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A SURVEY OF RECENT DEVELOPMENTS IN 

INTERNATIONAL BANK REGULATION 

I. INTRODUCTION 

I n t e r n a t i o n a l banking has grown very r a p i d l y s i n c e 1960. Many 

f o r c e s have spurred the dramatic expansion of m u l t i n a t i o n a l banking over 

the l a s t decade and a h a l f . By 1974, wor ld exports of $880 b i l l i o n were 

almost s i x t imes g r e a t e r than i n 1960. As bus inesses expanded overseas 

and developed i n t o m u l t i n a t i o n a l c o r p o r a t i o n s , t h e i r banks f o l l o w e d them 

abroad and became m u l t i n a t i o n a l banks. 

World l i q u i d i t y has exploded i n the l a s t s e v e r a l y e a r s . World 

h o l d i n g s of go ld and o f f i c i a l f o r e i g n exchange reserves have n e a r l y 

quadrupled i n the 15 years s i n c e 1960 to $800 b i l l i o n by the end of 

1974. In a d d i t i o n , the development of the E u r o c u r r e n c y ^ market, has 

been a major source of increased wor ld l i q u i d i t y over the l a s t ten y e a r s . 

The Eurocurrency market, which began i n 1958, grew s l o w l y to about $20 

b i l l i o n i n 1966. In the l a s t ten y e a r s , the net volume of t r a n s a c t i o n s 

i n the Eurocurrency market has r i s e n t e n - f o l d , to almost $200 b i l l i o n by 

the end of 1974. Today the Eurocurrency market l i n k s together the 

domestic money markets of a l l of the major i n d u s t r i a l c o u n t r i e s . 

As the i n t e r n a t i o n a l f i n a n c i a l system grew i n s i z e and complex i ty 

commercial banks here and abroad met the cha l lenge by growing i n numbers, 

2/ 
s i z e of o p e r a t i o n and types of s e r v i c e s prov ided.— The ten l a r g e s t 

— Eurocurrenc ies r e f e r s to any currency depos i ted o u t s i d e i t s 
country of o r i g i n , i . e . , a E u r o d o l l a r i s a U.S. d o l l a r depos i ted o u t s i d e 
the Uni ted S t a t e s . The E u r o d o l l a r i s the p r i n c i p a l currency , and London 
i s the major market f o r E u r o c u r r e n c i e s . 

2/ 
— For an e x c e l l e n t d i s c u s s i o n of the causes of the worldwide 

expansion i n bank ing , see Fred Kopstock ' s a r t i c l e , " F o r e i g n Banks i n The 
Uni ted S t a t e s . " 
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banks i n the world had combined assets of over $300 b i l l i o n — m o r e than 

the e n t i r e gross n a t i o n a l product of a l l but a h a n d f u l of c o u n t r i e s . 

Table 1 l i s t s the 50 l a r g e s t banks i n the world as of 1973, t h e i r t o t a l 

a s s e t s and growth from 1972 to 1973. 

Three g i a n t American banks top t h i s l i s t as the three b i g g e s t 

banking o r g a n i z a t i o n s i n the w o r l d . And together w i t h the other ten 

U.S. American banks i n c l u d e d on the l i s t , over one-quarter of the 50 

l a r g e s t banks i n the wor ld are American. There are 13 Japanese banks on 

the l i s t , another f o u r t h of the t o t a l . The other banks on the l i s t — t h e 

r e s t of the w o r l d ' s b i g b a n k s — o r i g i n a t e i n the other i n d u s t r i a l c o u n t r i e s 

of Europe and Canada, w i t h the s i n g l e except ion of the Banco do B r a s i l , 

which ranks 32nd on the l i s t . 

The v a s t f i n a n c i a l resources of these m u l t i n a t i o n a l banks are 

employed throughout the w o r l d . To a l a r g e degree, the banks became a 

f o c a l po int f o r the i n c r e a s i n g i n t e r n a t i o n a l interdependence of the 

w o r l d ' s economy and t h i s development has i n t u r n created problems f o r 

bank r e g u l a t o r s i n many c o u n t r i e s . George M i t c h e l l , V i c e Chairman of 

the Board of Governors of the F e d e r a l Reserve System summarized the 

s i t u a t i o n very n i c e l y : "The i n t e g r a t i o n of money and c a p i t a l markets 

has a c c e l e r a t e d the t r a n s m i s s i o n of changing money and c r e d i t c o n d i t i o n s 

among n a t i o n a l economies, and has probably reduced the scope f o r independent 

n a t i o n a l f i n a n c i a l p o l i c i e s . . . . t h e r e i s g r e a t e r concern on the part of 

governments nowadays as to the i m p l i c a t i o n s of m u l t i n a t i o n a l banking f o r 

the f i n a n c i a l s t r u c t u r e of t h e i r c o u n t r i e s and f o r the f o r m u l a t i o n and 

2a/ 
conduct of t h e i r own f i n a n c i a l p o l i c i e s . " — 

— M i t c h e l l , George W., " M u l t i n a t i o n a l Banking the Uni ted S t a t e s : 
Some Regulatory I s s u e s , " BAFT Speech, A p r i l 8 -11 , 1974, pp. 5-6. 
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in many ways, the pressures on i n t e r n a t i o n a l banking (and i t s 

r e g u l a t i o n s ) come to a head i n 1974. The r i s k s inherent i n a system of 

f l o a t i n g exchange r a t e s became apparent as s e v e r a l major banks around 

the world s u f f e r e d massive f o r e i g n exchange l o s s e s : a few banks c l o s e d , 

p a r t i a l l y as a r e s u l t of losses i n t h e i r f o r e i g n exchange t r a n s a c t i o n s , 

3/ 

but p r i m a r i l y because of more genera l management problems.— The massive 

f lows of f o r e i g n exchange, p r i m a r i l y d o l l a r s , accumulated by the O r g a n i z a t i o n 

— A near c r i s i s occurred i n i n t e r n a t i o n a l banking markets when 
Bankhaus H e r s t a t t of Germany c l o s e d on June 26, 1974. For a chronology 
of f o r e i g n exchange losses and bank i n s o l v e n c i e s i n the summer of 1974, 
see Appendix A. 
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of Petroleum E x p o r t i n g Countr ies (OPEC)— s e v e r e l y s t r a i n e d the a b i l i t y 

of banks to absorb these funds as s h o r t - t e r m d e p o s i t s , f i n d acceptab le 

l o n g e r - r u n investment o p p o r t u n i t i e s and at the same time m a i n t a i n a p p r o p r i a t e 

c a p i t a l bases. Many f a c t o r s — f o r e i g n ownership of banks, l a r g e l o s s e s 

due to f o r e i g n exchange t r a n s a c t i o n s , i n t e r n a t i o n a l l i n k a g e of banks 

through the Eurocurrency markets, and l a r g e f o r e i g n d e p o s i t s of s h o r t -

term funds which threatened the l i q u i d i t y of b a n k s — a l l caused bank 

r e g u l a t o r s to quest ion the appropr iateness of t h e i r banking s u p e r v i s i o n 

and r e g u l a t i o n s . 

In the U n i t e d S t a t e s , bank r e g u l a t o r s and l e g i s l a t o r s have 

been c o n s i d e r i n g proposa ls to r e g u l a t e the a c t i v i t i e s of U.S. banks and 

f o r e i g n banks o p e r a t i n g i n the U n i t e d S t a t e s f o r s e v e r a l y e a r s . One 

product of t h i s e f f o r t was the i n t r o d u c t i o n i n December 1974 of the 

Fore ign Bank Act of 1974 by the F e d e r a l Reserve System. 

Dur ing 1974, the U.S. Treasury and f o r e i g n bank s u p e r v i s o r y 

agencies around the wor ld i ssued new and more s t r i n g e n t f o r e i g n exchange 

r e g u l a t i o n s and r e p o r t i n g requirements. The Bank of England requested 

(and rece ived) assurances of support from the parents of f o r e i g n owned 

s u b s i d i a r y banks o p e r a t i n g i n London. C e n t r a l bankers again d i scussed 

the q u e s t i o n of who should act as lender of l a s t r e s o r t f o r mult iownered 

s u b s i d i a r i e s , and the problems surrounding the Eurocurrency market. 

