related to the provision of basic banking services, GAO 
reviewed: 

l changes in banking fees and interest rates between 1977, before deregu- 
lation, and 1985; 

l the effects of current fees and interest rates on consumers at various 
income levels; 

9 steps taken by banks and thrifts to provide essential banking services at 
little or no cost to low-income consumers; and 

l consumers’ other options for obtaining essential banking services, such 
as use of credit unions. 

To gauge the extent of these changes, GAO sent a questionnaire to a ran- 
dom sample, stratified by asset size, of 1,662 banks and thrifts. The 
questionnaire was administered between August 1985 and March 1986 
and received a 67 percent overall response rate. The questionnaire 
requested data on fees and interest rates for year-end 1977 (before 
deregulation) and 1983, and mid-1985. GAO adjusted the fees to account 
for price level changes. To judge the impact on consumers, GAO used 
data from a study sponsored by the Federal Reserve Board of the use of 
banking services by a representative group of households. 

Results in Brief GAO found that fees associated with changes in savings and checking 
accounts and other banking services, such as check cashing, have gener- 
ally increased since deregulation. Such fee increases have been offset to 
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varying degrees for some consumers by interest they now receive on 
account balances. The type of main checking account used and the bal- 
ance in the account determined whether consumers gained or lost as a 
result of changes related to deregulation. (See ch. 3.) 

In addition, while various efforts have been made to provide low cost 
alternatives for certain consumers, these services are not available to 
all. (See chs. 4 and 5.) 

GAO’s Analysis 

Fees for Services Banks and thrifts responding to GAO'S questionnaire increasingly 
charged account maintenance fees or required a minimum balance to 
avoid fees. Figure 1 shows the percent that did not require a minimum 
balance to avoid a fee for statement savings accounts and that did not 
have a service charge for noninterest-bearing checking accounts. Median 
values for some common fees increased. For example, the fee for a 
returned check at banks rose from $8.87 in 1977 to $10.00 in 1986. (See 
pp. 24,2’5,3’6,36,39, and 40.) 

Figlure 1: Accounts Oftensd at No 
Charge, With No hMmum Balance 
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Executive Summary 

Effect on Consumers Consumers who paid fees on noninterest-bearing checking accounts (32 
percent of those surveyed by the Federal Reserve Board) typically paid 
$41 to $57 a year in 1985, depending on income level. Those who paid 
fees on interest-bearing checking accounts (9 percent) had an average 

’ net cost (fees minus interest) of $12 to $57 if their annual income was 
less than $50,000, but net earnings (interest minus fees) of $17 if such 
income was $50,000 or over. (See p. 49.) Under 1977 fees and rates- 
assuming that their banking habits were the same-consumers who I 
paid fees for checking typically would have paid from $22 to $37 (in 
1986 dollars) annually. (See p. 50.) 

Consumers who in 1985 earned interest on their checking accounts and 
did not pay fees (24 percent of those surveyed) typically earned from 
$28 to $103 annually, an amount that generally increased with income. 
Thirty-five percent of the consumers neither earned interest nor paid 
fees. (See p. 50.) 

About 75 percent of the consumers surveyed had an account in addition 
to their main checking account. Fifty-one percent of those with annual 
incomes under $10,000 had such an account, increasing to 92 percent of 
those with incomes $50,000 and over. In 1985, consumers surveyed 
earned from $86 to $396 interest on these accounts. (See pp. 61 and 52.) 

Alternatives for Low 
Income Consumers 

Almost 76 percent of the depository institutions surveyed offered low- 
cost or free (“lifeline”) accounts to senior citizens, about 40 percent 
offered them to students, and about 15 percent offered discounted, “no- 
frills” checking to the general public in 1985. (See pp. 60 and 61.) 

In 1986, there were no fully comparable alternatives to banks and 
thrifts for obtaining banking services. Credit unions typically offered 
services at a lower cost but were not as accessible to the general public. 
Money orders were widely available but appeared to be more costly 
than checking accounts if more than three to five money orders were 
purchased per month from a bank or thrift, respectively. (See ch. 6.) 

Recommendations GAO is making no recommendations. 
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Exeeutlve Summary 

Agency Comments GAO requested official comments on a draft of this report from the Board 
of Governors of the Federal Reserve System, the Office of the Comptrol- 
ler of the Currency, the Federal Deposit Insurance Corporation (IWIC), 
the Federal Home Loan Bank Board, and the National Credit Union 
Administration. Federal Reserve officials notified GAO the Board would 
not have comments. Letters from the other agencies are included in 
appendixes II through V. 

In general, the agencies agreed with the observations and conclusions in 
the report. FDIC said that our draft report failed to account in some fash- 
ion for the implicit cost of foregone interest (no interest or interest at 
less than market rates) and, as a result, believes that comparisons 
between accounts maintained in 1977 and after deregulation are quite 
possibly inaccurate and misleading. (See app. IV.) FDIC’S letter also indi- 
cates that the level of fees levied on deposit accounts in I977 reflects 
compensation to consumers for the foregone interest on those accounts 
due to regulatory constraints on levels of interest payable. 

Interest received and fees paid by consumers in 1977, in effect, were 
both understated by the amount of foregone interest. GAO’S calculations 
of the difference between interest received and fees paid are not under- 
stated by foregone interest as suggested by FDIC. Adding some estimate 
of the cost of foregone interest to both interest earned and fees paid 
(which is effectively what the pricing of 1986 services does) would not 
change the difference between earnings and costs. Therefore, the calcu- 
lations in 1977 can be legitimately and meaningfully compared with the 
net costs of banking services in 1985. (See p. 52.) FDIC was also con- 
cerned that the report did not account for the level of interest rates at 
t imes other than the years used in the report. GAO does not attempt to 
account for all such changes nor to project the impact of future changes. 
The report presents interest and bank fees associated with selected 
depository accounts at three points in time. (See pp. 52 and 63.) 

Comments raised by the other regulators related, for the most part, to 
methodology and data presentation; where appropriate, clarifications 
have been made. (See pp. 44,45,52,53,63, and 68.) 
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Chapter 1 

Introduction 

Financial deregulation began transforming the traditional financial mar- 
ketplace in the early 1980s by starting the phase-out of interest rate 
controls on depository institutions1 and introducing new interest-bearing 
deposit accounts. Depository imtitutions, which once were the only , 
providers of these accounts and offered them at much the same prices 
or rates, began to offer an array of products, prices, and rates and to 
engage in direct product line competition with other financial institu- 
tions, such as insurance companies and money market funds.* 

During this period, many banks and thrifts began paying market-deter- 
mined rates of interest on certain accounts with unrestricted interest 
rates and higher rates of interest on regulated deposit accounts. To off- 
set these higher costs, depository institutions began imposing or increas- 
ing fees for some services formerly provided at little or no cost-such as 
passbook and statement savings accounts, regular checking accounts, 
and the cashing of U.S. Treasury checks. Consumers, unaccustomed to 
the new pricing of traditional banking services, questioned whether 
financial deregulation had provided a net public benefit. Some Members 
of Congress and consumer groups expressed particular concern about 
the effects of these changes on low-income consumers. 

Conditions That 
Prompted 
Deregulation 

The Banking Act of 1933 (P.L. 73-66) prohibited the payment of interest 
on any deposit which was payable on demand in banks that were mem- 
bers of the Federal Reserve System; the prohibition was extended to fed- 
erally insured banks that were not members in 1935. Likewise, the 
interest that could be paid on savings accounts was limited. Before that 
time, banks attracted deposits by offering high interest rates. It was 
believed that excessive competition for deposits had contributed to the 
numerous bank failures of the 1920s and early 1930s. The new restric- 
tions on banks were encompassed in Federal Reserve Regulation Q. 

Thrift institutions became subject to regulatory rate control with the 
passage of Public Law 89-597Y’in September 1966. This legislation 
granted the Federal Home Loan Bank Board explicit power to fix the 

‘A financial institution that accepts deposits. In this report, commercial banks and savings banks 
regulated by the Of&! of the Comptroller of the Currency, the Federal Reserve System, or the Fed- 
eral Deposit Insurance Corporation are referred to as “banks.” (About 13 percent of the banks 
included in our survey were not supervised by the federal regulatory agencies.) Savings and loan 
institutions and savings banks regulated by the Federal Home Loan Rank Board are referred to as 
“thrifts.” 

2A money market fund offers its securities to the public and invests its assets in a number of differ- 
ent securities. These funds offer an investment which functions like an interest-bearing checking 
account. 
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. impeding depository institutions’ ability to compete for funds. 

maximum rate that might be paid by thrifts on different types of sav- 
ings accounts. 

In the 19709, these restrictions limited banks and thrifts from competing 
for funds with entities like money market funds that paid market rates 
of interest considerably higher than that permitted by Regulation Q. As 
a result, funds were attracted away from depository institutions by 
firms’ able to offer higher rates on accounts similar to those offered by’ 
depository institutions. Congress reviewed the effects of such restric- 
tions and found they were 

discouraging savings, 
denying small depositors the opportunity to receive a market rate return 
on their savings, and 

Legislation to 
Deregulate Interest tion Q. The cornerstone of interest rate deregulation was theDepository 

Institutions Deregulation and Monetary Control Act of 1980 (P.L. 96- 
221),14which called for the orderly phaseout of deposit account interest 
rate ceilings and authorized new types of interest-bearing accounts, such 
as negotiable-order-of-withdrawal (NW) accounts. A second important 
law was the Garn-St Germain Depository Institutions Act of 1982. 

The,~%arn-St Germain Act (P.L. 97-320) ,&celerated the phaseout of Reg- 
ulation Q an&introduced the money market deposit account #MIX), 
which required a minimum balance of $2,600 and limited transactions to 
six per month, but offered unrestricted interest rates. 

This was the first time depository institutions were allowed to offer a 
deposit account that could compete with shares offered by private 
money market mutual funds. Subsequent to the Garn-St Germain Act, 
super negotiable-order-of-withdrawal (SU~~~NCIW) accounts were autho- 
rized for depository institutions beginning January 1983. Basically, the 
!hlpeaNw account is a combination of the traditional NCR+’ account and 
bnmA3 

%w SuperNCM actmnt haa the fallowing MM&% features initial and average balance of at least 
$Z~;naint*rest~ce~,~~tthatnomorethnn6.26~tcanbe~dwhcntheavasee 
~faJllsbelow$2,MXI;and~~blerequirementofa?-daynoticeofwithdr*wal.Inadditbon, 
the Mm haa llnlhlted deposit and withdrawal tn3nw&m acwunt capablky. It Is avaikble only 
tothmedqm&tomeUgibleforN~ aceounta (except for-profit businesses). 
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Chapter 1 
Introduction 

Effects of 
Deregulation 

Deregulation was passed during an era of high and volatile interest 
rates. Therefore, an effect was that financial institutions increased the 
interest paid on deposits so they could continue to attract depositors’ 
dollars. This practice led to an increase in fees for certain types of bank- 
ing services that had formerly been implicitly paid for by customers 
through acceptance of below market interest rates or no interest on sav- 
ings and transactions accounts, such as checking accounts. Other fac- 
tors, such as price level changes and changes in general economic 
conditions, may have also contributed to the increase in banking fees. 

When interest rates payable on deposits were limited under Regulation 
Q, financial institutions tried to attract depositors by offering certain 
services, such as account maintenance, check cashing, and cashier’s 
checks, at little or no charge. This nonprice competition resulted in 
“implicit pricing*’ of accounts and services; in other words, depositors 
paid for services by lending banks and thrifts money at relatively low 
interest rates. 

In testimony before the Senate Banking Committee during June 1979 
hearings, the Secretary of the Treasury said that the cost to the deposi- 
tory institution of providing the extra services frequently exceeded the 
value the depositor placed on the services he or she received. Many 
depositors, he argued, would prefer to receive interest income, which 
they can spend as they choose, rather than having to accept this 
“implicit interest.” 

Deregulation began the process of eliminating the ceiling on interest 
rates and, by March 31,1986, phased out interest rate limitations on 
accounts held in depository institutions. Also, new types of financial 
institutions began to get involved in the traditional banking market. For 
example, brokerage firms started to offer check-writing privileges on 
some of their accounts, while other companies opened financial service 
centers in retail stores. 

In this new environment, banks and thrifts began paying higher interest 
rates to attract consumer and commercial deposits. To compensate for 
their higher interest expenses, depository institutions began to price for- 
merly free services and increase the prices of other traditionally low- 
cost services. 
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Objective, Scope, and We conducted this review to measure changes in the cost and interest 

Methodology rates of certain deposit services, changes over which Members of Con- 
gress have expressed concern. 

The report covers 

l changes in service fees and interest rates, 
l effects of these changes on the consumer, 
l depository institutions’ responsibility to provide basic banking services 

at little or no cost to certain segments of the population, 
l state legislation requiring the provision of basic banking services at a 

nominal cost, and 
l consumers’ options for obtaining basic banking services. 

To identify changes in service fees and interest rates, we sent question- 
naires to 1,6162 banks and thrifts selected at random throughout the 
country. Federal regulatory agencies supervised about 87 percent of the 
banks in our sample. These institutions were directly affected by the 
federal deregulation legislation, 

For sampling purposes, we stratified banks and thrifts into three groups 
based on their asset size (under $100 million, $100 million to $1 billion, 
and over $1 billion). For each institution type, we sampled different per- 
centages of small, medium, and large institutions. These institutions 
were asked tcr provide data on interest rates and service fees for Decem- 
ber 1977, December 1983, and June 1986. The dates of the Depository 
Institutions Deregulation and Monetary Control Act of 1980 and the 
GarnSt Germain Depository Institutions Act of 1982 influenced the 
selection of the first 2 years. We chose 1985 to cover recent changes in 
fees and rates. 

We compiled the information provided us into an overview of the price 
and interest rate changes in selected banking services for the three dates 
noted above. Banking fees in 1977 and 1983 were adjusted for changes 
in inflation so as to have figures comparable to 1986 fees. Because of the 
wide range of responses to some of the questions in our questionnaire, 
all figures reported from it are medians. The only exception is table 6.1, 
which presents average values for purposes of comparing them with 
available credit union data. The median is the midpoint value of a set or 
group of values; in other words, the value above which half the observa- 
tions fall and below which half fall. The median is less influenced by 
unusually large values than is the more commonly used mean or average 
value. We also show the range of the center 50 percent of all responses: 
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chapter 1 
Introduction 

that is, values falling in the lowest and highest 25 percent of the 
responses were eliminated. Throughout this report, median values and 
frequencies given for banks and thrifts are weighted values projected to 
the universe. 

It should also be noted that when discussing minimum balances to open 
an account or to maintain it without a fee, we excluded those accounts 
requiring a balance of $1 or less. 

Appendix I describes the methodology we used in selecting the sample 
and the responses to the questionnaire. Although we received a 6’7 per- 
cent overall response rate on our questionnaire, many respondents did 
not completely answer all questions. Response rates varied by question 
and by time period. In general, 1977 response rates were the lowest. In 
those cases where the response rate was not adequate, we do not show 
values and so state. Copies of the bank and thrift questionnaires show- 
ing the number of responses to each question are available upon request. 

Information obtained from the questionnaire was then combined with 
information developed from the Currency and Transaction Account 
Usage Survey sponsored by the Federal Reserve and conducted by the 
Survey Research Center of the University of Michigan4 During May 
through July 1984, this telephone survey interviewed 1,993 families 
selected to be representative of the continental United States. The data 
from this survey established how a representative group of households 
used selected banking services. For example, the survey examined the 
type of deposit accounts maintained and the purpose for which they 
were used. We did not independently verify the data provided. 

We used this information on consumer behavior to determine how these 
individuals would have fared under the 1977 and 1985 median fees and 
interest rates that we obtained from banks and thrifts. This analysis 
does not reflect changes in consumer behavior in response to changed 
prices of services and to the nationwide introduction of interest-bearing 
checking accounts. 

To determine depository institutions’ responsibility to provide minimum 
banking services, we researched applicable federal and state law and 
court interpretation. Our legal research covered two periods: 1) 1975 to 
1986, involving recent legislation, and 2) 1900 to 1933, when much of 

4The Board of Governors of the Federal Reserve System, Currency and Transaction Account Usage 
Survey, (1984). 
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today’s banking framework, including deposit insurance, the Federal 
Reserve System, and restricted interstate banking, was created. 

We telephoned individual state governments to determine what actions 
they had taken or were considering in relation to the provision of low 
cost basic banking services. We contacted 32 states, which together held 
QO percent of the US. population. 

To identify various options for obtaining basic banking services, we con- 
ducted a literature search. To determine the feasibility of specifically 
using credit unions as an alternative to basic banking services, we con- 
ducted a telephone survey of nine credit union trade associations and 
five credit unions, and we reviewed a 1986 Credit Union National Asso- 
ciation (CUNA) study which addressed available credit union accounts 
and services, interest rates, and service fees. 

We contacted the federal agencies-the Federal Deposit Insurance Cor- 
poration (nnc), the Federal Home Loan Bank Board (FHLESB), the Board 
of Gowernors of the Federal Reserve System (FRS), the Office of the 
Comptroller of the Currency (occ), and the National Credit Union 
Administration (NcuA)-responsible for regulating banks, thrifts, and 
credit unions. In addition, we contacted various trade associations repre- 
senting banks and thrifts, including the American Bankers Association 
(ABA}, the Independent Bankers Association, the Consumer Bankers 
Association of America, and the U.S. League of Savings Institutions. 

Our work was performed between June 1986 and June 1986 in accor- 
dance with generally accepted government auditing standards. 
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Chapter 2 

Changes in Interest Rates and Banking 
Service Fees 

Since financial deregulation, banks and thrifts have changed the array 
of products and services they have traditionally offered depository cus- 
tomers, as well as some of the conditions and terms associated with 
them. 

Our questionnaire results for December 1977, December 1983, and June 
1985 show that since deregulation more institutions are charging for 
various services that were previously free, and that fees, adjusted for 
increases in the general level of prices, have increased in many cases.’ 

General Trends Banks and thrifts have changed their traditional pricing and interest 
rates on products and services they offer. Institutions in our survey 

. have increased interest rates in some cases and introduced new interest- 
bearing demand deposit accounts; 

. are less often providing services at no charge; 

. have increased fees for many services, while reducing fees on others; 
l are more often requiring a minimum balance to open an account or avoid 

fees; and 
l are giving depositors incentives to maintain higher balances, a practice 

known as tiering. 

This chapter discusses changes at banks and thrifts in five types of 
accounts-passbook and statement savings, noninterest-bearing check- 
ing, NOW, and S~perN0W.~ For each account we describe the interest rate 
paid for deposits, the median minimum balance required to open an 
account, and median fees required to maintain an account or minimum 
daily balance required to avoid fees. For transaction (checking) 
accounts, per check charges and other related fees are included. Finally, 
the chapter discusses fees for depositors and nondepositors for other 
financial services, such as cashing U.S. Treasury checks or purchasing 
money orders. 

‘To make yearly comparisons meaningful, fees and other account features cited in this chapter, such 
as account balances, have been adjusted to 1985 dollars, based on the Consumer price Index. Interest 
rates were not a&~3ted for inflation. 

?l’he rates of responses to our questions on Money Market Deposit Accounts, which pay market rates 
on interest but put limits on numbers of transactions, were too low to provide statistically valid data 
According to a monthly Federal Reserve survey of over 500 commercial banks and about 76 mutual 
savings banks, rates paid on these accounts ranged from 9.34 percent to 6.95 percent during January 
1984 through June 1985. 
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Chapter 2 

Savings Account 
Interest and Fees 

We collected data on two types of savings accounts-passbook and 
statement. A  passbook account is a savings account for which transac- 
tions are recorded in a book that the depositor keeps and presents with 
each deposit or withdrawal. A  statement account does not use a book; 
instead, transactions are reported to the depositor, usually by mail, in a 
periodic statement. 

Our data indicated that banks and thrifts are increasingly setting mini- 
mum balances to open accounts and charging depositors if their 
accounts fall below a certain minimum. 

Maximum Interest Paid on 
Savings Accounts 

During the 3 specific years covered by our survey, over 96 percent of 
our thrift respondents offered the maximum interest rates that federal 
regulation allowed for savings accounts. Banks were not as consistent. 
For example, 90 percent of the bank respondents paid the maximum 
rate in 1977, while in 1985 the percentage had declined to 62 percent. 
These maximums are shown in table 2.1. 

Tabmle 2.1: Maximum Interest Rates 
Allowsd by Regulation on Passbook & 
Statement Savings Accounts Banks 

Thrifts 

1977 1983 1985 
5.00% 5.25% 5.50% 

5.25 5.50 5.50 

Source: Annual Statistical Digest, Board of Governors of the Federal Reserve System, (1963); and Fed- 
eral Reserve Bulletin, (May 1966). 

M inimum Balance to Open In 1977,46 percent of the banks and 55 percent of the thrifts we sur- 
a Savings Account veyed required a minimum balance of over $1 to open a statement sav- 

ings account, By 1985 about 75 percent and 80 percent, respectively, 
had such requirements. (See tables 2.4 and 2.5.) For both banks and 
thrifts, minimum balances required to open savings accounts rose 
between 1977 and 1985, although they have generally been less at 
thrifts than at banks. (See tables 2.2 through 2.6.) 

Maintenance Fees for 
Savings Accounts 

In 1977 the vast majority of bank and thrift survey respondents did not 
charge a monthly maintenance fee for passbook or statement savings 
accounts. By 1985 about 40 percent of banks were charging mainte- 
nance fees or imposing minimum balance requirements to avoid fees. In 
contrast, about 18 percent of the thrift institutions were charging main- 
tenance fees or imposing minimum balance requirements. In those cases 
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where fees were charged in 1985, the median minimum balance require- 
ment to avoid fees at both banks and thrifts was $100 and the median 
lilssessed fee for falling below the minimum was $1 .OO per month.3 

%ble 2.2: Characterirticr of Paw&book 
Saving8 Accounta Offered by Banka- 
Balance Requirementa & Fees (1985 
t3Mars) Banks offering this account: 

Percent Reauirina, a Minimum Balan’ce to ODen 

1977 1983 1985 

42.0% 61.1% 69.0% 
Minimum Balance to Open 

Mledian $18 $27 $50 
Rana’e $1844 $11-81 $10-100 

Percent Charging Unless Minimum Balance is 
Maintained 

Minimum Batance to Avoid Fees 
7.8% 26.4% 37.3% 

a $54 $100 
$27-108 $50-200 

Median 
Range 

Monthlv Fee 
Median a $1.08 $1 .oo 
Range $1.08-2.16 $1 .OO-2.00 

Note: MirWum balgurtees d#o not rnclude values of a dollar or less. The range data presented is for the 
center 50 percent of the responses. 
Wedian value not shown because response rate was too low to provide statistically valrd data. 

Nble 2.3: Gha~racteristica of Paaabook 
Savings Accounta Oflered by Th~rifta- 
Balance Requirements & Fees (1985 
DoDlars) Thrifts offering this account: 

Percent Requiring a Minimum Balance to Open 
Minimum Balance to Own 

1977 1983 1985 

65.0% 75.8% 81.2% 

Median 
Range 

Percent Charging Unless Minrmum Balance is 
Mrintained 

Minimum Balan’ce to Avoid Fees 

$18 $11 $20 
$9-18 $5-27 $1050 

1 .O% 7.9% 17.7% 

Mediia n 
Range 

Monthlv Fee 
Median 
Rnn,ae 

a $54 $100 
$1 l-108 $50-100 

a $1.08 $1.00 
$1.08-1.08 $1.00-1 .W 

Note: Minimum balances do not include values of a dollar or less. The range data presented is for the 
center 50 percent of the responses. 
*Median value not shown because response rate was too low to provide statistically valid data 

sin some cases, maintenance fees &u-ted depending on the balance maintained. In those cases we used 
the lowest fee in identifying the median. 
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Table 2.4: C~haracterlsticr of Stat@mlent 
Savings Accounts Offered by Banks- 
Balance Requirements & Fees (1985 
Dollars) Banks offering this account: 

Percent Requiring a Minimum Bal’ance to 
Open 

Minimum Balance to Open 
Median 
Ranale 

1an 1983 1965 

45.5% 62.4% 73.6% 

$69 $l#W $100 
$18-177 $27-106 $25-100 

Percent Charging Unless Minimum Balance is 
Maintailned 

Minimum Balance to Avoid Fees 
4.0% 26.8% 39.9% 

LIedian 
Range 

Monthly Fee 

a $106 $100 
$54-216 $100-200 

Median 
Ranae 

a $1 .Q6 $1 .oo 
$1.06-1.62 $1 .oo-2.00 

Note: Minimum balances do not include values of a dollar or less. The range data presented is for the 
center 50 pe+zent of the responses. 
%Wian value not shown because response rate was too low to provide statistically valid data. 

Tsble 2.5: Characteristics of Statement 
Savings Accounts Offered by Thrifts- 
Balance Requirements & Fees (1985 
Dollars) Thrifts offering this account: 

Percent Requiring a Minimum Balance to 
Own 

1977 1983 1985 

54.9% 72.0% 79.4% 
Minimum Balance to Open 

Median 
Range 

Percent Charging Unless Mini~mum Balance is 
Maintained 

$18 $27 $50 
$9-18 $1 l-108 $10-100 

0.5% 8.7% 19.3% 
Minimum Balance to Avoid Fees 

Median 
Ranae 

1 $54 $100 
$54-106 $75-200 

Monthlv Fee _ _ 
I  -- 

M’edian 
Ranae 

a $1.09 $1 .oo 
$1.06-2.16 $1 .oO-2.00 

Note: Minimum balances do not include values of’a dollar or less. The ranga data presented is for the 
center 50 percent of the responses. 
*Median value not shown because response rate was too low to provide statistically valid data. 

Tiered Pricing Figures 2.1 and 2.2 depict changes in the incidence of tiered pricing 
schedules at banks and thrifts. By 1985 this approach to setting mainte- 
nance fees on passbook and statement savings accounts based on 



chapter 2 
Changes In Interest Rates and Banking 
Sewice Fees 

account balance had become more widespread than it was in 1977, 
although it still had not been adopted by a majority of banks and thrifts. 

Checking Account 
Interest and Fees 

Before the 198Os, noninterest-bearing checking accounts were the only 
transaction accounts offered throughout the country, and then only at 
banks and some state-chartered thrifts. Deregulation authorized new, 
interest-bearing checking accounts, such as how and SuperNOW accounts, 
and allowed federally chartered thrifts to offer checking services. 

Our data on checking accounts show the following: 

. The interest rates paid on Now accounts between 1983 and 1985 
remained the same, while rates for SuperNOW accounts increased. (See 
table 2.6.) 

. The percentage of banks offering a noninterest-bearing account at no 
charge to the consumer declined from 1977 to 1985. (See fig. 2.3.) 

l The median inflation-adjusted maintenance cost of noninterest-bearing 
checking accounts increased, for the most part, at both banks and 
thrifts. The median maintenance cost of NOW3 and SuperNOWS, on the 
other hand, generally decreased at both banks and thrifts from 1983 to 
1985. (See tables 2.7 through 2.12.) 
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chapter 2 
~~Fhsterest Rates and BanMng 

Figure 2.1: Banks With Tiered Pricing: 
Passbook and Statement Savings 
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Figure 2.2: Thrifts With Tiered Pricing: 
Passbook and Statement Savings 
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9 The median minimum balance that banks required to open a noninterest- 
bearing checking account increased between 1977 and 1985. At thrifts, 
the median minimum balance decreased between 1983 (the first year in 
our survey in which thrifts could offer such accounts nationally) and 
lQ8@ (See tables 2.7 and 2.8.) 

l The median minimum balance to avoid fees on noninterest-bearing 
checking accounts decreased. The median minimum balance require- 
ments for h’ows and SuperNOW also declined between 1983 and 1985. (See 
tables 2.7 to 2.12.) 

Interest Rates Paid Until January 1986, regulatory restrictions limited the rates that could 
be paid on NOW accounts. Table 2.6 shows the median bank and thrift 
interest yield for NCRV and SuperNC)W accounts. 

Table 2.6: Mmdhn htmrt YiWt for MICH 
md SuperWW Accounta 1983 1985 

Banks 
NOW 5.25% 5.25% 
SuperNW 5.38 5.50 - 

Thrifts 
NOW 5.38 5.38 
SupcxNOW 5.39 5.43 

Noninterest-Bearing 
Checking Accounts 

In 1977,45 percent of banks in our survey required a minimum balance 
of more than $1 to open a noninterest-bearing checking account. By 
IQ86 the percentage had increased to 63 percent. In 1985 about 75 per- 
cent of the thrifts required minimum opening balances of more than $1. 

Among those banks that did require a minimum balance to open a nonin- 
West-bearing checking account, the median minimum balance increased 
between 1977 and 1985. In 1977, thrifts were not authorized nationally 
to offer this account. Between 1983 and 1985, thrifts’ median minimum 
balance to open an account slightly decreased. 

In 19’77 about 35 percent of banks offered a free noninterest-bearing 
checking account. Another 59 percent carried no fees if a minimum bal- 
ance WBUEE maintained. By 1985 the proportion of banks that offered free 
accounts declined to about 16 percent and the proportion offering 
accounts at no charge if a minimum balance was maintained increased to 
82 percent. In 1985 over 60 percent of all thrifts were offering free 
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ehecklng. Another 35 percent did not charge if a minimum balance was 
mdntabwd, (See figs. 2.3 and 2.4.) Median minimum baIance require- 
ments to avoid fees declined at banks between 1977 and 1985 and at 
thrifts between 1983 and 1985. (See tables 2.7 and 2.8.) 