This paper o u t l i n e s the many changes a f f e c t i n g i n t e r n a t i o n a l 

banking i n 1974. The background, purposes and contents of the F e d e r a l 

— The members of OPEC are Abu Dhabi , A l g e r i a , Ecuador, I n d o n e s i a , 
I r a n , I r a q , Kuwait , L i b y a , N i g e r i a , Qatar , Saudi A r a b i a and Venezuela; 
Gabon i s an a s s o c i a t e member. 
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Reserve 's proposed Fore ign Bank l e g i s l a t i o n are d iscussed i n d e t a i l . 

Other r e g u l a t o r y changes a p p l i c a b l e to i n t e r n a t i o n a l banking are a l s o 

d e s c r i b e d . 
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I I . FOREIGN BANKING IN THE UNITED STATES CURRENTLY 

A. Expansion of F o r e i g n Banking 

The dramatic expansion of i n t e r n a t i o n a l banking d u r i n g the 

1960s a f f e c t e d American banks i n two ways. I n the f i r s t p l a c e , American 

banks opened o f f i c e s abroad i n r e c o r d numbers, and s imul taneous ly 

increased the scope and v a r i e t y of t h e i r overseas o p e r a t i o n s . The 

a c t i v i t i e s of American banks abroad are d i scussed i n S e c t i o n IV o f 

t h i s paper. 

Secondly, the growing number of f o r e i g n banks i n the Uni ted 

States a t t r a c t e d great a t t e n t i o n . L i t t l e data i s a v a i l a b l e on f o r e i g n 

banking i n the Uni ted States u n t i l 1966, when f o r e i g n agenc ies , branches 

and s u b s i d i a r i e s - ^ had t o t a l U.S. a s s e t s of $6.5 b i l l i o n . By the end 

of 1974, the U.S. a s s e t s of f o r e i g n banks' branches, agencies and 

s u b s i d i a r i e s were $56 b i l l i o n . 

At the end o f 1974, 180 f o r e i g n banks were represented i n 

the U.S. F o r e i g n banks had 62 s u b s i d i a r i e s or a f f i l i a t e s , 77 branches 

and 72 agenc ies , most of them concentrated i n New York, C a l i f o r n i a and 

I l l i n o i s . There were 26 f o r e i g n bank h o l d i n g companies r e g i s t e r e d 

under the Bank H o l d i n g Company Act o f 1956 (as amended i n 1970) which 

operated 25 s u b s i d i a r i e s i n New York , C a l i f o r n i a and I l l i n o i s , and 24 

agencies and branches throughout the Uni ted S t a t e s . More than 20 

f o r e i g n banks owned or had some share i n s e c u r i t i e s companies. In 

a d d i t i o n , f o r e i g n banks had about 141 r e p r e s e n t a t i v e o f f i c e s . 

— There are f i v e o r g a n i z a t i o n a l forms a v a i l a b l e to f o r e i g n 
banks d e s i r i n g to e s t a b l i s h an American presence: (1) a r e p r e s e n t a t i v e 
o f f i c e ; (2) an a f f i l i a t e ; (3) a s u b s i d i a r y ; (4) a branch; and (5) an 
agency. Some of these f i v e types are j o i n t l y owned by a group of 
f o r e i g n banks, and are c a l l e d consort ium banks. I t i s a l s o p o s s i b l e 
f o r f o r e i g n i n d i v i d u a l s or c o r p o r a t i o n s to buy an e x i s t i n g U.S. bank 
i n some s t a t e s . The d i f f e r e n c e s between these types of o r g a n i z a t i o n s 
are d e s c r i b e d i n Appendix B. 
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B. S t a t e Regu lat ion of Fore ign Banking 

At present there i s no f e d e r a l l e g i s l a t i o n r e g u l a t i n g the 

a c t i v i t i e s of f o r e i g n banks i n the U n i t e d S t a t e s . Fore ign banking 

o r g a n i z a t i o n s are chartered by the i n d i v i d u a l s t a t e s and they can 

t h e r e f o r e engage i n any form of banking o p e r a t i o n which i s permit ted (or 

not p r o h i b i t e d ) by s t a t e laws. 

Of the ten s t a t e s - ^ i n the Uni ted States which e x p r e s s l y 

a u t h o r i z e f o r e i g n banks to conduct banking o p e r a t i o n s i n some manner 
ft.lV- IMA*. -M\>OL. ,<-, 

w i t h i n t h e i r s t a t e s , New York and C a l i f o r n i a ^ h a v e the most l i b e r a l laws 

and t h e r e f o r e the greatest number of f o r e i g n banking o f f i c e s . 

1. New York 

T r a d i t i o n a l l y , most f o r e i g n banks have tended to g r a v i t a t e to 

New York . New York has many a t t r a c t i o n s — t h e f i n a n c i a l center of the 

U n i t e d S t a t e s , the b iggest money market i n the w o r l d , the f o c a l p o i n t 

f o r much of the w o r l d ' s t rade f inance—and by no means l e a s t , l i b e r a l 

New York s t a t e laws r e g u l a t i n g f o r e i g n bank ing . There are more f o r e i g n 

banking operat ions i n New York than i n any other s t a t e . At the end of 

1974, these c o n s i s t e d of 35 agenc ies , 25 branches, 14 s u b s i d i a r i e s and 3 

New York s t a t e investment companies.—'' In recent y e a r s , however, f o r e i g n 

banks have been moving i n t o other l a r g e f i n a n c i a l centers across the 

U n i t e d S t a t e s . 

—'''The ten s t a t e s a u t h o r i z i n g f o r e i g n banking are A l a s k a , 
C a l i f o r n i a , Georg ia , H a w a i i , I l l i n o i s , Massachusetts , M i s s o u r i , New York , 
Oregon and Washington, Robert H u f f , "Entry of Fore ign Banks Into the 
Uni ted S t a t e s , " EB/IFD/OMA, unpubl ished s t a f f paper, September 4 , 1973. 

—^Klopstock, op. c i t . conta ins a comprehensive rev iew of the 
a c t i v i t i e s of f o r e i g n banks i n New York. 

http://ft.lV-
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2. C a l i f o r n i a 

Nowhere has the expansion of f o r e i g n banks been more remarkable 

than i n C a l i f o r n i a . In 1965, on ly n ine f o r e i g n banks had branches i n 

C a l i f o r n i a ; by the end of 1974, there were 40 f o r e i g n banks w i t h branches 

and/or agencies i n the s t a t e . S u b s i d i a r i e s of f o r e i g n banks have grown 

even more r a p i d l y and have had an even l a r g e r impact on the banking 

community i n C a l i f o r n i a . Table 2 l i s t s the f o r e i g n banking s u b s i d i a r i e s 

o p e r a t i n g i n C a l i f o r n i a as of December 31, 1974 and g i v e s some i n d i c a t i o n 

of t h e i r i m p o r t a n c e . ^ U nCUl "KM* l^Ut *£*U*L. ^4^«^u y 

Taken i n d i v i d u a l l y , none of the s u b s i d i a r i e s appears very 

l a r g e : on ly two of them h e l d as much as 1 percent of the s t a t e ' s t o t a l 

depos i t s at the end of 1974. However, these two banks, L loyds Bank of 

C a l i f o r n i a ( B r i t i s h ) and Bank of Tokyo of C a l i f o r n i a (Japan) ranked as 

the e ighth and n i n t h l a r g e s t banks i n the s t a t e . 

Out o f the t o t a l of 186 banks i n C a l i f o r n i a , there were on ly 

15 f o r e i g n s u b s i d i a r y banks w i t h l e s s than 5 percent o f the s t a t e ' s 

t o t a l d e p o s i t s . However, C a l i f o r n i a permits s tatewide b r a n c h i n g , and 

the branching systems of some of these s u b s i d i a r i e s and t h e i r c o m p e t i t i o n 

f o r d e p o s i t s w i t h indigenous C a l i f o r n i a banks a t t r a c t e d c o n s i d e r a b l e 

a t t e n t i o n , much of i t u n f a v o r a b l e . 