Fees for noninterest-bearing checking accounts are assessed in several 
ways. Checking account holders may pay a monthly maintenance fee, a 
charge per check, or both. Banks, more often than thrifts, had noninter- 
e&bearing checking accounts that were priced using both a monthly fee 
and a per check charge. At some institutions, fees depended on whether 
a minimum balance was maintained; others charged regardless of 
balance. 

For banks levying fees, median monthly maintenance fees increased 
between 19’77 and 1986 when the account was charged for both a per 
check charge and a monthly fee. When price was based on a monthly fee 
only, the median monthly fee approximately doubled. Monthly mainte- 
nance fees were higher at thrifts than at banks and also rose between 
1983 and 1985. For thrift accounts that had both a maintenance fee and 
per check charges, the monthly maintenance fee declined between 1983 
and 1986. In those cases where charges per check were the only fees 
charged, results were mixed. (See tables 2.7 and 2.8.) 

Fees for NOW Accounts By 1986 about 11 percent of banks and about 17 percent of thrifts were 
offering NCW accounts free. An additional 88 percent of banks and 
almost 83 percent of thrifts offered accounts at no charge when a mini- 
mum balance was maintained. Accounts carried a monthly maintenance 
fee and/or a charge per check that could sometimes be avoided by main- 
taining a minimum balance. The median minimum balance to avoid fees 
was much higher at banks than at thrifts. This balance declined some- 
what at both banks and thrifts between 1983 and 1985. Monthly mainte- 
nance fees also decreased for both between 1983 and 1986. (See figs. 2.6 
and 2.6 and tables 2.9 and 2.10.) 
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chapter 2 

Figure 2.3: Characteristics of N’onintn~st-‘Bearing Checking Accounts Offered by Banks 

-JY--- No service charge 

3.5% 
Charge regardless 
of balance 

_ Charge unless 
minimum 
balance maintamed 

Table 2.7: Balance Requirements and 
Fees for Nloninterest-Bearing Checking 
Accounts Offered by Banks All Banks Offering Noninterest Checking: 

Percent Requirrng a Minrmum Balance to 
Open 

Minimum Balance to Open 

1977 1983 1985 

44.7% 59.0% 63.2% -.. 

Medran $89 $108 $100 
Ranae $18-89 $54-108 $50-150 

Banks That Charge Unless Minimum Balance 
is Maintained: 

Minimum Balance to Avoid Fees 
Median 
Range 

Fees: 

$532 $432 $400 
$266-709 $324-540 $300-500 

Per check only 
Medran 
Range 

Monthly fee only 

$0.18 $0 09 $0.14 
$0.18-0 18 $0.04-0 15 $0.09-0 23 

Median 
Ranae 

. $1 77 $2 16 $3 50 
$1 77-3 55 $1.08-4 32 $1.75-4 66 

Combined pricing 
Per check 

Median 
Ranae 

$0 09 $0 13 $0.17 
$0 09-O 18 $0 1 i-0.16 $0 12023 

Monthly fee 
Median $1.77 $2.16 $2.91 
Ranae $0.89266 $1.62-3 24 $2 33-3.50 

Note: MInImum balances do not rnclude values of a dollar or less The range data presented IS for the 
center 50 percent of the responses 

Page 24 GAO/GGD-87-70 Banking Services 



Figure 2.4: Characteristics of Non’interert-Bearing CheckiNn Accounts Offered by Thrifts 
19883 19885 
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Table 2.8: Balance Requirements end 
Fees for Noninterest-&earling Checking 
Accountr Olfered by Thrifts All Thrifts Offering Noninterest Checking: 

Percent Requiring a Minimum Balance to Open 
MInimum Balance to Open 

Median 
Ranae 

1983 1985 

69.7% 75.4% 

$108 $100 
$54540 $50-300 

Thrifts That Charge Unless Minlmum Balance is Maintained: 
Minimum Balance to Avoid Fees 

Median $324 $300 
Range $216-540 $200-500 

Per check only 
Median . 
Range 

$0.16 $0.23 
$0.16-0.16 $0.17-0.47 

Monthly fee only 
Median $5.40 $5.83 
Range $3 24-5.40 $3.62-7.00 

Combined pricinq 
Per check - 

Median $0.16 $0.17 
Ranae $0.1 l-0.22 $0.17-0.23 

Monthly fee 
Median 
Ranae 

$5.40 $3.50 
$2.70-6.48 $2.33-5.83 

Note. Minimum balances do not include values of a dollar or less. The range data presented is for the 
center 50 percent of the responses. 
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Figure 2.5: Characterirtics ot NOW Checki~ng Accounts ONered’ by Banks 

t9’83 1985 
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Talble 2.9: Balance Req&ements and 
Fees for NOW Checking Accounts 
Oftarsd by Banks 

” 

1983 1985 
AH Banks Offerilng NOW Accounts: 
Percent Requiring a Minimum Balance to Open 
Minimum Balance to Oben 

88.0% 90.2% 

Median 
Range 
Banks That Charge Umess M%imum Balance is Maintained: 
Minimum Bal#ance to Avoid Fees ~- 

Medran 

$1080 $1006 
8540-l 296 $500-1000 

$1080 ’ $1000 

Range $540- 1080 $!30-1000 - 
Fees: 

Per check only 
Median 
Range 

Monthly fee only 
Median - 
Range 

Combrned pricing 
Per check 

$0.17 $0.16 
$0.17-0.23 $0.11-0.27 

$5.83 $5.40 
85257.00 $5.40-6.48 

Median $0.17 $0.16 - 
Range $0.17-0.23 $0.16-0.22 

Monthly fee 
Median $5.83 $5.40 
Ranm 84.66583 $3.78-5.40 

Note: Minimum.tqlances do not include values of a dollar or less. The range data presented is for the 
center 50 percent of the responses. 
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Figure 2.6: Characteristics of NW Checking Accounts Offered by Thrift8 
1983 1985 
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Table 2.10: Balance Requirements and 
Fees for NOW Checking Accounts 
Offered by Thrift8 All Thrifts Offering NOW Accounts: 

Percent Reauirina a Minimum Balance to Open 

1963 1985 

07.4% 66.9% 
Minimum Balance to Open 

Median 
Ranae 

$108 $100 
W-270 $50-250 

Thrifts That Charge Unless Minimum Balance is Maintained: 
Minimum Balance to Avoid Fees 

Median 
Range 

Fees: 
Per check onlv 

$324 
$216540. $zoo-500 

Median 30.20 
Range $0.17-0.23 

a 

Monthly fee only 
Median 
Ranoe 

$5.83 $5.40 
$3.50-5.83 $4.32540 

Per check 
Median 
Ranae 

$0.17 $0.16 
$0.12-0.23 $0.16-0.22 

Monthly fee 
Median 
Ranoe 

84.66 $3.78 
$3.50-5.83 $3.24-5.40 

Note: Minimum balances do not include values of a dollar or less. The range data presented is for the 
center Xl percent of the responses. 
*Median value not shown because response rate was too low to provide statisticalfy valid data. 

Page 27 GAO/GGD-67-70 lhakhjj Servtcea 



Fees for SuperNOW 
Accounts 

For SU~MWCIW accounts, both b’anks and thrifts required a median opening 
balance of $2,700 in 1983. This amount declined to $2,500 for both 
banks and thrifts by 1985. The’proportion of banks offering the account 
free declined from 18 to 12 percent, while the proportion of thrifts 
offering a free account decreased from 27 to 23 percent. %rt the same ’ 
time, however, median balances required to avoid maintenance fees 
declined for both banks and thrifts. (See figs. 2.7 and 2.8 and tables 2.11 
and 2.12.) 

Tiering of Checking 
Accounts 

Price tiering, the setting of fees based on account balance, was more 
common for bank checking accounts than for savings accounts in 1977. 
Figures 2.9 and 2.10 show the extent of tiering by banks and thrifts for 
noriinterest-bearing checking, NON, and SuperNm accounts. 



Figure 2.7: Characteristics of Su~perNW Checking’ Accaunts Olfkrled by Ba,nks 
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Trrblwe 2.11: BaIancs Requirrmsnti and 
Fs@r for SuperNOW Checking Accounts 1983 1985 
Offered by Banks All Banks Offering SulperNQW Accounts: 

Percent Reauirina a Minimum Balance to Open lOO.o%a loo.o%a 
Minimum Balance to Open 

Median 
Ranae 

$2700 $2500 
$2700-2700 $1000-2500 

Banks That Charge Unless Minimum Balance is Maintained: 
Minlmum Balance to Avoid Fees 

Median 
Range 

Fees: 
Per check onlv 

$2700 $2500 
$2700-2700 $1000-2500 

Median . 
Range 

Monthly fee only 
Median 
Range 

Combined oricina 
Per check 

Median 
Ranae 

$0.29 $0.22 
$0.23-0.58 $0.16-0.27 

$7.00 $6.48 
$58311.66 $5.40-10.80 

$0.17 $0.22 
$0.14-0.23 $0.16-0.22 

Monthlv fee 
Median 
Ranae 

$5.83 $5.40 
$4.66-7.00 $4.86-8.10 

Note: Minrmum balances do not include values of a dollar or less. The range data presented IS for the 
center 50 percent of the responses. 
aFederal regullation reqwed minimum balances to open SuperNOW accounts. 
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Figure 2.8~ Characteriatks et SuperNOW Cheekin Accounts Offered by Thrifts 
1983 1985 
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Table 2.12: Balance Requirements and 
Fees lor SuperNOW Cheeking Accounts 1983 1985 
Offered by Thrifts All Thrifts Offering SuperNOW Accounts: 

Percent Reauirina a Minimum Balance to Oeen 100 O%a 100 O%a 
Minimum Balance to Open 

Median --; __--- 
Ranae 

$2700 $2500 
$2700-2700 $1000-2500 

Banks That Charge Unless Minimum Balance IS Maintamed: 
Mrnimum Balance to Avold Fees _-__ -..- - 

Median _.--__--.._ _ -._-.___ 
Range - _.____ -__ ~-.-. ~-.. 

Fees: _ ~__... - 
Per check only _- .--- 

Median -_-_-__-.. .--- --.- 
Range .-. ____--____ --_____- 

Monthly fee only ___-_ --. ..-~- ..- ~~-__ 
Median 

$1620 $1000 

$540-2700 $500-2500 

$0 17 $0 16 
$0 17-O 23 $0 08-O 22 

$563 $540 
Range 

--Combined prtcing -.---.- 
Per check --_-____- -- -. 

Median 

$5.83-7 00 $5 40.8 10 - 

$0 17 $0 16 ..-. ______.-~_~--_ 
Range $0 17-O 23 $0 16-0.22 

Monthly fee ------ 
Median $583 $540 

$4 08-5 83 $4 32-5 40 

Nole. Mlnlmum balances do not include values of a dollar or less The range data presented IS for the 
center 50 percent of the responses 
aFederaI regulation requwed mIntmum balances lo open SuperNOW accounts 
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Other Checking-Related 
Fees 

Besides maintenance and per check fees, depository institutions com- 
manly charged checking account holders for s&h services as printing 
checks, stopping payment on a check, and returning a check when the 
account contained insufficient funds to cover it. Our survey showed that 
depository institutions charged more frequently for these services in 
1985 than in 1977. (See figs. 2.11 to 2.13.) 

‘I 
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Filgiure 2.11: No Charge fo’r Stop Paymmt 
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Additionally, inflation-adjusted charges for checking-related services 
generally increased. (See figs. 2.14 to 2.16.) 
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Figure 2.16: MadiIan Charge8 for Pri~nling 
200 Check8 

12 Oolkr 

10 

8 
._~...~.....~.~.... 

. . . . . . . . . . ._.. ~.~.~.~.~_~_~.~ 
:;,.,. .,...: . . . . ., ,._. 
::::::::::::::::::::: ._~...~.....~.~.... 
:..:: . ...:..:_ 

: :.:.:.:.:.:.:.:.: 

::::::::::::::::::::: 
_.,..., .;....:. : ..,.. .v;.. .,.. ,_,. ., 

_.,.:,. .,.:: ,A.. :; 
:::::::;:::::::::::: . . . . . ;:::;;.~_. 
::::::::::::::::::::: 

.~.~.~_~.~.~_~_~.~. 

4 
._.. .:......::.. 

. . . . . . . . . . . . . . . 
.,. :: .A., ,.,.. . . 

..::, .::;..:.. _~_~.~.~.~.‘.~_~.~. 

.~,~_~,~.~.~_.,~,~,. .T.~.._..~...~.~.~. . . ._ _.. ., . . .~_~.~_~.~.~.~_~.~. 

. . . . .._~.~.~.~...~. ./_..._~.~.~.~...~. 

..,~...~,~,. . ...-,. 

11.11l1 

..,.:.~,-,.,.,.,-,. :,._.,~,-,.....,-.. : . . .._ .:::::. 
::::.::::::::::::::: .~_..~_~_~.~.~./~. :................. 

2 :::::::::::::::::::: ,.,.,.:..,.,._.... ,.,., . . ..~.~,~_.... 
:: ~.~.~..,._~.~.. ::::::::::::::::::: 
::::::::::::::::,::: ::::::::::::::::::: 

::::::::::::::::::: .F...%~.~.~.._..~.. _...,._..~......... 
:::::gL::::::::: 

0 
.:.:.:.:.:.:.:A.~ 

19n lW3 1995 

Fees for Other 
Services 

&sides account-related services, banks and thrifts offered services such 
as cashing US. Treasury checks and issuing money orders and cashier’s 
checks. Table 2.13 shows the percentage of banks and thrifts that pro- 
vided such services to depositors. Table 2.14 shows the percentage that 
did so at no charge. 

Table 2.13: Percentage of Banks and 
Thdftr Providing Other Servic~a to 
~po8llWS Service 

Banks Thrifts 
1977 1993 1995 1977 1993 1995 

Treasury checks 87.1% 95.0% 95.6% 88.8% 91.8% 92.6% 
Cashier’s checks 84.0 95.1 93.5 41.0 58.2 66.4 
Monev orders 68.5 82.1 85.7 69.6 82.6 82.7 
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hble 2.14~ Frramtagm al B;mks alnd 
ThIritts Provldlng Other Serviceo at No 
Charge to Depositors Service 

Bmks Th~rMtS 
1977 1983 1985 1977 1983 1985 

Treasury checks 99.0% 98.8% 98.6% 100.0% 99.2% 100.0% 

Cashier’s checks 20.2 10.3 8.3 09.4 60.9 40.9 
Money orders 12.6 6.6 5.5 39.6 31.2 20.3 

Note: Percentages apply only to mstitutions that provide such services 

Tables 2.15 and 2.16 provide the same information with respect to 
nondepositors. 