In the s p r i n g of 1973, a b i l l was int roduced i n t o the C a l i f o r n i a 

L e g i s l a t u r e which would have r e s t r i c t e d the expansion of f o r e i g n banking 

o p e r a t i o n s . The b i l l was o b v i o u s l y d i s c r i m i n a t o r y , and was p r i m a r i l y 

aimed at r e s t r i c t i n g the growth of Japanese banks w h i c h , due to t h e i r 

a t t r a c t i o n to the N i s e i p o p u l a t i o n , were making s t r o n g inroads i n t o the 

d e p o s i t base of the s m a l l C a l i f o r n i a banks. I n t e r e s t i n g l y , t h i s i s one 

of the few examples of f o r e i g n banks s e c u r i n g an indigenous d e p o s i t base 
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i n the U n i t e d States:— most f o r e i g n banks r e l y on t h e i r parent o r g a n i z a t i o n , 

customers from t h e i r own country and the money market f o r funds. The 

s t r o n g support of the s m a l l independent banks of C a l i f o r n i a made passage 

o f the l e g i s l a t i o n appear l i k e l y f o r a t i m e . P o s s i b l e enactment of t h i s 

l e g i s l a t i o n was a major f a c t o r s t i m u l a t i n g the F e d e r a l Reserve System 

to concentrate on d r a f t i n g l e g i s l a t i o n t o r e g u l a t e the a c t i v i t i e s of 

f o r e i g n banks i n the Uni ted S t a t e s . (This l e g i s l a t i o n i s d i scussed i n 

S e c t i o n I I I . ) The San F r a n c i s c o F e d e r a l Reserve Bank was i n s t r u m e n t a l i n the 

defeat of t h i s b i l l i n the C a l i f o r n i a L e g i s l a t u r e . 

3. I l l i n o i s 

I n the e a r l y 1970s, I l l i n o i s granted s t a t e c h a r t e r s to two 

s u b s i d i a r i e s of f o r e i g n banks. The F i r s t P a c i f i c Bank i s a s u b s i d i a r y 

of the D a i - I c h i Kangyo Bank of Japan, and Banco d i Roma (Chicago) i s a 

s u b s i d i a r y o f the Banco d i Roma of I t a l y . The l a r g e I l l i n o i s commercial 

banks, however, wanted to make i t e a s i e r f o r f o r e i g n banks to enter the 

Chicago market f o r two reasons. 

In the f i r s t p l a c e , they f e l t t h a t e a s i e r entry f o r f o r e i g n 

banks would s t i m u l a t e Chicago's growth as an i n t e r n a t i o n a l f i n a n c i a l 

c e n t e r . And, secondly , i t was hoped t h a t o f f e r i n g r e c i p r o c i t y to f o r e i g n 

banks would f a c i l i t a t e the expansion of I l l i n o i s banks overseas . L a r g e l y 

8 / 
— The few other f o r e i g n banks w i t h a domestic U.S. d e p o s i t 

base have u s u a l l y acqu i red the d e p o s i t s w i t h the purchase of an e x i s t i n g 
bank. For i n s t a n c e , L loyds Bank acqu i red a domestic d e p o s i t base a long 
w i t h 95 branches when i t bought F i r s t Western Bank of C a l i f o r n i a i n 
1973, as d i d European American Trust when i t bought F r a n k l i n N a t i o n a l 
and acqu i red i t s 104 New York branches i n 1974. On the other hand, the 
B a r c l a y s Group ( B r i t i s h ) has been q u i t e aggress ive i n attempt ing to 
secure a domestic d e p o s i t base i n i t s o p e r a t i o n s i n New York, C a l i f o r n i a , 
and Massachusetts . 
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due to t h e i r e f f o r t s , i n August 1973 the I l l i n o i s L e g i s l a t u r e passed the 

" F o r e i g n Banking A c t " which permits f o r e i g n banks to e s t a b l i s h one 

branch o f f i c e i n the Chicago " l o o p " a r e a . By the end of 1974, 22 f o r e i g n 

banks, i n c l u d i n g many of the w o r l d ' s l a r g e s t m u l t i n a t i o n a l banks, had 

f i l e d a p p l i c a t i o n s f o r branches under the terms of t h i s A c t , and 18 

9/ 

l i c e n s e s had been approved.— 

4. Other States 

There are ten s t a t e s ^ ' which e x p r e s s l y p r o h i b i t f o r e i g n 

banking w i t h i n t h e i r b o r d e r s , prominent ly among them, F l o r i d a , Texas and 

Minnesota. F l o r i d a h a £ a long s tand ing p r o h i b i t i o n on branch ing , which 

a p p l i e d to both domestic and f o r e i g n i n s t i t u t i o n s . But i n 1972, a f t e r a 

Canadian bank had acqu i red a s m a l l t r u s t company i n the s t a t e and other 

f o r e i g n banks had shown an i n t e r e s t i n engaging i n bank ing , F l o r i d a 
passed a law p r o h i b i t i n g "any f o r e i g n bank from m a i n t a i n i n g an o f f i c e 

'» t l 

12/ 

w i t h i n the s t a t e . " — ^ I n Texas, the p r o h i b i t i o n of f o r e i g n banking i s 

p a r t of the s t a t e c o n s t i t u t i o n . 

9/ 
— The 18 banks f o r which branch l i c e n s e s have been granted 

a r e : Banque N a t i o n a l e de P a r i s , Banque de l ' l n d o c h i n e (a p a r t of the 
Suez group) and the C r e d i t Lyonnais of France; Commerzbank and Dresdner 
Bank of Germany; the N a t i o n a l Bank of Greece; Bank Leumi l e I s r a e l ; 
Banca Commerciale I t a l i a n a ; the Sanwa Bank and the Sumitomo Bank of 
Japan; Algemene Bank Neder land; Swiss Bank C o r p o r a t i o n ; B a r c l a y s Bank 
I n t e r n a t i o n a l , The Chartered Bank, L loyds Bank I n t e r n a t i o n a l , and the 
N a t i o n a l Westminster Bank of the U n i t e d Kingdom; the European Banking 
Company, a branch of a U.K. merchant bank owned by seven major European 
banks; the Hongkong and Shanghai Bank of Hong Kong. 

—^The other n i n e s t a t e s p r o h i b i t i n g f o r e i g n banking a r e : 
Maine, Mary land, New J e r s e y , Ohio, Rhode I s l a n d , Texas, V i r g i n i a , West 
V i r g i n i a , and F l o r i d a . H u f f , op. c i t . 

— ^ F l o r i d a Banking Code, S e c t i o n 659.57. Huf f , op. c i t . 

12/ 
— T e x a s C o n s t i t u t i o n ; A r t i c l e 16, S e c t i o n 16. I b i d . 



The r e l e v a n t p o r t i o n of the Minnesota law s t a t e s t h a t : "No 

f o r e i g n c o r p o r a t i o n s h a l l t r a n s a c t i n t h i s s t a t e the bus iness which on ly 

a bank, t r u s t company, or sav ings , b u i l d i n g and l o a n a s s o c i a t i o n may 

13/ 

t r a n s a c t i n t h i s s t a t e . — Although the law may have been w r i t t e n 

o r i g i n a l l y to prevent o u t - o f - s t a t e bank ing , i t e f f e c t i v e l y prevents 

non-U.S . e n t i t i e s from e n t e r i n g banking i n Minnesota . Ho ld ing company 

l e g i s l a t i o n proposed d u r i n g 1974 by the Minnesota Independent Bankers ' 

A s s o c i a t i o n would, however, e x p r e s s l y bar the e n t r y of h o l d i n g company 

banks from abroad as w e l l as from other s t a t e s . "No bank h o l d i n g company 

organized o r based i n any other s t a t e or country s h a l l be a l lowed to 

operate any bus iness of any k i n d i n t h i s s t a t e , d i r e c t l y or i n d i r e c t l y . . 

The remaining N i n t h D i s t r i c t s t a t e s are among the t h i r t y s t a t e s which 

make no mention at a l l of f o r e i g n banking i n t h e i r s t a t u t e s . However, 

f o r e i g n banking i s i m p l i c i t l y p r o h i b i t e d i n at l e a s t ten of these 30 

s t a t e s . 