Table 2.15: Percentage of Bmks and 
ThrHts Providing Other Services to 
Niondepoaitors Service 

Banks Thrifts 
1977 1983 1985 1977 1983 1985 

Treasurychecks 
Cashi,er’s cbxks 
Monev orders 

04.0% 85.6% 86.4% 54.2% 541% 54.9% 

81.9 91.8 91.1 31.2 40.4 56.0 
68.6 81.7 85.4 63.8 77.6 78.8 

Table 2.16: Percentage of Banks and 
Thrifts Providlng Other Senrices at No 
Charge to Nondepositors Service 

Treasury checks 
Cashier’schecks 
Money orders 

Banks Thrifts 
1977 1983 1985 1977 1983 1985 
98.5% 61.8% 55.6% 99.0% 92.6% 83.8% 

9.4 2.1 1.2 75.5 30.4 20.0 
7.4 1.4 0.7 19.9 10.3 3.0 

Note: Percentages apply only to institutions that provide such services 

The inflation-adjusted median fees associated with issuing money orders 
and cashier’s checks at both banks and thrifts to depositors increased 
between 1977 and 1985. (See figs. 2.17 and 2.18.) 

Similarly, median fees for cashing Treasury checks and issuing money 
orders and cashier’s checks for nondepositors increased at both banks 
and thrifts. (See figs. 2.19 to 2.21.) 
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Chapter 2 
Changes in Interest Rates and Banking 
Service Pees 

Figure 2.21: Median Charges for a 
Cashier’s Check, Nondepositors 

2.50 Dollar 

2.00 . 

1.50 

Pricing by Size and 
Location of Depository 

terns among banks or thrifts based on their asset size, although large 
institutions as a group were more likely than medium and small institu- 

Institution tions to offer their services to consumers for a fee. Tables 2.17 and 2.18 
illustrate some of the differences in 1985 for banks and thrifts by asset 
size. 
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Table 2.17: Selected Characteristics for 
Banks by Asset Size for 1985 Larae Medium Small 

83.2% 65.8% 38.9% 
Percent Charging Fees 

Statement Savinas 
Noninterest Checking 
NOW Accounts 
For Depositors 

Money Orders 98.0 97.0 93.8 
Cashier’s Checks 95.5 95.8 90.7 

98.8 92.8 93.4 
99.4 96.3 91.2 

Returned Check 97.8 98.8 95.7 
Statement Savings Accounts 

Minimum Balance to Ooen 
Median 
Range 

Monthlv Maintenance Fee 

$100 $50 $100 
$50- 100 $25 100 $25100 

Median $1 .oo $1 .oo $1 .oo - 
Range $1 .oo-2.00 $1 .oo-2.00 $1 .oo-2.00 

Checkina Accounls- 
Noninterest-bearing 

Minimum Balance to Ooen 
Median -~ 
Range 

Monthlv Maintenance Fee 

$100 $100 $100 
$50-200 $50-100 $50- 150 

Median 
Range- 

-Per Check Charae 

$3.00 $3.00 $3.00 
$2.50500 $2.00-4.00 $1.50-4.00 

Median 
Ranae 

$0.25 $0.20 $0.12 -..~-. 
$0.20-0.30 $0.15-0.20 $0.10-0.15 

NOW Accounts 
Minimum Balance to Open 

Median - 
Range 

$400 $500 $1000 
$100-1000 $100-1000 $500- 1000 

Monthly Marntenance Fee 
Median 
Range 

Per Check Charge 
Median 
Range 

$5.00 $5.00 $5.00 -~ 
$4.00-6.00 $4.00-6.00 $5.00-6.00 - 

$0.25 $0.20 $0.15 
$0.20-0.29 $0.15-0.25 $0.15-0.20 
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Nonrecurring Charges to 
Depositors 

Money Orders 
Median 
Range 

Cashier’s Checks 

Large M~ediu~m Ssmall 

$1 .!N $1.00 $1 .OO 

$1.25-2.00 $1 .OO-2.00 $0.751 .lO 

Median $3.00 $2.00 $1.25 
Range $2.00-3.50 $1.50-3.00 $1 .oo-2.00 - 

Returned Check 
Median $14.00 $12.00 $10.00 
Range $10.00-15.00 $10.00-15.00 $6.00-12 00 

Note: M lmmum balances do not include values of a dollar or less. The range data presented IS for the 
center 50 percent of the responses. 
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Table 2.18: Wscted Characteristics for 
Thrlits by Asset Ska for 1985 

Percent Charging Fees 
Statement Savings 
Noninterest Checking 
NOW Accounts 
For Depositors 

Monev Orders 

Large Med’ium Small 

67.0% 268% 6.4% 
83.6 48.0 36.1 
91.2 98.9 83.5 

68.5 83.5 74.8 
Cashier’s Checks 
Returned Ch’eck 

Statem’ent Savinas Accounts 

70.5 63.6 52.8 
100.0 97.8 95.1 

Minimum Balance to Open 
Median 
Ranae 

$100 $50 $50 
$20- 100 $10-100 $10-175 

Monthly Maintenance Fee 
Median 
Ranae 

$1 .oo $1.00 a 

$1 .oo-2.00 $1.00-1 .oo 
Checking Accounts 
Noninterest-bearing 

Minimum Balance to Ooen 
Median 
Range 

-Monthly Maintenance Fee 
Median - 
Ranae 

$100 $100 $225 
$100-200 $50-100 $50-500 

$4.00 $5.00 $5.00 
$3.00-5.00 $3.00-5.00 $3.00-10.00 

NOW Accounts 
Minimum Balance to Open 

Median 
Range 

Monthlv Maintenance Fee 

$100 $100 $100 
$50-100 $50-200 $50-300 

Median 
Range 

Pet Check Charae 

$5.00 $5.00 $5.00 
$4.00-5.00 $4.00-5.00 $3.00-5.00 

Median a a a 

Range 
Nonrecurring Charges to 

Depositors 
Money Orders 

Median $1 .oo $1.00 $0.75 
Range $1.00-1.25 $0.50-1 .oo $0.50-160 

(continued) 
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Chapter 2 
Cheullges in Interest Rates and Banking 
Service Fees 

Large Mediulm8 Small 
Cashier’s Checks 

Median $2.00 $1.50 $1.25 - 
Range $1 .oo-2.50 $1.00-2.88 $1 .oo-2.00 

Returned Check 
Median $11 .oo $10.00 $10.00 
Range $10.00-15.00 moo-15.00 $10.00-15.00 

Note: Mintmum balances do not include values of a dollar or less. The range data presented is for the 
center 50 percent of the responses. 
aMedian value not shown because response rate was too low to provide statlstccally valid data 

Our survey also showed that banks and thrifts in the four census 
regions of the country (Northeast, South, Midwest, and West) priced 
their accounts and services differently. While we found no clear pattern 
of higher fees in any one part of the country, our sample was not strati- 
fied by region and we therefore could not generalize the results. 

Conclusions A number of general trends were evident in the questionnaire responses. 
Between 1977 and 1985, interest rates offered by banks and thrifts on 
deposits increased and the variety of savings and checking accounts 
expanded. Fees generally increased, although some decreased. At the 
same time, financial institutions tended to initiate fees for services they 
once provided free of charge. 

Agency Comments and In its comments on a draft of this report, occ questioned the use of the 

Our Evaluation terms “range” and “median.” (See app. II.) KC questioned the results 
for all thrifts in table 2.3, which show that the range and the median 
values for the monthly fee charge for passbook savings accounts in 1983 
were the same. As explained on pages 13 and 14, we show the range of 
minimum and maximum values for the center 50 percent of the 
responses. (Values falling in the lowest and highest 25 percent of the 
responses were excluded.) This was done so that the reader, by compar- 
ing the median value with the center 50 percent range values, can better 
see the dispersion pattern of the responses. To ensure that our range 
presentation is clear, we have added an explanatory note to all tables 
displaying such range data and expanded the related discussion on 
pages 13 and 14. 

CKC, surprised to note that almost 80 percent of thrifts provided free 
cashier’s checks to nondepositors in 1977, said that the fee structure in 
our report appeared to be unconventional. The data in question applies 

Page 44 , GAO/GGD-g7*70 Ebking~~~ 



only to those thrifts that provided cashier’s checks. In this case, 75.6 
percent of those that provided such checks did so at no charge. (In 1977, 
a majority of thrifts did not provide cashier’s checks.) We have revised 
the data presentation to make this clear. (See p. 37.) 

The FHLBB commented that, given the generally acknowledged steadily 
rising costs of operating a thrift, the increase in cost of funds, and , 
increased operating costs, it would expect a countervailing increase in 
other areas, including fees for maintaining an account. (See app. III.) 
FHLBB was surprised that 80 percent of thrifts In our study still did not 
charge for maintaining an account. Evidently, FHLBB was referring to the 
statement savings account. Table 2.5 (see p. 19) shows that about 80 
percent of thrifts in 1985 did not charge fees for statement savings 
accounts if a minimum balance was maintained. We do not view this 
finding as unusual, particularly in light of minimum balance require- 
ments to open that type account and to avoid fees. Table 2.5 also shows, 
for example, that while the percentage of thrifts charging fees for state- 
ment savings accounts rose from 0.6 percent to 19 percent between 1977 
and 1986, the percentage requiring a minimum balance to open such an 
account increased from about 65 percent to 79 percent and the minimum 
balance to avoid fees increased. 

The FHLBB also commented that it appeared to be a generally safe and 
sound practice for institutions faced with rising costs to find ways to 
offset such costs, including, within reasonable limits, charging for cer- 
tain banking services. Our objective was to report on changes in fees 
charged and interest paid depositors, not to assess the cause or reasona- 
bleness of the changes. In concept, however, we would not disagree with 
this comment. 
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Chapter 3 

Effcts of Changes in Ekxnking Fees and Interest 
Rates on Consumem 

Changes in interest rates, accounts offered, and fees charged for bank- 
ing services from 1977 to 1985 affected consumers in different ways. 
Whether consumers gained or lost as a result of these changes depended 
oln their banking habits as well as their bank balances. 

Consumers select depository institutions where they maintain their pri- 
mary checking and/or savings accounts for a number of reasons, accord- 

’ ing to a 1986 Federal Reserve staff study.’ Factors considered by 
consumers include convenience, availability of many services, interest 
rates, and service fees. This chapter focuses on the effects of the latter 
two factors-changes in interest rates and fees associated with selected 
depository accounts. 

We combined the msponsored study, Currency and Transaction 
Account Us’age Survey,2 that covered the banking habits and average 
balances of various consumer income groups during 1984, with our 
questionnaire results for 1985 on fees and interest rates to determine, 
for typical consumers in each of these groups, the cost or income result- 
ing from maintaining a checking account. We focused on the main check- 
ing account 3 because it is the account consumers use for most of their 
trans’actions. 

Consumers fell into two basic categories, those who normally paid for 
their accounts and those who normally did not. Our results show that 
for consumers with annual incomes under $50,000 who paid fees for 
checking, the net explicit cost of banking services (the difference 
between fees paid and interest earned) ranged between $12 and $57 a 
year. Consumers with incomes of $50,000 or more earned $17 more in 
interest than they paid in fees on their main account. Consumers who 
avoided fees and had an interest-bearing account as their main checking 
account-about 24 percent of all checking account holders-typically 
earned from $28 to $103 a year. About one-third of the account holders 
neither paid fees nor earned interest, 

In addition to the main checking account, about 75 percent of account 
holders had at least one other account and typically earned from $86 to 
$396 interest income on these accounts in 1985. (We did not calculate 

‘Glenn B. Canner and Robert D. Kurtz, Staff Study: Service Charges as a Source of Bank Income and 
Their Impact on Consumers, Board of Governon of the Federal Reserve System (1985). 

%ur use of this study is further discussed on page 14. 

“The main checking account is basically a consumer’s primary transaction account used to transfer 
deposits by either checks or orders of withdrawal, depending upon the type of account. 
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the associated costs, if any, on these accounts because certain data were 
not availab~le.) 

Since adequate data on consumers’ 1977 banking habits were unavail- 
able, we were not able to measure the change in banking habits resulting 
from changes in fees and the increase in types of accounts. Such data 
would be necessary to reach firm conclusions regarding changes in the I 
general welfare of consumers of banking services due to changes in fees 
between 1977 and 1986. However, we calculated a hypothetical change 
in banking costs assuming consumers behaved the same way in 1977 as 
they were reported to behave in the 1984 m-sponsored study. The limi- 
tation of this analysis is due to the fact that it does not reflect changes 
that may have occurred in consumer behavior in response to new types 
of available accounts and changes in prices. 

The results of this comparison showed that 

. account holders who paid fees for their main checking account were in a 
few cases better off, but, for the most part, they incurred net costs in 
1986 that were greater than those incurred in 1977; 

* consumers in all income groups who paid fees and had noninterest-bear- 
ing accounts paid more for 3imilar services in 1986 than in 1977; and 

. typical holders of other interest-bearing accounts, such as MMLM and 
savings accounts, would have earned up to $39 more in 1986 from those 
accounts than they would have with the same balances in 1977. 

We also compared the costs of obtaining additional services, such as 
requesting a stop payment and purchasing a money order, and found 
that these additional services would result in an increased net cost for 
most main checking account users, except for those consumers who 
maintained an interest-bearing account and did not pay for banking 
services. 

How Consumers Fared 
Using 1985 Fee and . 
Interest Data 

. 

Using 1986 fee and interest data, we found that: 

About two-thirds of the consumers sampled for the FFB survey had a 
noninterest-bearing account as their main account. Those who paid fees 
typically paid from $41 a year (annual income under $10,000) to $67 a 
year (annual income of $60,000 and over). 
Chsumers who had interest-bearing checking as their main account and 
paid ,fees (almost one-tenth of the Federal Reserve’s stuvey sample) typ- 
ically incurred average net costs between $12 and $67 a year if their 
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annual income was under $60,000. Those with annual incomes of 
$50,000 and over typically had net earnings of $1’7 a year on their 
account. 
Consumers who avoided fees on their interest-bearing main checking 
account (about one-fourth) earned from $28 (annual income under 
SlO;OO,O) to $103 (anrmal income of $60,000 and over) a year. 

Table 3.1: Data on the Federal Reserve 
Respondents M8in Checking Account 

Arwwl Income 
Urbder $10.000 

Paid Service Fee8 Did Not Pay Fees 
Did Did 
Not 

Earned 
EK 

Earned EN,2 
Rerpondents@ Inter& . Intererrt Int. 

102 13% 30% 22% 35% 
$lO,KIO to $19,999 219 8 35 23 34 
$20,000 to $29,999 217 11 36 20 33 
QQ.OQo to $39,999 176 7 36 23 34 
$40,000 to $49,999 88 9 35 21 35 
$!X,OOQ and over 130 6 14 38 42 

Overall 932 9% 32% 24% 35% 

aW~umber of respondents with a main checking account at a bank or thrift that provided adequate infor- 
miation to be categiorized into one of the above four categories. 
Source: We computed these values from data in the Federal Reserve’s Currency 8, Transaction Account 
Usage Survey. 

The FRS survey responses for the main checking account showed that of 
those respondents with annual incomes under $50,000,43 to 47 percent 
paid service fees and 30 to 36 percent earned interest income. Thus, 
there is very little variation among this income range. On the other 
hand, consumers with an annual income of $50,000 or more appeared to 
fare better than other consumers, since only 20 percent paid service fees 
and about 44 percent earned interest. 



Tsble 3.2: Net Annwl Earning* or Coata 
Incurred for MaiNn Checking Account 
1985 Fees and interest Rates’ . 

Paid Service Fees Did N’ot Pay Fees 
Did Did 
Not Not 

Annual Income 

Eamed E8m Earned Earn 

InterR!b 
Int. 

32%b ‘“%ib 
Int. 

35Xb 
WeQhted 
Average0 

Under$lO,OOO $55 $41 $+28 0 $-I 1 ZM 

$10,0OOto$19.999 -57 -48 +52 0 -8.06 
$20,000!0$29,999 -49 -49 +59 0 -5.93 
$30,000 to $39,999 -12 -49 +96 0 +6= 
$40,000 to $49,999 -40 -47 +71 0 -1.62 
$50,OOOandover +17 -57 +103 0 +a.06 

*Negative numbers indicate a net cost to the consumer, while positive numbers indicate net earnings. 

bPercentages are overall proportionof respondents from table 3.1, 

CTh.e weighted average is calculated by multiptying the net annual income or costs incurred by the 
percentage of respondems in each of the four account groupings. The noted weighted averages in the 
table may be slightly different due to rounding. 
Source: We computed these values from data in the Federal Reserve’s Currency & Transaction Account 
Usage Survey and our questionnaire “Survey of Commercial Banks’ & Thrift Institutions’ Interest Rates, 
Service Charges 8 Fees for Retail Consumers.” 

As shown in table 3.2, consumers who paid fees for checking accounts, 
except for those with annual incomes of $60,000 or more, incurred a net 
annual cost of between $12 and $67, regardless of whether or not they 
had an interest-bearing account. Those who did not pay fees and earned 
interest-24 percent-earned from $28 to $103 a year. The remaining 
respondents-36 percent- neither paid fees nor earned interest. When 
the data in table 3.2 are weighted by the percentage of respondents in 
each of the four account categories, the cost of services is greatest for 
those with incomes under $30,000. 

1985 Compared to 
1977 

To illustrate how the same groups of respondents would have fared 
prior to deregulation, we applied 1977 fees and interest rates to their 
banking habits reported in the 1984 Federal Reserve survey. Specifi- 
cally, we assumed that the same groups had the same kind of accounts, 
wrote the same number of checks, carried the same average balances 
(adjusted for price level changes), and either paid or did not pay service 
fees as in 1984. In other words, we have assumed that the distribution 
of account types and activity by income level shown in table 3.2 for 
1986 also prevailed in 1977. 

This analysis has significant limitations. It does not reflect changes in 
consumer behavior either in response to changed prices of services or, 
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chapter 3 
Effects of Changes in Banking Fees and 
Interest IWes on Cmsumers 

more importantly, in response to the nationwide introduction of interest- 
bearing checking accounts. Because of this, differences in net banking 
cost between 1977 and 1985 would tend to be less. Furthermore, the 
comparison does not reflect the changing degree to which institutions 
offered free checking accounts in 1977 versus in 1985. Because of this, 
differences in net banking costs between 1977 and 1985 would tend to 
be greater. For example, our questionnaire showed that the proportion 
of banks offering free checking declined from 35 percent in 1977 to 15~ 
percent in 1985, and by 1985 thrifts were offering checking accounts, 63 
percent of them at no charge. (In 1977 checking accounts at thrifts were 
not offered nationally.) 

Table 3.3 builds on table 3.2 and shows how the same 1984 consumer 
groupings would fare using 1977 service fees and interest rate data and 
assuming the same usage patterns. (Service fees in 1977 were adjusted 
for inflation.) Since interest-bearing checking accounts were unavailable 
nationally in 1977, we assumed that no interest was earned. 

Table 3.3: Differences in Annual Eaminas or Costs Incurred for Main Checking Account: 1977 and 1985* 

Annual Income 
Under$10,000 S-25 $-55 $30 $22 $-41 $-19 
$lO.ooo to 819.999 -28 -57 -29 -25 -48 -23 

Consumers Who Paid Service Fees 
Earned Interest 9%b Did Not Earn Interest 32%b 

1977 1985 Difference 1977 1985 Difference 

$20,OOOto$29,999 
830,ooo to $39,999 
$4o,ooo to $49,999 
$5O,OOOandover 

Annual Income 
Under%10000 
$10,OOOto $19,999 
$20,OOOto$29,999 
$3o,ooo to $39,999 0 +96 +96 0 0 0 
$4o.ooo to $49.999 0 f71 +71 0 0 0 

-31 -49 -18 -30 -49 -19 
-26 -12 +14 -30 -49 -19 

-33 -40 -7 -26 -47 -21 
-31 +17 +48 -37 -57 -20 

Consumers Who Did Not Pay Service Fees 
Earned Interest 24%b Did Not Earn Interest 35%b 

1977 1985 Difference 1977 1985 Difference 
$0 $+28 $+28 $0 $0 $0 

0 +52 +52 0 0 0 
0 +59 +59 0 0 0 

2 

$5O,OOOand over 0 +103 +103 0 0 0 

aNegative numbers rndrcate a net cost to the consumer, while positive numbers rndrcate net earnrngs 

bPercentages are overall proportion of respondents from table 3 1. 
Source: We computed these values from data In the Federal Reserve’s Currency & Transaction Account 
Usage Survey and our questionnaire “Survey of Commercral Banks’ & Thrift Institutions’ Interest Rates. 
Service Charges & Fees for Retail Consumers,” 
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This comparison shows that most consumers who paid service fees for 
their main checking account paid from $7 to $30 more per year in 1986 
than they would have in 1977, assuming the same behavior and level of 
account activity. The exceptions are those consumers who maintained 
interest-bearing checking ~aceounts in 1986 and had an annual income of 
between 9530,000 and $39,999 or $60,000 or more. 

Effects on Consumers Some banking services used by consumers were not included in the Fed- 

Using Additional 
Banking Services 

eral Reserve survey. To demonstrate the potential impact of these ser- 
vices on consumers, we adjusted the figures in table 3.3 by these 
additional costs. For example, the additional impact on consumers who 
wrote one check that is returned, requested one stop payment, pur- 
chased one money order, and purchased one cashier’s check during the 
year was $16 in 1977 and $19 in 1985. For the low-income consumer 
(less than $10,000 annual income) who paid service fees, the costs for 
maintaining a checking account and using these additional banking ser- 
vices in IQ85 ranged from $60 to $74. 

Effects of Interest Although the main checking account was the most widely held bank 

F’rom Other Accounts account, about 76 percent of the Federal Reserve respondents also 
reported having other accounts, such as savings accounts, MMDAS, and 
“other” checking accounts. We calculated the interest earned on these 
accounts by income group for 1986. We could not, however, calculate 
the costs of these accounts because consumers were not asked whether 
they incurred fees on these accounts. 

In calculating interest income, we multiplied the consumer balance for 
each account by the average annual interest rates from our survey. We 
assumed that the “other checking” accounts were interest-bearing and 
applied a median NOVJ and SuperNaW interest rate for these accounts. 
Because we did not receive enough responses on the MMIM questions in 
our survey, we used an average MMDA interest yield taken from a 
monthly 1986 H2s survey. 

For comparison, we calculated 1977 savings account interest yields for 
the median combined balance (adjusted for inflation) in these other 
accounts. Table t.4 shows the resulting information and the percentage 
of consumers with such accounts. 



Table 3.4: Interest Earned on Accounts 
Other Than Main Checking Account Percent of 

Am~el Itwotne 
Interest from Dther Accounts 

Re~phn$nn; 

1977 1985 Difference Accountd 
Less than $10,000 $102 $107 $5 51 

$10,900 - $19,999 83 86 3 64 

$20,006 - $29,999 119 124 5 80 

$30.000 I $39,999 194 203 9 89 
§i40.000 - $49,999 243 257 14 88 

$50,000 or more 357 396 39 92 

All income levels 75 

aPercent of respondents having at least one other account (i.e., savinga accounts, MMDAs, and other 
checking, acccun’ts) in 1984. 
Source: We cemputed these values from data in the Federal Reserve’s Currency & Transaction Account 
Usage Survey and our questionnaire “Survey of Commercial Banks’ &Thrift Institutions’ Interest Rates, 
Service Charges 8 Fees for Retail Consumers.” 

Agency Comments and FDIC said that our draft report failed to account in some fashion for the 

Our Evaluation implicit cost of foregone interest (no interest or interest at less than 
market rates) and believes as a result our comparisons are quite possi- 
bly inaccurate and misleading. (See app. IV.) FDIC’S letter also indicates 
that the level of fees levied on deposit accounts in 1977 reflects compen- 
sation to consumers for the foregone interest on those accounts due to 
regulatory constraints on levels of interest payable. In effect, the rates 
that consumers earned in 1977 and the fees that they paid are both 
understated by the amount of foregone interest. Our data on the differ- 
ence between interest received and fees paid are not understated by 
foregone interest as suggested by FIX. Adding some estimate of the cost 
of foregone interest to both interest earned and fees paid (which is 
effectively what the pricing of 1985 services does) would not change the 
difference between earnings and costs. Therefore, our calculations in 
1977 can be legitimately and meaningfully compared with the net costs 
of banking services in 1985. (It is also noteworthy that data are not 
available to make any meaningful estimate of the influence of foregone 
interest separately on either the pricing of interest paid or fees 
charged.) 

FDIC was concerned that we did not account adequately for the level of 
interest rates at different times. It said that, for example, the breakeven 
threshold for consumers would no doubt occur at a significantly lower 
income level than that shown in our study if interest rates returned to 
the high levels of a few years ago. We did not attempt to account for all 
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interest-rate-levels but present interest and bank fees associated with 
certain depository accounts in 1977,19&S, and 1985. Generally speak- 
ing, we would not disagree with PLYIC’S example, but note that as interest 
rates paid on deposits rose, institutions would no doubt charge higher 
interest rates on loans and might also raise the level of fees on deposi- 
tory accounts if that were necessary to maintain a target level of 
profitability. 

FINC suggested that a significant limitation in our report be made more 
prominent. This limitation results from our assumption, necessary for 
analysis, that consumer banking habits in 1985 were the same as in 
11977, despite the changed banking environment. We discuss this limita- 
tion on pages 47,49, and 50 and have given it more prominence by also 
noting it on page 14 and expanding the discussion on page 47. 
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Chapter 4 

Cunsumer Access to Iaw-Cost Basic 
Banking Setices 

8,’ .,:1’,“,, h 

Iti d&regulation, there has been considerable debate over “lifeline” 
banking, which is the provision of affordable basic banking services to 
low-income cansumers. The lifeline concept was first developed in con- 
nection with public utilities and stems from a belief that society should 
guarantee low-income citizens, particularly senior citizens, basic human 
and soc>claI services. Some Members of Congress have taken steps to 
address this concern. In 1986 and 1986, four bills regarding the availa- 
bility of basic banking services were introduced in Congress. 

8ome representatives of bank trade associations have argued that 
legally mandated lifeline banking services are unnecessary and may 
even be potentially harmful. They assert that, in some cases, absorbing 
costs for providing free or nominally priced services may reduce a 
bank’s profit margin and may affect its overall s’afety and soundness. 

Although depository institutions do not generally see themselves as pub- 
lic utilities that should be required to subsidize services to the poor, a 
few trade association representatives have acknowledged some social 
responsibility to provide basic banking services at a minimal cost to con- 
sumers without eroding profitability. They point to voluntary efforts to 
provide “lifelines,” such as special accounts for selected consumer 
groups and no-frills, discount banking services for the general public, as 
evidence of bank and thrift efforts to meet their social responsibility. 

Defining Basic 
Banking Services 

Basic banking services may be defined as those financial services needed 
to allow the average consumer to engage in necessary day-to-day bank- 
ing activities. The OCC, which regulates national banks, refers to basic 
banking services as simple transaction or savings account programs 
with low fees. In a 1986 banking circular (BC-206),’ occ acknowledged 
that the explicit pricing of some basic banking services has had a 
marked impact on certain segments of the consumer market, especially 
low- and moderate-income consumers. OE, therefore, encourages 
national banks to voluntarily provide basic banking services and sug- 

s that policies covering basic banking services consider 

“-a basic transaction account with no or limited minimum balance requirement 
and commensurate overdraft charges and related service fees; 

-low-cost or free cashing of government checks. . .; 

‘Comptroller of the Currency, Banking Issuance, “Basic Bankiig 8wvices,” (August 1986). 
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-shorter delays in funds availiability (check-hold policies); 

-customer acces~s, on a conveniant baa’is, to bank employees for advice and other 
help related to basic banking services; and 

-plain-English, written disclosure of all fees, services, and terms. . . .” 

Do Depository 
Institutions Have a 

Although nothing in federal law specifically requires lifeline banking, 
both the federal government and the states have the authority to impose 
such a requirement on the banks they regulate. In the 99th Congress, 

Public Responsibility four bills that specifically addressed the issue of basic banking were 

to Provide Lifeline introduced and considered by the House Committee on Banking, Finance 
and Urban Affairs however, none of the four bills were renorted out of 

ServiCeS? committee. 

Federal Authority to Federal law does not require depository institutions to provide low-cost 
Require Lifeline Banking basic b,anking services to the public. Congress could, however, amend 

the law to require national banka and feder&y insured state banks to 
provide such services. 

A national bar& is a commercial bsnk or- with the approval of 
the occ, required to be a member of the Federal Reserve System, and 
operated under the supervision of the federal government. A state bank 
is organized according to state laws, and i$ is chartered and subject to 
regulation by the state in wMh Eat is lo&&. St* banks may also be 
regulated by the federal financial regulatory agencies. For example, 
most state-chartered banks participate in the federal insurance program 
and are therefore subject to supanision by the Federal Deposit Insur- 
ance Corporation (mc) or by the Federal Reserve if they are members 
of the Federal Resenre System. 

The quasi-public status of banks and -al authority over 
national banks have been well established. For example, the courts have 
held that the business of ruMen& banks is “so inthnately connected with 
the public interest that the Con@oss may pWWt it altogether or pre- 
scribe conditions under which # may be carried on.“* It follows that 
should Congress decide, as a matter of public policy, that national banks 
should take on a particular responsibihty-such as providing low-cost 

%mith vs. withero, 102 fpd 633 (3rd cir. 1830). 
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basic banking services-it generally may prescribe that responsibility as 
a condition under which banks do business. Thrifts are of a similar 
quasi-public character and subject to regulation. 