— S t a t u t e s Annotated, S e c t i o n 303.02 and 303.04. 

—^American Banker, August 30, 1974. 



- 13 -

I I I . PROPOSED FEDERAL REGULATION OF FOREIGN BANKING 

A. The St imulus f o r R e g u l a t i o n 

By the mid-1960s, f o r e i g n banking had become an important p a r t 

of the U.S. banking scene. From the p o i n t of view of the monetary 

a u t h o r i t y , t h i s presented problems, because f o r e i g n banks c o n s t i t u t e d a 

s i g n i f i c a n t p r o p o r t i o n of nonmember banks, i . e . , those banks which are 

not members of the Federa l Reserve System and are t h e r e f o r e not sub ject 

14a/ 

to the Fed's r e s e r v e requirements . P a r t i c u l a r l y d u r i n g p e r i o d s of 

t i g h t monetary p o l i c y , the a b i l i t y of f o r e i g n banks i n the U.S. to 

a t t r a c t funds from abroad i n t e r f e r e d w i t h the Fed's a b i l i t y to c o n t r o l 

the money s u p p l y . Loans by f o r e i g n banks have become an important 

source of c r e d i t f o r domestic c o n c e r n s — i n 1974, f o r e i g n banking o r g a n i z a t i o n s 

extended about \0 percent of the t o t a l commercial and i n d u s t r i a l loans 

made by commercial banks i n the U n i t e d S t a t e s . 

Fore ign banks are a l s o not sub ject to R e g u l a t i o n Q l i m i t a t i o n s on i n t e r e s t 

payments. 

Advocates of f e d e r a l r e g u l a t i o n f o r f o r e i g n banks i n the 

Uni ted States f r e q u e n t l y p o i n t out t h a t i n no other country i n the world 

i s a s i g n i f i c a n t p o r t i o n of the banking community o u t s i d e the scope of 

the monetary a u t h o r i t y . From time to t i m e , the F e d e r a l Reserve has 

brought some a c t i v i t i e s of f o r e i g n banks under i t s r e g u l a t i o n . In 1973, 

The F e d e r a l Reserve System has t r i e d ( u n s u c c e s s f u l l y to date) 
to convince Congress that the growing number of nonmember banks p laces a s e r i o u s 
handicap on the Fed's a b i l i t y to c o n t r o l the money supply . Since f o r e i g n banks 
are an important p a r t of nonmember banks, the a c t i v i t i e s of these banks may 
have played an important r o l e i n the Fed 's i n a b i l i t y to c o n t r o l the money supply 
i n c e r t a i n p e r i o d s . For a f u r t h e r d i s c u s s i o n of t h i s p o i n t see I r v i n g Auerbach's 
a r t i c l e , " I n t e r n a t i o n a l Banking I n s t i t u t i o n s and the Understatement of the 
Money Supply ," Monthly Review of the F e d e r a l Reserve Bank of New Y o r k , May 1971, 
pp. 109-118. 
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f o r e i g n branches and agencies were subject to the now-expired V o l u n t a r y 

Fore ign C r e d i t R e s t r a i n t (VFCR) program and were requested to m a i n t a i n 

the same reserve requirements as domestic banks on E u r o d o l l a r borrowings . 

But i n e q u i t i e s i n the r e g u l a t i o n of domestic and f o r e i g n bank o p e r a t i o n s 

s t i l l e x i s t . 

At about the same t i m e , both the f o r e i g n and domestic commercial 

banking communities began compla in ing about the i n e q u i t i e s that e x i s t e d 

because of d i f f e r i n g laws governing entry and r e g u l a t i o n of f o r e i g n 

banking i n the v a r i o u s s t a t e s . Both the domestic and the f o r e i g n banks 

seemed to f e e l that the e x i s t i n g s i t u a t i o n made them the i n j u r e d p a r t y ! 

On the one hand, f o r e i g n banks—and t h e i r d i p l o m a t i c r e p r e s e n t a t i v e s — 

p r o t e s t e d the i n j u s t i c e of American banks o p e r a t i n g i n t h e i r c o u n t r i e s , 

w h i l e they were not a l lowed to engage i n banking i n the home s t a t e of 

those same American banks. I l l i n o i s was o f t e n c i t e d as a case i n p o i n t , 

p r i o r to the passage of the I l l i n o i s Fore ign Banking Act i n 1973. 

On the other hand, many U.S. banks complained that f o r e i g n 

banks had an u n f a i r advantage over domestic banks. The American banking 

community c i t e d three s p e c i f i c areas i n which f o r e i g n banks had a c o m p e t i t i v e 

edge: (1) freedon from F e d e r a l Reserve R e g u l a t i o n s ; (2) a b i l i t y to 

engage i n m u l t i s t a t e ba nk ing , and (3) c o n t r a v e n t i o n of the Glass S t e a g a l l 

A c t ' s p r o h i b i t i o n aga inst combining investment and commercial b a n k i n g . 
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The m u l t i s t a t e o p e r a t i o n of f o r e i g n banks has probably e l i c i t e d 

the most v o c a l c r i t i c i s m by U.S. banks. Table 3 o u t l i n e s the m u l t i s t a t e 

o p e r a t i o n s of f o r e i g n banks i n t h i s country as o f December 3 1 , 1974. 

Banks of f o u r countr ies—Canada, Hong Kong, Japan and the Uni ted Kingdom— 

were engaging i n banking i n f o u r s t a t e s of the U n i t e d S t a t e s . Indeed, 

the B a r c l a y s Group had f u l l - s e r v i c e banking o p e r a t i o n s i n f o u r s t a t e s 

p lus a U.S. t e r r i t o r y . In a d d i t i o n , 11 f o r e i g n banks from seven c o u n t r i e s 

were conduct ing banking operat ions i n at l e a s t three s t a t e s , and banks 

from a t o t a l of 13 c o u n t r i e s were engaged i n a t l e a s t some form of 

m u l t i s t a t e banking o p e r a t i o n . The F e d e r a l Reserve Bank of San F r a n c i s c o 

has est imated that 38 of the f o r e i g n banks l o c a t e d i n C a l i f o r n i a have 

banking o f f i c e s i n at l e a s t one other s t a t e . — 

About a dozen or so f o r e i g n banks have acqu i red b r o k e r - d e a l e r 

s e c u r i t y a f f i l i a t e s i n New York i n recent y e a r s . Some of these i n s t i t u t i o n s 

have become members of r e g i o n a l U.S. s t o c k exchanges. These a f f i l i a t e s 

t rade and d i s t r i b u t e s e c u r i t i e s , underwr i te i s s u e s , and o f f e r management 

and investment s e r v i c e s to t h e i r customers. They can engage i n many 

a c t i v i t i e s which are p r o s c r i b e d f o r U.S. banks by the G l a s s - S t e a g a l l Act 

of 1933. 

B. Proposed F e d e r a l L e g i s l a t i o n 

As e a r l y as 1967, f o u r b i l l s were int roduced i n Congress to 

r e g u l a t e f o r e i g n banking i n the Uni ted States but a l l of them d ied i n 

— B a l l e s , John J . , "The Proposed Fore ign Bank Act and i t s 
Probable E f f e c t on C a l i f o r n i a B a n k i n g , " speech at the P r e s i d e n t ' s Seminar, 
C a l i f o r n i a Banker ' s A s s o c i a t i o n , January 10, 1975, p. 3. The 38 banks 
c i t e d i n t h i s speech do not correspond to the numbers i n Table 3 because 
of c l a s s i f i c a t i o n d i f f e r e n c e s . 
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c o m m i t t e e . — In November, 1973, Representat ives Patman of Texas and 

Rees of C a l i f o r n i a each introduced l e g i s l a t i o n aimed at the r e g u l a t i o n 

of f o r e i g n banks i n t h i s country . Both of these b i l l s were very r e s t r i c t i v e 

i n n a t u r e . 

Both b i l l s would have reduced the scope of f o r e i g n bank o p e r a t i o n s 

to f u l l y c a p i t a l i z e d s u b s i d i a r i e s of the f o r e i g n parent bank. Under the 

terms of these b i l l s , f o r e i g n s u b s i d i a r i e s would have needed approva l of 

the Secretary of the Treasury f o r a l l a c t i v i t i e s . Fore ign banks would 

have been r e q u i r e d to o b t a i n FDIC insurance and to meet F e d e r a l Reserve 

requirements , but not to become members of the F e d e r a l Reserve System. 

Fore ign banks would have been p r o h i b i t e d from expanding through a c q u i s i t i o n s 

and mergers and they would have been r e q u i r e d to d i v e s t themselves of 

s e c u r i t i e s a f f i l i a t e s and m u l t i s t a t e o p e r a t i o n s w i t h i n a l i m i t e d number 

o f y e a r s . The Rees b i l l conta ined a d d i t i o n a l s p e c i a l p r o v i s i o n s to 

accommodate Japanese banks where such banks were i n v i o l a t i o n of U.S. 

a n t i t r u s t law, and to permit i n t e r s t a t e banking i n the event s t a t e s 

passed e n a b l i n g l e g i s l a t i o n . L i t t l e progress was made i n moving e i t h e r 

the Rees or Patman b i l l through Congress. 

On December 3, 1974, the Board of Governors of the F e d e r a l 

Reserve System submitted to Congress l e g i s l a t i o n e n t i t l e d "The Fore ign 

Bank Act of 1974." A number of r e v i s i o n s and t e c h n i c a l changes were 

made to the o r i g i n a l l e g i s l a t i o n and i t was resubmitted to the new 

Congress on March 4 , 1975. The December 1974, c u t - o f f date was r e t a i n e d 

— The b i l l s were based on the so c a l l e d Zwick Report on 
f o r e i g n bank ing , by Dr. Jack A. Zwick of Columbia U n i v e r s i t y f o r the 
J o i n t Economic Committee of Congress. 
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f o r purposes of " g r a n d f a t h e r i n g " — e x i s t i n g i n s t i t u t i o n s , but the b i l l 

ii 

was r e t i t l e d , The Fore ign Bank Act of 1975. The l e g i s l a t i o n was the 

18/ 

work of the Committee on I n t e r n a t i o n a l Bank R e g u l a t i o n SSCIBR,— which 

the F e d e r a l Reserve System e s t a b l i s h e d i n e a r l y 1973 to study f o r e i g n 

banking i n the U n i t e d S t a t e s and the overseas a c t i v i t i e s of U.S. banks. 

I n i t i a l l y , the SSCIBR focused i t s a t t e n t i o n on the a c t i v i t i e s 

o f f o r e i g n banks i n the Uni ted S t a t e s . Among the f o r c e s which spurred 

the Committee to f i r s t cons ider f o r e i g n banking i n the U.S. were: 

(1) complaints about f o r e i g n c o m p e t i t i o n by the U.S. domestic banking 

system; (2) the Congress 's i n t e r e s t i n f o r e i g n banking as evidenced by 

the i n t r o d u c t i o n of the Rees and Patman b i l l s ; and (3) the proposed 

C a l i f o r n i a l e g i s l a t i o n to r e s t r i c t the a c t i v i t i e s of f o r e i g n banks i n 

t h a t s t a t e (see S e c t i o n I I ) . 

One of the e a r l y conc lus ions of the Committee was that r e g u l a t i o n s 

governing f o r e i g n banking should be based on the p r i n c i p l e of r e c i p r o c a l 

n o n d i s c r i m i n a t i o n . Under t h i s p r i n c i p l e , a l l n a t i o n s would be expected 

to cooperate i n a p p l y i n g the same r u l e s to both f o r e i g n and indigenous 

i n s t i t u t i o n s . In t h i s way, a l l i n s t i t u t i o n s o p e r a t i n g w i t h i n one n a t i o n a l 

market would be a f f o r d e d e q u i t a b l e t reatment . At the same t i m e , the 

r u l e of n o n d i s c r i m i n a t i o n would preserve the r i g h t of every country t o 

e s t a b l i s h the r u l e s governing the a c t i v i t i e s of banks w i t h i n i t s j u r i s d i c t i o n . 

— ' ' " G r a n d f a t h e r i n g " i s a common term i n U.S. banking laws , and 
r e f e r s to the p r a c t i c e of p e r m i t t i n g e x i s t i n g i n s t i t u t i o n s to cont inue 
to e x i s t , even though new i n s t i t u t i o n s or a s s o c i a t i o n s of t h i s type may 
be p r o h i b i t e d from b e i n g formed i n the f u t u r e . 

18/ 
— P r e s e n t members of the SSCIBR are Governors M i t c h e l l , 

Bucher, Ho l land and W a l l i c h , and P r e s i d e n t s Hayes (New Y o r k ) , B a l l e s 
(San F r a n c i s c o ) , and MacLaury ( M i n n e a p o l i s ) . 
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The p r i n c i p l e of n o n d i s c r i m i n a t i o n was b a s i c to the framework 

of l e g i s l a t i o n on f o r e i g n banking i n the Uni ted States which was d r a f t e d 

by the s t a f f of the SSCIBR. The d r a f t l e g i s l a t i o n was the r e s u l t of 

d e t a i l e d study by the s t a f f on problem areas ; c o n s u l t a t i o n w i t h o f f i c i a l s 

of o t h e r government agencies ( i n c l u d i n g the Execut ive O f f i c e , Treasury , 

S t a t e Department, C o m p t r o l l e r and s t a t e banking a u t h o r i t i e s ) ; d i s c u s s i o n 

and r e s o l u t i o n of many i s sues by the members of the Committee, and 

c o n s u l t a t i o n w i t h c e n t r a l bank a u t h o r i t i e s i n a l l major i n d u s t r i a l 

c o u n t r i e s on t h e i r views w i t h respect to such l e g i s l a t i o n . 

The genera l purposes of the Act a r e : to achieve e q u a l i t y i n 

the treatment of domestic and f o r e i g n banks i n both t h e i r banking and 

nonbanking o p e r a t i o n s , to prov ide a f e d e r a l presence i n l i c e n s i n g and 

s u p e r v i s i o n of f o r e i g n banks, and to b r i n g f o r e i g n bank o p e r a t i o n s 

w i t h i n the scope of the F e d e r a l Reserve System. The b i l l would amend 

the Bank Hold ing Company Act to i n c l u d e branches and agencies of f o r e i g n 

banks as "banks ." C u r r e n t l y , branches and agencies do not f a l l under 

the purview of f e d e r a l bank r e g u l a t i o n s , because they are cons idered to 

be an i n t e g r a l p a r t of the parent f o r e i g n bank's o p e r a t i o n s . On the 

other hand, s u b s i d i a r i e s of f o r e i g n banks i n t h i s country are c h a r t e r e d 

as separate e n t i t i e s by the s t a t e and because they are U.S. c h a r t e r e d 

i n s t i t u t i o n s the p r o v i s i o n s of the Bank Hold ing Company Act of 1956 (as 

amended i n 1970) do apply to f o r e i g n s u b s i d i a r i e s j u s t as they do to 

domestic banks t h a t are part of a bank h o l d i n g company o r g a n i z a t i o n . 

Moreover, as U.S. c h a r t e r e d i n s t i t u t i o n s , f o r e i g n s u b s i d i a r i e s are 
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e l i g i b l e f o r insurance by the F e d e r a l Deposit Insurance C o r p o r a t i o n , 

19/ 

w h i l e d e p o s i t s i n branches are n o t . — 

A d d i t i o n a l l y , the l e g i s l a t i o n would r e q u i r e Federa l Reserve 

membership f o r a l l f o r e i g n banks conduct ing banking o p e r a t i o n s through 

branches, agenc ies , and s u b s i d i a r i e s , and would enable branches and 

agencies of f o r e i g n banks to o b t a i n FDIC insurance . The proposed Act 

would enable the estab l i shment of a f e d e r a l l y l i c e n s e d branch i n any 

s t a t e , which could then operate on the same terms as a n a t i o n a l bank. 

By r e l a x i n g c i t i z e n s h i p requirements , f o r e i g n banks would be a l lowed to 

20/ 

own Edge Act c o r p o r a t i o n s — and n a t i o n a l banks. 