An example of Congress’ use of its authority to impose particular 
responsibilities on federally regulated financial institutions is thq/‘Com- 
munity Reinvestment Act of 1977 (P.L. 96-128$ Specifically, the act 
requires federal agencies that supervise financial institutions to! 
encourage those institutions to help meet the credit needs of their com- 
munities, including the needs of residents in low- and moderate-income 
neighborhoods. It also requires the supervisory agencies to assess each 
institution’s record of meeting the credit needs of its entire community, 
including low- and moderate-income neighborhoods, during examina- 
tions and to consider that record when reviewing an application for fed- 
eral deposit insurance, certain new charters, office relocations, mergers, 
and acquisitions. 

During a 1985 press conference, the Chairman of the House Committee 
on Banking, Finance and Urban Affairs said that if a bank is charging 
unreasonable fees and placing burdens on the less affluent, perhaps it 
can be argued that the institution is not serving the “convenience and 
needs” of the community as required by its charter. He added that such 
questions should be weighed heavily by federal regulators when they 
are asked to approve the expansion of a depository institution. 

bgislation Has E3een Proposed Four bills that would have specifically addressed consumer access to 
low-cost basic banking services were introduced in the 99th Congress. 
H.R. 15 would have amended Title VIII of the Community Reinvestment 
Act to include the “provision of essential services to low and moderate 
income consumers” as a factor to be considered in determining whether 
financial institutions are meeting the credit needs of their entire commu- 
nitie& H.R. 2661 would have required all federally insured depository 
institutions to offer a “basic consumer checking account.” A third bill, 
rH.R. 290, would have directed federal regulators to identify and esti- 
mate the cost of providing basic b&king services. 

Finally,“H.R. 2011, the “Financial Services Access Act,” would have 
expressly required all federally insured depository financial institutions 
to offer accounts that provide minimum banking services to low-income 
consumers. This bill would have required federally insured banks, sav- 
ings and loan associations, and credit unions to offer customers having 
deposits of lehs than $1,000 an account that 
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. does not require a minimum balance, 

. allows 10 transactions per month without a service charge, and 

. does not restrict customers to using automatic teller machines or other 
nonteller services. 

State Basic Banking Laws States have authority over the banks they charter regardless of whether 
or not such banks are TIC insured. A few state legislatures have passed 
laws directly related to the provision of access to basic banking services. 

In Massachusetts, state chartered banks must provide checking and sav- 
ings accounts without fees for persons 65 or older and 18 or younger. In 
Rhode Island, banks may not charge fees on savings accounts with a 
balance of less than $500’for persons 17 or younger. 

A recent ~-sponsored study noted that three other states-Illinois, 
Pennsylvania, and Minnesota- have adopted similar basic banking 
laws.3 Illinois requires institutions to offer basic checking accounts to 
those 65 years and older, while Minnesota and Pennsylvania require 
institutions involved in interstate banking to offer low-cost services. 

What Actions Have 
Been Taken to 
Encourage Basic 
Banking Services? 

Regulatory agencies, the American Bankers Association (ABA), and con- 
sumer advocates are encouraging the development of affordable basic 
banking services through various strategies. In some instances the 
groups have worked together to address the issues. 

Federal banking regulators have also attempted to address the issues in 
various ways. In August 1985, occ issued the policy statement on basic 
banking services cited earlier in this chapter. According to officials in 
occ’s Customer and Industry Affairs Division, occ determined through 
hosting community outreach meetings that many consumer groups were 
concerned about affordable basic banking services. Additionally, an offi- 
cial noted that, in some instances, banks had a basic banking account 
but did not actively market it to the general public, 

The ocx policy statement to all national banks encourages them to vol- 
untarily offer basic banking services at reasonable prices and indicates 
an agency awareness that many banks had already developed basic 

3Glem Canner and Ellen Malar& “Basic Banking,” Federal Reserve Bulletin, Vol. 73, No. 4, pp. 266- 
269, Board of Governors of tie Federal Reserve System, (April 1987). 
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banking services. The statement encourages others to develop such ser- 
vices, insofar as they are consistent with safe and sound banking prac- 
tices, and notes that CM.X encourages national banks to further develop 
creative cost-saving measures to be used in conjunction with basic bank- 
ing accounts. 

Federal Reserve staff have studied basic ,lbank@g issues and released 
two summary reports entitled The Incidence of ‘Service Charge Pay- 
ments on Checking Accounts: Implications for Lifeline Banking Services4 
and B’ank Service Charges and Fees: Their Impact on Consumers5 The 
Federal Reserve is involved in another survey, the June 1986 Survey of 
Consumer Attitudes, conducted by the Survey Research Center, Univer- 
sity of Michigan. Preliminary results indicate that account ownership 
patterns have not chzcnged significantly since 1984. 

In October 1986, the Federal Financial Institutions Examination Council 
approved a federal regulators’ joint policy statement on basic banking 
services. The j’oint policy encourages rather than mandates depository 
institutions to provide basic banking services. The policy encourages 
efforts to meet certain minimum needs of all consumers, particularly the 
need for a way to make third-party payments, for a way to obtain cash, 
and for a safe and accessible place to keep moqey. In addition to the five 
federal depository institution regulators, the policy has been endorsed 
by the Conference of State Bank Supervisors, the National Association 
of State Credit Union Supervisors, and the National Association of State 
Savings and Loan Supervisors. 

The ABA, currently the largest bank trade association, has also formed 
an ongoing task force that is charged with addressing a wide range of 
consumer financial issues, including concerns regarding rising bank ser- 
vice fees and minimum balance requirements, Through its task force 
efforts, the association developed a “voluntary effort” package for its 
member banks to assist them in formulating action plans to address spe- 
cific consumer concerns, including the provision of basic banking ser- 
vices. For each concern, the ABA package is designed to summarize 
current positions of consumer advocates, outline legislative activity, 
offer practical guidelines for implementing strategies, and supply sam- 
ple materials to assist in communicating the bank’s efforts in the area. 

‘The Board of Goveman of The Federal Reserve System, The Incidence of Service Charge Payments 
on Checking Accounts: Implications for Lifeline Banking Services, (1985). 

RThe bard of Governors of The Federal Reserve System, Bank Service Charges and Fees: Their 
Impact on Cwwners, (1986). 
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The Comaiurm@r FederaGan of Amarka (CFIL), in conjunction with other 
consumer groups, hres conduc@d three mual sclrveys of selected bank 
and thrift institutions to determine the degree to which service fees and 
charges have increaa&. The number of institutions surveyed ranged 
from 91 in 1984 to 226 in lM6. CFA haa also sponsored a national con- 
ference t;o bring together consumer advocates, industry representatives, 
and government officials to discuss cmumer-related issues, including 
whether or not the market currently meets the banking needs of low- I 
and moderate-income families and whether or not lifeline legislation is 
necessary. 

To What E&nt Are According to numerous financial industry articles, many bank and thrift 

Banks and Thrifts 
Providing Basic 
Banking Services to 

representatives believe they ah%ady provide a lifeline service to those 
who cannot pay increasing bank &es. They point to (1) the proliferation 
of low-cost acmnts primarily avaikble to senior citizens and (2) the 
availability of discounted, no-frills checking accounts to the general pub- 

the Public, Especially 
lic. Our survey found that in l&G, 63 percent of the thrifts surveyed 
offered nonin~erest-bearing checking accounts to the general public at 

to Low-Income no charge. However, 75 percent required a minimum balance to open 

Consumers? and 36 percent charged unless a minimum balance was maintained. (See 
fig. 2.4 and table 2.8.) Only 16 f banks offered such an account 
at no charge to &he p&Bc. 

Low-Cost Accounts for 
Special Groups 

Responses to our questionnaire sqpported the industry’s contention that 
a large percetit of lx&s ti mqxwvhhd discounted checking 
account services to senior cim. “i”ahvle 4.1 shows the percentage of 
responding depository institutkms by asset size that provided dis- 
counted checking services to certain ups or planned to provide them 
by the end of 1986. It I however, that these types of 
tar@ed wmmts do n y serve all low-income consumers. 
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Table 4.1: Percentage 01 In5Mutbns 
Providing or Planning to Provide Special All Large Medium Small 
Accounts to Targeted Qroups by Asset 
Size’ 

Banks 
Seni’or Citizens 

Provide 76% 67% 87% 75% 
Plan to ornvid,e 1 6 1 1 

Stuldents 
Provide 45 . 24 36 48 
Plan to provide 

Minors 
1 5 1 1 

Provide 26 14 21 27 
Plan to provide 

Thrifts 
1 3 0 1 

Senior Citizens 
Provide 63 64 74 53 
Plan’ to orovide 3 6 4 1 

Studmts 
Provide 17 7 14 21 
Plan to orovidNe 2 3 3 1 

Minars 
Provid’e 7 5 10 6 
Plan to wovide 2 1 4 0 

All 

Senior Citizens 
Provide 74 66 83 72 
Plan to provide 2 6 2 1 

. Students 
Provide 41 17 29 45 
Plan to provide 2 4 2 1 

Minors 
Provide 23 11 18 25 
Pl,an to provide 1 2 1 1 

aAsset size categories are defined as follows: large (more than $1 billion), medium ($100 million lo $1 
billion), and small (less than $100 million). 

No-Frills Accounts for the In addition to discounted accounts for senior citizens and other targeted 
General Public groups, some depository institutions were beginning to offer no-frills 

banking services at a discount. Basically, these accounts represent a 
stripped-down version of checking accounts for those unable or unwill- 
ing to pay the fees for regular services. They are not targeted to low- 
income consumers or other defined consumer groups, but are available 
to the general public. 
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The no-frills account is a depository institution’s means of reconciling 
the needs of certain consumers with its own need to provide services 
that are profitable-or at least pay for themselves. These accounts can 
be offered at a iower price because their coat to the institution is mini- 
mized. For example, no-frills accounts generally limit check writing and 
other privileges, may allow access to automatic teller machines while 
limiting contacts with human tellers, and sometimes do not automati- 
cally return checks to the depositor for verification. 

, 

Features Vary Institutions we surveyed were asked whether they offered no-frills 
checking accounts and to indicate the basic terms, conditions, or limita- 
tions on these accounts, According to responses obtained from our sur- 
vey, features of no-frills checking accounts varied considerably. For 
example, 2’6 percent of the accounts required a minimum balance to 
avoid fees, This minimum balance ranged from $60 to $2,600. Monthly 
service fees ranged from $ .50 to $10 while per check charges ranged 
from $.lO to $1.00. 

Seventeen percent of the accounts allowed their depositors to write a 
specified number of checks before the per check charge was incurred; 
the number of “free” checks ranged from 3 to 30. Many of the thrifts 
offering the account did so with no noted restrictions or conditions. 
Table 4.2 shows the frequency of no-frills accounts at different-sized 
institutions. 

Table 4.2: Percentage of Institutions 
Providing or Pllanning to Provide No-Frills All Large Medium Small 
Chscking Accounts to the Qeneral Public 
by Asset Size 

Banks 

Provide 15% 32% 19% 13% 
Plan to orovide 3 24 10 1 

Thrifts 
Provide 17 25 26 9 
Plan to txovide 4 11 6 1 

All 
Provide 15 29 22 13 
Plan to Provide 3 19 8 1 

“No-Frills” May Not Be 
“Lifeline” 

How widespread lifeline banking is depends to some extent on how it is 
defined. Some banks and thrifts believe their accounts are discount 
accounts because they are offered at a lower cost than other accounts. 
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czlulpter 4 
cotwnfnat Acceea to LolrsColrt Bulk 
Eankingservlces 

While this may be the case, some of these accounts have fees or mini- 
mum balances to avoid fees that are higher than regular, nondiscounted 
accounts at other institutions. For example, one institution in our survey 
offered an account that cost $6 per month to maintain, while another 
required a minimum balance of $1,000 to avoid fees. 

To determine the potential cost of using no-frills checking accounts to 
average low-income consumers, we applied their costs against the pro- 
file of a Iow-income consumer from the Federal Reserve survey used in 
chapter 3. That study shows that consumers with annual incomes of Iess 
than $10,000 who had an account maintained about $2’60 in their main 
checking account and wrote about 8 checks a month. We compared this 
data to the terms and conditions of no-frills discounted bank accounts 
noted in the responses to our questionnaire. Table 4.3 shows the result- 
ing range of monthly costs incurred by this average low-income con- 
sumer and the percent of institutions providing no-frills checking that 
charged these amounts. 

Table 4.3: Coat to the Average Low- 
Income Conrumer of No-Frills Checking 
Accounts et Providing lnrtitutlons 

Percent of Institutions Offering No- 
Frills Checking 

Cost Per Month Banks Thrifts All 
Free 6% 41% zi% 
0” 9 22 15 
$O.Ol-.99 1 0 0 
1.00-I 99 6 1 4 
2.00-2.99 21 1 12 
3.00-3.99 25 8 17 
4.00-4.99 8 8 8 
5.00or more 11 6 9 
Cannot determine 
TOW 

13 13 13 
100% 100% 100% 

%lthough the account was not free, the typical low-income consumer would not have incurred a fee. 

Note: Ninety+even banks and 82 thrifts responded to this question. 

Table 4.3 shows that the typical low-income consumer was more likely 
to find a free account at a thrift rather than at a bank. Over 60 percent 
of the thrifts offering no-frills accounts, compared to 15 percent of the 
banks, provided an account at no cost to the low-income consumer either 
because they were free accounts or because our typical low-income con- 
sumer was able to meet the requirements for avoiding a fee. 
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Conclusions As prices for basic banking services rise, consumer advocates contend 
that some consumers, especially those with low incomes, will lose access 
to banking services as they are priced out of the market. Depository 
institutions, on the other hand, point to special accounts for targeted 
consumer groups and no-frills bsnk and thrift accounts as evidence that 
the marketplace is providing access to all consumers. In addition, many 
thrifts offered noninterest-bearing checking accounts at no charge to the 
general public. 

Although our survey indicated there were a large number of special 
accounts for certain consumers, primarily senior citizens, these accounts 
did not necessarily serve all low-income consumers. Low-cost, no-frills 
bank and thrift accounts may bo a reasonable means of insuring access 
to the banking system for the general public, especially for those con- 
sumers with low to moderate incomes, but at the time of our survey 
they were not widely available. 

Agency Comments and The FHLBB commented that our survey, reporting that almost 66 percent 

Our Evaluation of thrifts provide free or no-cost “no-frills checking,” appears to contra- 
dict our concluding statement that low-cost, no frills bank and thrift 
accounts were not widely available. (See app. III.) Table 4.3 (see p. 62) 
shows the costs of free or low-cost, no-frills checking accounts offered 
by institutions that provide such accounts. It reveals that 63 percent of 
thrifts offering these accounts did so, in essence, for free. We have 
retitled this table to make clear that it does not include all thrifts and 
banks. Table 4.2 (see p. 61) shows that 17 percent of thrifts and 15 per- 
cent of banks offered nofrills accounts to the general public in 1985, 
which is consistent with our concluding statement. 
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Chapter 6 

Alternative Providens of Sekcted 
Banking Services 

While banks and thrifts are the most visible providers of banking ser- 
vices, other institutions provide some of the same products and services. 
Credit unions are the most notable, but check cashing services and other 
providers of money orders have also been mentioned in the debate over 
basic banking services. 

Credit union prices for selected banking services, cited in a 1986 study 
by the Credit Union National Association (CUNA), were lower for the 
most part than the prices reported by the banks and thrifts in our sur- 
vey. But cr&it unions may not be accessible to the general public. The 
other two types of providers also have limitations. 

Credit Unions Provide Credit unions are nonprofit cooperative associations, owned and con- 

Low-Cost Banking 
Services 

trolled by their members. Their purpose is to accumulate funds from 
members’ savings in order to make loans to members at reasonable rates 
of interest. Their nonprofit, service-oriented philosophy encourages the 
provision of low-cost services, Among other services, many offer sav- 
ings accounts similar to those offered by banks and thrifts and some 
offer “share draft” accounts, which are the counterpart of the NOW 
checking accounts offered by banks and thrifts, 

Cost of Credit Union 
Financial Services 

Data from a 1985 study’ by the CUNA indicate that 1985 fees for typical 
banking services at credit unions were, for the most part, lower than the 
fees reported by the banks and thrifts we surveyed. CUNA, which repre- 
sents over 90 percent of the nation’s credit unions, surveyed its member- 
ship on credit union service fees. Among other objectives, this survey 
wa6 intended to measure interest rates paid on share draft accounts, to 
determine which credit unions charged for services, and to ascertain 
how much they charged. Over 1,600 credit unions participated in the 
study, a response rate of 81 percenL2 

A comparison of data from the CIJNA survey with data from our survey 
of banks and thrifts indicated that credit unions paid higher interest 
yields and were less likely to impose.fees or charge lower fees. (See table 
5.1.) 

%dit Union Service Charges and Check Hold Policies, 1986, Economics and Research Department, 
Credit Union National tiiation. 

‘The CUNA survey involved two independent random samples: (1) a sample of 1,000 credit unions 
not offering share drafts and (2) a sample of 1,000 credit unions offering share draft accounts. While 
we did not verify the data presented in this survey, data for share draft credit unions had a nqxted 
error margin of 4 percent. 
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Tab&e 5.1: Comparison ot NOW Chacking 
Account Costs With S’hare Draft Costs Credit 
1995 Account feature Unions Banks’ Thrilt# 

Averaae Minimum Balance to ODen $91 $815 $180 

Average Minimum Balance to Avoid Fees 

Average Fees or Service Charges when 
300 943 383 

Assessed 
Monthly Maintenance Fee 
Cost Der Check 

2.80 5.20 4.7? 
.15 .18 .17 

Stop Payments 5.43 7.95 7.77 
Returned Checks 9.24 9.94 11.02 

Interest Yield 5.9 5.33 5.35 

=For purposes of comparing data with credit union averages, bank and thrift values are average means 
from our questionnaire responses. 
Source: CUNA’s Credit Union Service Charges and Check Hold Policies survey and our questionnaire, 
“Survey of Commercial Banks’ and Thrift Institutions’ Interest Rates, Service Charges and Fees for 
Retail Consumers.” 

Credit unions operate differently from banks or thrifts and thus are able 
to provide members certain financial services at a lower cost. Credit 
unions’ overhead costs may be minimized by a number of factors: 

. They generally pay no salaries for their officers or committee members, 
relying instead on the voluntary efforts of their members. 

. The space in which they reside may be donated by a sponsoring com- 
pany or agency, along with services such as lighting, heating, electricity, 
telephones, and security systems. 

a They are treated as nonprofit organizations, exempt from certain tax 
requirements. 

Accessibility of Credit 
Union Financial Services 

Chartering policies require that credit unions serve a specifically 
defined membership. Ther Federal Credit Union Act limits membership 
to groups who share some characteristic, known as a common bond, 
which simultaneously links them together and distinguishes them from 
the general public. Traditionally, credit unions are affiliated with a com- 
pany or trade and are open only to workers in that company or trade. In 
1984,51.7 million people, or about 22 percent of the country’s popula- 
tion, belonged to credit unions and had access to the services they pro- 
vided. Although no precise figure is available on how many more people 
are eligible for membership, an official of CUNA estimated that a third 
more of the remaining population could be members of a credit union. 
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Begi,nning in 1982, the Kational &edit Union Administration expanded 
the definition of the common bond to allow credit unions to serve a 
broader field of membership. They were allowed to serve a community 
where there is regular contact among persons who reside or work in a 
well-defined neighborhood. 

A second limitation to the use of credit unions as low-cost providers of 
basic banking services was that not all offered checking services to their 
members. According to the 1985 CUKA survey, 27 percent of the nation’s 
credit unions offer a share draft account-the only form of checking 
account available to credit unions. At the time of our review, these 
credit unions had a membership of 34 million people, or 65 percent of 
the members belonging to credit unions. Credit union representatives 
cited some of tine following reasons for not providing this basic banking 
service: a lack of resources and administrative sophistication a lack of 
membership interest or demand, and a desire to keep operating expenses 
manageable. 

Use of Money Orders Money orders may be viewed as another low-cost alternative for han- 

in Lieu of Checking 
Accounts 

dling day-to-day financial transactions. However, while money orders 
are accessible to the general public, they are not always the most cost- 
effective option. 

Access to Money Orders Money orders are widely available through a number of sources, includ- 
ing post offices, retail stores, banks, thrifts, and other financial institu- 
tions. In 1985, a minimum of 34,000 postal locations and 85 percent of 
the banks and 79 percent of the thrifts in our survey provided money 
order services. 

Cost of Money Orders While money orders may be attractive because of their availability, 
their higher costs make them less attractive. Our comparison showed 
that money orders are a more costly method of making payments than 
using a checking account when more than three are purchased per 
month at a bank or more than five are purchased at a thrift. 

We compared the average cost of money orders provided by various 
sources to that of a comparable number of checks written on a noninter- 
est-bearing checking account at banks and thrifts. Table 5.2 compares 
the cost of writing checks to purchasing money orders. We selected eight 
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transactions to coincide with the median number of checks written by a 
consumer earning under $~lO,OOO per year according to the Federal 
Reserve’s I984 Currency & Transaction Account Usage Survey. 

Table 5.2: The Coat of Money Orders 
Com~parsd to Checks 

Momnev Orders Purchased at: 
Banks and Thrifts $1 .oo $8.00 
Credit lJnio#ns 

Post Off i’cas 
.56 4.48 

$01 to $25. value 
$25.01 to $700. value 

Naninterest-bearing Chsacking 
Account at: 

Banks 
Thrifts 

.75 6.00 
1 .oo 8.00 

3.28 3.84 
5.07 5.56 

Nole:Noninterest-bearing checking account costs were determi’ned as fallows: 

Cost8 = Monthly maintenance fee t (Number of checks x Per check charge) t (Number of checks x 
Per check pri,nting charge) 

Use of Check Cashing 
Services 

Another alternative to banks and thrifts for the purpose of cashing 
checks, including Treasury checks, is check cashing services. Little data 
was available regarding the average cost, accessibility, or other aspects 
of check cashing services. 

Some data on usage, however, was gathered by the American Bankers 
Association.3 In February 1986, the association commissioned a tele- 
phone survey of lower income households that did not have checking 
accounts. The study reported that 15 percent of these consumers used 
check cashing services and that nearly two-thirds paid nothing to have 
their checks cashed. 

Little data was available on the cost of check cashing services. However, 
a representative of the Consumer Federation of America indicated that 
they may be too expensive to serve as a viable low-cost alternative to 
bank or thrift services. He said that the check cashing industry is, for 

“f!hnmwy of Unidex Survey of IBW Income Households Without checking Accounts, 1986, American 
Eladcers Awocktim. We did not verify the statistical validity of the study; however, according to 
AElA, this telephone survey of 527 houaehoids had a 4-percent margin of error. 
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the most part, unregulated and outlets may in some cases charge up to 
10 percent of the face value of the check. Another concern associated 
with the use of check cashing facilities is the risks associated with car- 
rying large amounts of cash and dealing solely in cash. 

Conclusions While credit unions provide interest-bearing checking services at a lower 
cost than do banks and thrifts, public access to their services is lim- 
ited-both by membership requirements and the availability of share 
draft accounts. Money orders, on the other hand, are much more accessi- 
ble to the general public, but can be an expensive alternative depending 
on the number of money orders purchased. Finally, although some low- 
income households take advantage of check cashing services and find 
their fees reasonable, consumer advocates do not believe that their fees 
are always reasonable and do not view them as a viable alternative to 
low-cost banking services. 

Agency Comments and The NCUA found the report’s conclusions and findings interesting and 

Our Evaluation said that they seemed to be an accurate representation of the cost of 
banking services since deregulation. In its letter (see app. V), NCUA 
quotes the report as stating that “Credit unions typically offered ser- 
vices at a lower cost . . .” and that “credit unions paid higher interest 
yields and were less likely to impose fees.” (See pp. 4 and 64.) We 
believe it is important to note that these statements, when taken in their 
entirety, recognize that: (1) credit unions were not as accessible as banks 
or thrifts to the general public, and (2) their overhead costs may be min- 
imized because they generally do not pay salaries for officers and com- 
mittee members, may use donated space, and are exempt from certain 
tax requirements. (See pp. 4,65 and 66.) 



. 

* Append& I 

Questimnaire Methodology 

To collect information on service fees, deposit account interest rates, 
and the availability and conditions of existing discount banking pro- 
grams, we mailed a questionnaire to a randomly selected national sam- 
ple of 1,662 commercial banks and thrifts, stratified by their total 
assets. (See table 1.1). 

We pretested the questionnaire by administering it to a subsample of 
banks and thrifts selected to represent both our national stratified sam- ’ 
ple and a diversity of environments. That is, a representative sample of 
urban suburban, and rural institutions on the East and West coasts 
were pretested. During the pretests, we asked for comments and opin- 
ions on the questionnaire and we discussed respondents’ answers with 
them to see if they understood the questions. We incorporated many of 
their suggestions into the final questionnaire, which we then mailed to 
the full sample of institutions in August 1985. Two followup mailouts to 
institutions that did not respond were made. Responses received by 
March 1986 were included in the original sample. 

We reviewed the returned questionnaires for completeness and to evalu- 
ate whether respondents’ answers indicated comprehension of the ques- 
tions. Questionnaires containing optional written comments were also 
reviewed to gain a better understanding of the respondents’ opinions. 
Finally, the reviewed questionnaires were keypunched and the resulting 
data base was checked to verify its accuracy. 

Questionnaire Sample We obtained our sample from the Federal Reserve’s June 1984 Reports 

Selection and of Condition and Income for banks and from the Federal Home Loan 
Bank Board’s financial performance reports for thrifts. We stratified our 

Respmse Rate samples of 911 banks and 75 1 thrifts into three groups each, according 
to total assets. All bank and thrift data from our questionnaire has been 
weighted by these three asset size categories. Institutions with more 
than $1 billion in assets are considered “large”; those with $100 million 
to $1 billion in assets are considered “medium”; and those with less than 
$100 million in assets are considered “small.” 

About 87 percent of the banks in our original sample were supervised by 
a federal regulatory agency and thus were directly affected by the fed- 
eral deregulation legislation. 

Our survey results are based on 1,013 responses from an adjusted sam- 
ple population of 1,503, a 67 percent response rate. (See table I.1 .) Dur- 
ing our survey and subsequent telephone follow-up, we’identified and 
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excluded from our sample 169 depository institutions that were primar- 
ily or exclusively nonretail operations. E&cause of the length of this 
report, we did not inelude a questionnaire showing the number of 
responses to each question. However, a filled-in questionnaire is availa- 
ble upon request. 

Tabrie 1.1: Qwe~tionnaire Sample Sir@ and 
Rsspofwe Rate Summary Sample 

Percent of 
Popuiation 

U~nivsrse Sample Sirs 
Population TOW 

Unirerae R@apQtM 
Banks: 

Large 326 323 99.1 194 
Medium 2,323 294 12.7 184 
Small 12,772 294 2.3 166 
Total 

Thrifts: 
Large 
Medium 
SWM 
maI1 

TQtai 

16,421 911 5.9 546 

166 164 98.0 116 
1,224 298 24.3 166 
1,766 289 16.3 161 

3,156 761 23.6 467 
16,579 1,662 6.9 1,013 

Oeleti~ans From O’riginal Sample and Responses 
Original SampIle 1,662 
Less: Monrmtail oporatians (159) 
Sample Size 1,503 
Actual Respxwes 1,013 
Final Adjusted Response Rate 67.4% 

Although we received a 67 percent overall response rate on our ques- 
tionnaire, many respondents did not completely answer all questions for 
each time period. In those cases where the response rate was not ade- 
quate, we do not show values and so state. 

It should also be noted that when discussing minimum balances to open 
an account or to maintain an account without a fee, we excluded those 
accounts requiring a balance of $1 or less. 

Determining the To determine the impact of changing bank fees and interest rates, we 

Effects on Consumers combined the results of our survey with those contained in the Federal 
Reserve survey of consumer banking behavior to obtain our results. For 

of Changing Fees and example, the Federal Reserve data specified whether the respondent’s 

Interest Rates main checking account was held at a bank or a thrift and what basis of 
charging (per check, account balance, or both) applied. This information 
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Appendh I 
Questlonndre MethodmIogy 

dictated which median maintenance charge we applied from our ques- 
tionnaire. If no interest was indicated, we used average fees associated 
with noninterest-bearing accounts. If the respondent reported that the 
main checking account was interest-bearing, we applied NOW account 
interest rates and fees. (NCJtVS were used instead of SuperNCWS becam the 
latter required a median minimum balance of $2,,600 in 1986 and there- 
fore were probably le8s frequently used by con8umers than were NOW 
accounts.) 

We calculated the net cost or income resulting from maintaining a main 
checking account at a bank or a thrift for each individual respondent to 
the Federal Reserve survey. Basically, the income calculation is the 
respondent’s average account balance times the applicable interest rate. 
The expense calculation is dependent upon how the respondent indi- 
cated his/her service fee was based and was a function of the average 
number of checks written per month.’ 

Questionnaire Error 
Measurement 

There are several possible sources of error in our questionnaire survey. 
These errors may be classified as follows: 

l sampling error; 
l errors introduced while editing, coding, and tabulating the question- 

naire’s responses; 
. error8 of measurement of a sampling unit; and 
. nonresponse bias (i.e., errors stemming from the lack of a response from 

some of the sample banks and thrifts). 