In mid-1975, R e p r e s e n t a t i v e Rees of C a l i f o r n i a c i r c u l a t e d f o r 

comment a d r a f t law to r e g u l a t e f o r e i g n banking i n the Uni ted States 

which d i f f e r e d s u b s t a n t i a l l y from both h i s own e a r l i e r proposa l and the 

21/ 

F e d e r a l Reserve 's d r a f t b i l l . — Among the key areas of d i f f e r e n c e were 

the f o l l o w i n g p r o v i s i o n s of Representat ive Rees' new p r o p o s a l : 

(1) Require d i v e s t u r e of i n t e r e s t s i n s e c u r i t y a f f i l i a t e s . 

(2) E l i m i n a t e the d i f f e r e n c e s between f o r e i g n agencies and branches, 

and l i m i t the depos i t s of these i n s t i t u t i o n s to f o r e i g n e r s 

w i t h o n l y c r e d i t balances a l lowed f o r U.S. c i t i z e n s . 19/ 
— For a d d i t i o n a l i n f o r m a t i o n on the d i f f e r e n c e s between 

agenc ies , branches and s u b s i d i a r i e s , see Appendix B. 
20/ 
— See footnote 29 and Appendix C f o r a d e f i n i t i o n of Edge 

Act C o r p o r a t i o n s . 
21/ 
— In c i r c u l a t i n g h i s p r o p o s a l , R e p r e s e n t a t i v e Rees noted that 

he d i d not expect Congress to c o n s i d e r any l e g i s l a t i o n on f o r e i g n banking 
( h i s own, the F e d e r a l R e s e r v e ' s , or others) before 1976, when the House 
of R e p r e s e n t a t i v e s ' study on F i n a n c i a l I n s t i t u t i o n s and the N a t i o n ' s 
Economy (FINE) i s completed. I n t e r n a t i o n a l banking i s a p a r t of the 
FINE study. 
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(3) P e r m i t t i n g f o r e i g n c h a r t e r e d n a t i o n a l banks on ly i n those 

s t a t e s which would grant s t a t e c h a r t e r s to such banks. 

As the p r o p o s a l by Representat ive Rees makes c l e a r , there are 

s e v e r a l major i s sues l e f t unreso lved i n the area of f o r e i g n banking i n 

the U n i t e d S t a t e s . The three i s s u e s which are l i k e l y to prove most 

content ious are (1) g r a n d f a t h e r i n g , (2) compulsory F e d e r a l Reserve 

membership, and (3) compulsory FDIC membership. 

The F e d e r a l Reserve 's d r a f t l e g i s l a t i o n p r o v i d e s f o r permanent 

g r a n d f a t h e r i n g of a l l p r e s e n t l y e x i s t i n g m u l t i s t a t e banking o p e r a t i o n s , 

s e c u r i t i e s a f f i l i a t e s and other nonbank a c t i v i t i e s ; the Rees p r o p o s a l 

grandfathers on ly the m u l t i s t a t e banking o p e r a t i o n s . The p r o v i s i o n f o r 

permanent g r a n d f a t h e r i n g helped to defuse a s u b s t a n t i a l amount of adverse 

r e a c t i o n from f o r e i g n c e n t r a l and commercial banks to the proposed 

l e g i s l a t i o n . Many l a r g e American banks favor t h i s p r o p o s a l because they 

f e e l i t i s a wedge which w i l l promote i n t e r s t a t e banking f o r U.S. banks. 

22/ 

However, U.S. o f f i c i a l s appear to f e e l t h i s argument has l i t t l e m e r i t . — 

From t ime to t i m e , attempts have been made to p r o v i d e f o r i n t e r s t a t e 

banking between a few s t a t e s . In the e a r l y 1970s, Governor R o c k e f e l l e r 

of New York S t a t e proposed t h a t the s t a t e s o f I l l i n o i s , C a l i f o r n i a , 

Massachusetts , Texas, and New York permit r e c i p r o c a l i n t e r s t a t e commercial 

banking i n the major money market centers of the other s t a t e s . This 

p r o p o s a l was greeted w i t h l i t t l e enthusiasm i n the o t h e r s t a t e s . However, 

i n the s p r i n g of 1973, l e g i s l a t i o n was int roduced i n both the New York 

and C a l i f o r n i a l e g i s l a t u r e s which would have prov ided f o r r e c i p r o c a l 

— See M i t c h e l l , George C . , " M u l t i n a t i o n a l Banking i n the 
U n i t e d S t a t e s : Some Regulatory I s s u e s , " BAFT Convent ion, A p r i l 8 - 1 1 , 1975, 
p. 20, and B a l l e s , op. c i t . , p p . 15-16. 
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i n t e r s t a t e bank ing . The b i l l moved as f a r as the f l o o r of the assembly 

i n New York before i t d i e d . In C a l i f o r n i a , the b i l l was tab led i n the 

senate committee on bank ing . Proponents expect the b i l l s to be r e v i s e d 

i n f u t u r e l e g i s l a t i v e s e s s i o n s . 

The requirements f o r compulsory F e d e r a l Reserve membership and 

FDIC insurance are i s s u e s on which a l l members of the SSCIBR were not i n 

agreement. They have a l s o s t i m u l a t e d c o n s i d e r a b l e adverse r e a c t i o n 

abroad and generated heated debate at home. There are aspects of the 

proposed l e g i s l a t i o n which are de j u r e d i s c r i m i n a t o r y , s i n c e a l l domestic 

banks are not r e q u i r e d to be members of the F e d e r a l Reserve System nor 

to o b t a i n FDIC insurance . Indeed, R e p r e s e n t a t i v e Henry S. Ruess of 

Wiscons in has argued that " s i n c e compulsory membership i s not r e q u i r e d 

f o r domestic banks, t h i s would be ask ing f o r e i g n banks to be more C a t h o l i c 

23/ 

than the P o p e . " — 

On the o t h e r hand,proponents of r e q u i r i n g F e d e r a l Reserve 

membership argue that de f a c t o the requirement f o r F e d e r a l Reserve 

membership i s not as d i s c r i m i n a t o r y as i t appears , s i n c e the branches, 

agencies and s u b s i d i a r i e s of f o r e i g n banks which would be r e q u i r e d to 

become F e d e r a l Reserve System members under t h i s l e g i s l a t i o n compete 

almost e x c l u s i v e l y w i t h U.S. domestic banks which are a l ready System 

members. Governor M i t c h e l l of the F e d e r a l Reserve has remarked, "The 

q u e s t i o n of r e q u i r i n g F e d e r a l Reserve membership on the part of f o r e i g n 

banks has evoked a s u r p r i s i n g amount of t a l k . The Uni ted States must be 

the on ly country i n the wor ld where the f o r e i g n banks do not have an 

— Ruess, Henry S . , "The L e g i s l a t i v e Outlook f o r Fore ign Banks 
Operat ing i n the U n i t e d S t a t e s , " speech at the 9th Annual Banking Law 
I n s t i t u t e , May 3, 1974. 
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e s t a b l i s h e d r e l a t i o n s h i p w i t h the c e n t r a l bank. There are no 'nonmember' 

banks a b r o a d ! " — ^ 

Fore ign banks oppose mandatory FDIC insurance f o r two reasons . 

F i r s t l y , they f e e l the requirement i s d i s c r i m i n a t o r y . And, secondly 

they argue that such insurance i s not as necessary f o r the wholesa le 

banking i n which they p r i m a r i l y engage as i t i s i n r e t a i l bank ing . 