Sampling Error The term “sampling error” refers to errors that are inherent in taking a 
sample instead of surveying all the members of a group. Since we were 

‘If the service fee ww based on a per check charge, then the expense was calculated as follows: 

Expense = (Number of checks written X Per check charge) + (Number of checks written X 
Per check printing charge) 

If the service fee was based on a monthly fee, then the expense was calculated as follows: 

Expense = Monthly fee + (Number of checks written X Per check printing charge) 

If the service fee was based on both a per check charge and monthly fee, then the expense is 
calculated a8 follows: 

Expense = MonthIy fee + (Number of checks written X Per check charge) + (Number of 
checks written X Per check printing charge) 
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unable to survey all banks and thrifts, we selected a stratified random 
s’ample of 1,662 institutions, of which 1,013 returned their question- 
naires. Since we do not have responses for all banks and thrifts, the 
responses we received represent estimates of the results we would have 
received had all banks and thrifts responded. The difference between 
our results and the hypothetical results obtainable from surveying the 
full universe of banks and thrifts is the sampling error. 

Fditing, &ding, and 
Tabulation Errors 

We carefully checked the returned questionnaires along with the subse- 
quent editing, coding, and data entry. We are confident that we have 
minimized any errors originating from these sources. 

Errors of Measurement Error8 of measurement can occur when a respondent marks an incorrect 
response or marks two boxes on a line while leaving the next response 
line blank. Or a respondent can simply forget to answer a particular 
question, When we could identify an error of this type, we excluded that 
response from our analysis of the question. 

Nonresponse Since we did not receive responses from all banks and thrifts in our sam- 
ple, we have a potential nonresponse bias. Nonresponse bias can be a 
problem if the nonrespondents have a different opinion from the survey 
respondents, then the returned responses reflect only a subpopulation of 
the universe of banks and thrifts. Since we cannot know how those that 
did not respond would have responded, we confined our analysis to 
those banks and thrifts that did respond. 

Data Presentation After analyzing the data from the questionnaires, we made two deci- 
sions concerning its presentation. Both relate to the wide variation in 
responses. First, we decided to show the median value for the variables, 
that is the value above which and below which there are an equal 
number of value8, rather than the more commonly seen mean value. The 
median is less sensitive to the influence of extreme values. Second, we 
show the range of responses between the 2bpercent and 75-percent 
quartiles, which encompasses the middle 60 percent of responses 
grouped around the median value (i.e., the SO-percent quartile). By 
presenting these ranges the reader can see the degree of variability in 
the data, particularly in those account8 which required a minimum bal- 
ance to open an account or to avoid a service fee. 
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Aplwendix I 
C&e9tiocudre Methocfology 

Other Research During our questionnaire development, we attempted to obtain data 
which could be used in an economic model comparing the changing costs 
of banking services to demographic characteristics of retail banking cus- 
tomers. One of the most important features of our regression-based 
model would have enabled us to estimate total service fees faced by 
banking customers at different income levels. Also, it would have 
allowed us to derive inferences about the effects on households of 

’ increases in bank service fees and interest rates paid on checking and 
savings accounts. However, we could not complete this analysis because 
adequate historical data on customers’ use of banking services were 
unavailable at the time of our survey. 
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Appendix II 

Comments F’rom the Office of the Comptroller 
of the Currency 

Note: GAO comments 
supp18ementing those in the 
report text appear at the 
end of this appendix. 0 

Comptroller of the Currency 
Admtnistrator of Ndanal Banks 

See p. 44. 

Now on pp. 13 and 14. 
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Washington. D. C. 20219 

March 10, 1987 

William J. Anderson 
Assistant Comptroller General 
General Government Division 
United States General Accounting Office 
Washington. D.C. 20548 

Dear Mr. Anderson: 

We have reviewed your draft report on issues related to basic 
banking services titled “Banking Services: Changes in Fees and 
Deposit Account Interest Rates since Financial Deregulation.” 
The report analyzes and presents the results of a GAO survey of 
more than 1600 financial institutions regarding the fees and 
interest rates on a limited number of deposit services offered 
in 1977. 1983 and 1985. The report makes no recommendations. 
However, we are pleased to offer some general comments about 
the draft. 

Much of the prasentation of the survey results is in terms of 
the median and the range. The terminology may not be used 
correctly and it makes the data included in the tables 
difficult to interpret. For example, Table 2.2 contains three 
items where the median is equal to the minimum range element. 
As “median” is defined, this phenomenon would not seem 
possible. Table 2.3 shows the unlikely @vent of no variability 
in pricing by reporting the minimum and maximum range elements 
and the median a8 the same number. Page 17 of the draft 
explains the nature of the data that is reported. *‘Rangems has 
been redefined so that it no longer provides minimum and 
maximum values. Instead, the boundaries are the 25th and 75th 
percentiles of the responses. The rationale for this 
adjustment is not clear. We are concerned that readers may be 
misinformed by using the tables out of context. We strongly 
suggest that either the data OK the terminology be adjusted 
appropriately. 



See comment 1, 
Now on pp. l&13,69. 
see pp, 44 and 45. 

Now on p, 37. 
See comment 2. 

See comment 3. 

Now on p. 62. 
See comment 4. 
Now on p. 44. 

See wmment 5. 
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"Bank" as used in the report, 
banks regulated by the CCC. 

includes commercial and savings 
the Federal Reserve or the FDIC 

(paw 11). In contrast, pages 16 and 102 indicate that 87 
percent of the sampled banks are federally regulated. 

Some of the reported fee StJXICtUKeS appear to be 
unconventional. It is surprising that almost SO percent of 
thrifts provided free cashier'8 checks to nondepositors in 1977 
(page 441. It would also be helpful to know if some of the 
numbers have been calculated, for example, by converting annual 
fees into monthly fees. Many of the tables contain peculiar 
dollar values, such as $l.OS and $2.16. 

The report could be enhanced by providing cumulative totals and 
more information about the sampled institutions. For example, 
it would be nice to see at a glance that 66 percent of banks 
offer a no-frills account for less than four dollars per month 
(page 74). The geographic distribution of the institutions 
would be useful to explain variations pointed out at page 49, 
for example. 

Attached, for your consideration, is a page by page listing of 
technical adjustments and editorial suggestions. 

Thank you for the opportunity to comment on the draft report. 

Sincerely, 

Judith &. Walter 
Senior Deputy Comptroller for Administration 

Attachment 



GAO Comments 1. occ pointed out that the term “bank” was more broadly used on page 
11 (now p. 10) than later in the report. “Bank” has been redefined on 
page 10 to agree with the term as used on pages 13,69, and throughout 
the report. 

2. occ also noted that many of the tables contained peculiar dollar val- 
ues and wondered if numbers had been calculated for monthly fees. 
Numbers in the survey questionnaires were requested on a monthly 
basis and were not mathematically computed. The peculiarity noted is 
due primarily to inflation adjustments for 1977 and 1983. For example, 
a $1 fee in 1983 would be adjusted for inflation by a factor of 1.077 and 
would appear in our report as $1.08. (See p. 18.) On other occasions, the 
peculiarity noted may result from calculating a median value by divid- 
ing the center two numbers when there were an even number of 
observations. 

3. occ suggested that the report could be enhanced by providing cumula- 
tive totals, noting that it would be nice to see at a glance that a certain 
percentage of banks offered a no-frills account for less than four dollars 
a month. (See table 4.3.) We agree this might help some readers but it 
would make the primary information harder to comprehend because 
twice as many percentages would have to be shown on each line. 

4. occ commented that inclusion of the geographic distribution of the 
institutions would be useful to explain variations noted on page 44. We 
did not include this data because the sample was not designed to obtain 
information by region and some response rates by region and type of 
account were too low to be representative. Since the results might be 
misinterpreted by the reader and incorrectly projected, we included only 
the general observation that there was little variation in the responses. 
We added information about the sample to this discussion. 

6. occ technical comments and suggestions were not included in the 
report; changes were generally made. 



~ Comment From the Federal Home Loan 
Ehnk Board 

Note: GAO comment 
supplementing those in the 
report text appears at the 
end of this appendix. 

Seep.45. 

Seep.45. 

Sac comment. 

1700 G Street. N.W. 

Federal Homa Loan Bank Board 

EOWlN J. MAY 
CNAlMAN 

March 12, 1987 

Mr. William J. Andermh 
Assistarit Ccqtroller General 
UnitedStates General Amounting Office 
General Gov- t Division 
Washington, D.C. 20548 

Dear Mr. Anderson: 

Thank you for the olpportunity for the Federal Ham IoanBank Soard to 
cunnsnt on the General Aaxnmting Officets draft report entitled, "Banking 
Services: Chmges inFees audDepmit Account Interest Rates SinoeFinamial 
Deregulation." 

~lewedonothaveindependentsourcegwhichcould~inorrefute 
the survey results of this study, the Board has ho reasoh to doubt than. 
Gives the generally acknowledged steadily rising costs of operating a thrift, 
including the rise incosts represented by inflation, the increase inour 
mmkerinstitutiorm~ cost of funds Woughtaboutinpsrtby thederegulation 
of intereat rates), and incmamd operating costs, we would expect a 
countervailing ihcrease inother areas including fees formaintainingan 
a-t. ~note, hcwever, thatbyyour studyappraximately 80 percent of 
thrifts still do hot charge for mintaihing an acanmt. Wa find that figure 
surprising in light of the econmic developnents of the early part of this 
decade. 

Additionally, we find it hard to object to ma&m institutims which are 
mihtainingtheirprofitabilitywhile paying higherinterestratas to 
custcmers bychargingfees for services fomsrlyprovidedfor free. Itmxlld 
appeartobeagenerallysafearxl soundpractice, incur opinion, forinsti- 
tutions who are faced with rising costs to find ways to off set such costs, 
including,withinrea~lelimits,chargingcustaners for certainbanking 
services. Of course, the "reasonableness" of such charges can only bs deter- 
mined on a case-by-case basis. YoucanbeassuredthattheBoardthroqhits 
normal examination, suparvision ahd enforceam t activities will continue to 
make suoh detwninations. 

As your draft report relates, the Federal Financial Institutions Exsmina- 
tion Couhcil adopted a joint policy statement on basic fihahcial services. 
The Eoardnawhas ad- thatstatssmtas its own policy. SeeEoardMinute 
Entry of February 2, 1987. J&.gingfranyoursurveywhichrepoTtedthat64 



See Q. 63. 

Nowonp.63. 

Page78 

Mr. Willim J. Anderson 

lmmx?nt of thrifts provide free or no-cost "no-frills c9m&ing," it would 
appear that our menJ3er institutions already provide, in laqe masure, basic 
bankillg semioe5. Incidentally, that figure appears to amtradict your 
concluding statemmtonpage 75 of your draftreportwhichsays that, 
"[l]cw-mst, no frills bank ahd thrift acoxnts may be a remonable mans of 
asmxi~ access to the banking system for the general public, especially for 
those cfm5um.m with low to mxlerate inmnss, but at the tim of our survey 
theywere mtwidelyavailabla (e&asis added)." Inaurviaw, having such 
acmunts avaj lable at 64 percent of thrifts would constitute wide 
availability. 

If I may be of fu&.her assistance please do not hesitate to let me or 
Arlen Wjthers, of our Congressional Relations Office, kmm. 

Chairman 
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GAO Comment The FHLBB noted that it has adop@ed the Federal Financial Institutions 
Examination Council joint policy statement as its own policy. The report 
recognizes on page 58 the five regulatory agencies have endorsed this 
policy. 



From the Federal Deposit 
Inswmce Corporation 

FDI FEDERAL DEPOSIT INSURANCE CORPORATION. wasimgton. DC 20429 

I 1 

OfFICE Of OIRECTOR~0lUISIONOFBANKSUPER~lSlON 

March 10, 1987 

Mr. William J. Anderson 
Assistant Comptroller General 
General Government Division 
United States General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Anderson: 

Your letter of February 10 enclosed for our review and comment a draft report 
eytnltled "&nklna Services Chanaes in Fees and Deoosit Account Interest Rates 
S u? Flnanciel Uereaulatlbn." The report discusses changes since 1977 in fees 
and deposit account interest rates, the effects of these changes on consumers, 
and issues related to "lifeline" banking services. 

Staff has reviewed the report and believes the results reported are seriously 
flawed by the fatlure to account in some fashion for the implicit cost of fore- 
gone Interest (I.e.. no interest or interest at less than market rates) on 
accounts maintained in baseline 1977 and similarly for non-interest bearing 
demand or other types of minimum balance accounts that carry an implicit 
interest cost to the consumer since deregulation. As a consequence, any cost 
or other types of comparisons between conditions before and after interest 
rate deregulation and indeed, between different types of accounts since 
deregulation, are quite possibly inaccurate and misleading. In our view, the 
fact that market rates could not be paid on deposit accounts in 1977 was 
largely responsible for the pricing and services structure then in existence 
just as that ability nor is largely responsible for the "unbundling" of 
services and more explicit pricing that exists today. 

The report also fails to account adequately for the level of interest rates at 
different times. For example, were interest rates to return to the high levels 
of a few years ago, the breakeven threshold for consumers (where account earn- 
ings match costs) would undoubtedly occur at a significantly lower income level 
than that reflected in the study. 

Seep. 52. 

Seepp.52and53. 
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See p.53. 
Nowon pp. 49and50. 

-2- 

We lastly note the significant limitations of the study express 
by the GAO on pages 56 and 57 of the draft report. In the fina 
perhaps these might be made more prominent. 

Sincerely, 

Director 

y recogn ized 
version , 
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Appendix V 

Comments From the National Credit 
Union A iirdnistxation 

See p. 6%. 

- NATICINA~ CREDIT UNION ADMINISTRATION 

WASHINGTON. D.C. 20456 

March 2, 1987 

OFFICE OF THE CHAIRMAN 

Mr. William J. Anderson 
Assistant Comptroller General 
United States General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Anderson: 

Thank you for the opportunity to respond to the GAO draft study on “Banking Services: 
Changes in Fees and Deposit Account Interest Rates since Financial Deregulation”. It is 
well known in the financial community that NCUA was the first to completely deregulate 
federal credit unions on the liability side of the balance sheet. Federal credit unions 
were given the opportunity to provide checking, savings and deposit services under 
virtually any conditions of rate, maturity or structure. In essence, credit union members 
were provided the advantages of deregulation as soon as it was legally possible to do so. 
The uniquely positive effect on credit unions and their members become even more 
positive when balanced against some of the findings of the proposed GAO report. “Credit 
unions typically offered services at a lower cost. . .‘I, I’. . . credit unions paid higher 
interest yields and were less likely to impose fees. . .‘I 

The basic report is for the most part about banks and savings and loans and how they 
have reacted to deregulation and the development of a pricing structure. Its conclusions 
and findings are interesting and seem to present an accurate representation of the cost 
of banking services since deregulation. 

Sincerely, 

DMR:dal 

(saai 1s) Prge a2 GAO/GGD87-70 Banking &rvicea 



Requests for copies of GAO reports should be sent to: 

IJS. General Accounting Office 
PC% Office E3ox 6015 
Eaithersburg, Maryland 208’77 

Telephone 202-276-6241 

The first five copies of each report are free. Additional copies are 
$2.00 each. 

There is a 26% discount on orders for 100 or more copies mailed to a 
single aclhss. 

Orders must be prepaid by cash or by check or money order made out to 
the Superintendent of Documents. 
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