Some f o r e i g n banks and many l a r g e U.S. banks oppose any 

r e s t r i c t i o n s on the a c t i v i t i e s of f o r e i g n banks i n t h i s country c h i e f l y 

25/ 

because they f e a r r e t a l i a t i o n abroad. The New York C l e a r i n g House— i s 

one of the most v o c a l spokesmen of t h i s f a c t i o n . Harry W. A l b r i g h t , J r . , 

New York S t a t e Superintendent of Banks r a i s e d the specter of f o r e i g n 

r e t a l i a t i o n aga inst U.S. banks abroad i f the U n i t e d S t a t e s imposed any 

r e s t r i c t i o n s on the a c t i v i t i e s of f o r e i g n banks i n t h i s c o u n t r y . He 

s a i d that r e s t r i c t i o n s on f o r e i g n banks "would i n v i t e f o r e i g n n a t i o n s to 

c o r r e s p o n d i n g l y l i m i t U.S. banks to a s i n g l e p r o v i n c e or c i t y or to take 

o t h e r r e t a l i a t o r y measures. Or the European Common Market might w e l l 

l i m i t U.S. banks to a s i n g l e country w i t h i n the Market , thus f o r c i n g 

26/ 

U.S. banks to d i v e s t t h e i r a s s e t s i n other c o u n t r i e s . " — Because U.S. 

banking assets abroad are much g r e a t e r than f o r e i g n a s s e t s i n the Uni ted 

S t a t e s , the t h r e a t of r e t a l i a t i o n i s very f o r c e f u l i n some q u a r t e r s . 
24/ 

— M i t c h e l l , op. c i t . , p. 19. 

25/ 
— Members of the New York C l e a r i n g House are The Bank of New 

York, The Chase Manhattan Bank, F i r s t N a t i o n a l C i t y Bank, Chemical Bank, 
Morgan Guaranty Trust Company of New York , Manufacturers Hanover Trust 
Company, I r v i n g Trust Company, Bankers Trust Company, Marine Midland 
Bank-New York , U n i t e d States Trust Company o f New York, European American 
Bank and T r u s t , and N a t i o n a l Bank of North Amer ica . 

26 / 
— A l b r i g h t , Harry W., J r . , speech to the New York S t a t e 

Bankers ' A s s o c i a t i o n , January 21, 1975. 
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IV. U.S. BANKS ABROAD 

A. Expansion of Branches, S u b s i d i a r i e s and A f f i l i a t e s 

Whi le f o r e i g n banks were v i g o r o u s l y expanding t h e i r o p e r a t i o n s 

i n t h i s c o u n t r y , American banks were engaged i n s i m u l t a n e o u s l y expanding 

t h e i r a c t i v i t i e s overseas . In the Uni ted S t a t e s a t the end of 1960, 

there were e i g h t U.S. parent banks o p e r a t i n g 131 overseas branches w i t h 

$3.5 b i l l i o n i n a s s e t s . As l a t e as 1967, there were o n l y 15 U.S. banks 

o p e r a t i n g 295 branches w i t h $15.7 b i l l i o n i n a s s e t s . B u t , s i x years 

l a t e r , a t the end of 197i{, 125 U.S. banks had 13^ overseas branches i n 

76 c o u n t r i e s w i t h t o t a l a s s e t s of ©Vef * | §0 b i l l i o r . 

Table 4 l i s t s the f o r e i g n branches of U.S. banks abroad as of 

December 3 1 , 1974, ranked by country of g r e a t e s t c o n c e n t r a t i o n . The 

t a b l e p o i n t s up c l e a r l y the l a r g e number of s o - c a l l e d " s h e l l branches" 

operated i n the Bahama and Caymen I s l a n d s . These branches are c a l l e d 

" s h e l l s " because t r a n s f e r s of funds appear on the branches ' books to 

avo id r e s e r v e requirements and other f e d e r a l bank r e g u l a t i o n s , a l though 

a l l d e c i s i o n s are made by the U.S. d o m i c i l e d parent bank. 

Not s u r p r i s i n g l y , 37 U.S. banks maintained more than 50 branches 

i n London, the center of the E u r o d o l l a r market as w e l l as a l e a d i n g 

i n t e r n a t i o n a l f i n a n c i a l c e n t e r . There was a great d e a l of concern about 

the v i a b i l i t y of some of the London branches of U.S. banks i n the e a r l y 

1970s. F i e r c e c o m p e t i t i o n among the many U.S. branches and o t h e r banks 

headquartered i n London (both B r i t i s h and those of other n a t i o n a l o r i g i n s ) 

l e d to very s m a l l i n t e r e s t r a t e margins on l o a n s . A comparison of r e l a t i v e 

r a t e s of r e t u r n on a s s e t s of U.S. banks w i t h London branches and the 

r a t e of r e t u r n on a s s e t s of t o t a l U.S. commercial banks l e d one observer 
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to conclude that "profit margins in the London-based banking business 

27/ 

are remarkably narrow."— Because of low prof i t margins and the extreme 

caution which followed the 1974 bank fai lures (see Appendix A), there 

were many rumors that several American banks were considering closing 

their London branches. It was often said that no American bank wanted 

to be the f i r s t bank out of London, but that several U.S. banks wanted 

to be second. In the event, no significant contraction of U.S. branches 

in London had taken place through the spring of 1975. 

U.S. banks are extremely well represented in the European 

Community (EC) Common Market countries. In addition to the 55 banks in 

the United Kingdom, there are a total of ^ branches of U.S. banks in 

the other member countries: 30 in Germany, 1*7 in France, 9 in Belgium, 

10 in Italy, 6 each in the Netherlands and Luxembourg, and 5 in Ireland. 

Denmark is the only EC member country in which U.S. banks do not have 

branches. U.S. banking is also well represented in other industrial 

developed countries, such as Japan (2^), Switzerland (9) and Austria 

(1). Among the industrialized nations, Canada, Australia and the Scandanavian 

countries are notably absent from the l i s t . 

The developing countries of Latin America and Asia also host a 

number of U.S. banks, and the Middle East (including Israel) boast a 

number of U.S. bank branches. The non-oil producing countries of Afr ica 

have apparently had l i t t l e attraction for U.S. banks. 

In addition to the foreign branches of U.S. banks, banking has 

also expanded i t s overseas network through subsidiaries and a f f i l i a t e s . 

— Brimmer, Andrew F., "American International Banking: 
Trends and Prospects," Apri l 2, 1973. 
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R e s t r i c t i o n s i n both U.S. banking r e g u l a t i o n s and f o r e i g n bank laws 

p r o h i b i t i n g the f o r e i g n ownership of branches, encouraged the growth of 

s u b s i d i a r i e s and a f f i l i a t e s as the most p r a c t i c a l , and sometimes the 

on ly v e h i c l e through which U.S. banks could conduct a banking bus iness 

overseas . At the end of 1973, American banks were engaged i n f o r e i g n 

28 / 

banking through 78 f o r e i g n s u b s i d i a r i e s , 31 of which were i n E u r o p e . — 

A number of these s u b s i d i a r i e s were engaged i n merchant bank ing , u n d e r w r i t i n g , 

and other types of f i n a n c i a l a c t i v i t y p r o h i b i t e d to U.S. domestic banks. 

B. Edge Act Corporat ions 

In a d d i t i o n , U.S. banks have i n c r e a s i n g l y taken advantage of 

29/ 

the p r o v i s i o n s of the Edge Act to engage i n f o r e i g n banking and i n v e s t m e n t . — 

In 1960, there were on ly 15 Edge Act and "agreement" c o r p o r a t i o n s w i t h 

a s s e t s o f $550 m i l l i o n . By the end of 1973, there were 104 such c o r p o r a t i o n s 

w i t h a s s e t s of n e a r l y $7 b i l l i o n , and the number of Edge A c t f c c o r p o r a t i o n s 

had f u r t h e r expanded to 11"] by 1974. 

One of the most unique f e a t u r e s of t h i s law i s that i t i s the 

on ly v e h i c l e through which U.S. banks can e s t a b l i s h s u b s i d i a r i e s , i . e . , 

Edge Act c o r p o r a t i o n s , f o r the purpose of engaging i n banking o p e r a t i o n s 

— F o r a f u l l e r d i s c u s s i o n of the a c t i v i t i e s and growth of 
U.S. banks abroad, see Brimmer, Andrew R. and F r e d e r i c k R. D a h l , "Growth 
of American I n t e r n a t i o n a l Banking: I m p l i c a t i o n s f o r P u b l i c P o l i c y , " AEA 
Meet ings , December 28, 1974. 

29 / 
— T h e s o - c a l l e d Edge Act i s Sect ion 25(a) of the F e d e r a l 

Reserve Act (12 U.S.C. 611-631). The Edge Act p r o v i d e s f o r the estab l i shment 
of " c o r p o r a t i o n s . . . f o r the purpose of engaging i n i n t e r n a t i o n a l or 
f o r e i g n banking or other i n t e r n a t i o n a l or f o r e i g n f i n a n c i a l o p e r a t i o n s , 
o r i n banking or other f i n a n c i a l o p e r a t i o n s . . . . " Agreement c o r p o r a t i o n s 
may be formed under S e c t i o n 25 of the F e d e r a l Reserve Act f o r very 
s i m i l a r purposes. Appendix C c o n t a i n s a more d e t a i l e d d e s c r i p t i o n of 
Edge Act and agreements c o r p o r a t i o n s . 
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r e l a t e d to i n t e r n a t i o n a l trade and f inance i n v a r i o u s domestic l o c a t i o n s 

o u t s i d e t h e i r home s t a t e of o p e r a t i o n . As such, the Edge Act prov ides a 

major except ion to the genera l p r o h i b i t i o n on i n t e r s t a t e banking i n the 

U.S. 

The growth i n these o u t - o f - s t a t e banking c o r p o r a t i o n s has been 

dramatic over the l a s t 10 y e a r s , as shown i n Table 5. From l e s s than $1 

b i l l i o n i n 1964, the assets of these s u b s i d i a r i e s has grown to n e a r l y $9 

b i l l i o n by the end of l a s t year . Although most of the Edge Act c o r p o r a t i o n s 

are s t i l l l o c a t e d i n New York, as they a l l were i n 1964, a s i g n i f i c a n t 

number of them are now e s t a b l i s h e d i n , Miami . The remainder are reasonably 

w e l l d i s t r i b u t e d i n other major f i n a n c i a l and t r a d e centers throughout 

the Uni ted S t a t e s . 

A l l o w i n g f o r e i g n banks to c h a r t e r Edge Act s u b s i d i a r i e s on 

the same terms as domestic banks i s among the more important p r o v i s i o n s 

of both the F e d e r a l Reserve and Rees proposa ls to r e g u l a t e f o r e i g n 

banks. The F e d e r a l Reserve l e g i s l a t i o n even proposes some l i b e r a l i z a t i o n 

i n l e n d i n g powers f o r both domestic and f o r e i g n owned Edge Act c o r p o r a t i o n s . 

I t has been po inted out to f o r e i g n bankers concerned about f u t u r e U.S. 

r e s t r i c t i o n s on i n t e r s t a t e banking that t h i s v e h i c l e f o r expanding 

o u t s i d e the s t a t e of i n i t i a l c h a r t e r i n g would then be a v a i l a b l e . 

C. I ssues Raised By U.S. Fore ign Banking Operat ions 

U n t i l q u i t e r e c e n t l y , concern about the a c t i v i t i e s of f o r e i g n 

banks i n t h i s country has usurped most of the a t t e n t i o n of bank r e g u l a t o r s . 

However, the F e d e r a l Reserve System has long been aware of the many 

problems surrounding the a c t i v i t i e s of U.S. banks abroad. In A p r i l 1971, 

the Board of Governors commissioned a r e p o r t on the f o r e i g n o p e r a t i o n s 

of U.S. banks: a two volume r e p o r t c o n s i s t i n g of study papers , a n a l y s i s 
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of i s s u e s and recommendations by the Board 's s t a f f was i s sued i n 

August 1 9 7 2 . — / 

The System S t e e r i n g Committee on I n t e r n a t i o n a l Bank Regu lat ion 

was e s t a b l i s h e d i n February 1973, to look at i s s u e s r e l a t e d to both 

f o r e i g n banks i n the U.S. and U.S. banks overseas . However, as mentioned 

i n S e c t i o n I I , the pressure of events forced the committee to devote 

most of the ensuing two years to proposa ls f o r r e g u l a t i n g f o r e i g n banks 

i n the U.S. 

S ince the i n t r o d u c t i o n of the Fore ign Bank Act of 1975, 

the Board had been able to renew i t s i n t e r e s t i n the a c t i v i t i e s of U.S. 

banks overseas . The problems and quest ions r a i s e d by the expansion of 

U.S. banking abroad have been d i scussed i n two recent papers by Federa l 

31/ 

Reserve p e r s o n n e l . — 

There appear to be four major i s s u e s to be r e s o l v e d i n the 

area of American banking i n f o r e i g n c o u n t r i e s : 

(1) Entry i n t o f o r e i g n c o u n t r i e s by U.S. banks and l i m i t a t i o n s on 

p e r m i s s i b l e a c t i v i t i e s abroad; 

(2) c a p i t a l adequacy of the f o r e i g n o p e r a t i o n and the degree o f 

involvement of the parent bank's c a p i t a l ; 

(3) the treatment of j o i n t venture and consort ium banks; and 

(4) the impact of m u l t i n a t i o n a l banking on domestic monetary 

— ^ F e d e r a l Reserve System, "Report of Task Force on Fore ign 
Operat ions of U.S. Banks," submitted to the Board of Governors, August , 
1972 ( c o n f i d e n t i a l ) . 

—^Brimmer and D a h l , op. c i t . , and H o l l a n d , Robert C . , " P u b l i c 
P o l i c y Issues i n U.S. Banking A b r o a d , " BAFT Convent ion, A p r i l 8, 1975. 
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p o l i c y , the lender of l a s t r e s o r t r o l e of c e n t r a l banks, and 

quest ions of bank r e p o r t i n g , examinat ion, and s u r v e i l l a n c e . 

The i s sues are extremely complex and t h e i r r e s o l u t i o n may w e l l 

prove time consuming. Some of them w i l l undoubtedly be p a r t of the r t FINE 

committee's study c u r r e n t l y i n progress i n the House of R e p r e s e n t a t i v e s . 



- 31 -

V. OTHER DEVELOPMENTS AFFECTING INTERNATIONAL BANKING 

The monetary a u t h o r i t i e s i n other major i n d u s t r i a l c o u n t r i e s 

have n e i t h e r proposed nor implemented the k i n d of e x t e n s i v e r e v i s i o n s i n 

t h e i r i n t e r n a t i o n a l banking r e g u l a t i o n which i s be ing cons idered i n the 

U n i t e d S t a t e s . In the wake of the c o l l a p s e of H e r s t a t t and s e v e r a l 

other s m a l l banks i n Germany, the a u t h o r i t i e s t h e r e , however, s u b s t a n t i a l l y 

32/ 

r e v i s e d domestic bank s u p e r v i s i o n and r e g u l a t i o n . — 

A. F o r e i g n Exchange R e g u l a t i o n and S u p e r v i s i o n 

The f o r e i g n exchange l o s s e s susta ined by l a r g e commercial 

banks i n many i n d u s t r i a l c o u n t r i e s i n the summer and f a l l of 1974 caused 

a u t h o r i t i e s i n s e v e r a l c o u n t r i e s to i n c r e a s e t h e i r m o n i t o r i n g of f o r e i g n 

exchange and l e n d i n g o p e r a t i o n s . In some cases , more s t r i n g e n t f o r e i g n 

exchange r e g u l a t i o n s were imposed. 

Both the U.S. Treasury and the Comptro l ler of the Currency 

have taken a c t i o n s a f f e c t i n g the i n t e r n a t i o n a l t r a n s a c t i o n s of domestic 

banks. The Treasury began r e q u i r i n g a new f o r e i g n exchange r e p o r t i n g 

form as of October 30, 1974. The new form r e q u i r e s U.S. banks to l i s t 

t h e i r net p o s i t i o n on both spot and forward f o r e i g n exchange t r a n s a c t i o n s . 

The C o m p t r o l l e r ' s o f f i c e a l s o i n i t i a t e d a program of more s t r i n g e n t 

e v a l u a t i o n of U.S. banks ' l e n d i n g to f o r e i g n c o u n t r i e s or companies i n 

c o u n t r i e s that were e x p e r i e n c i n g f i n a n c i a l d i f f i c u l t i e s . At one time 

— Among the changes were an increase i n the powers of the 
bank s u p e r v i s o r y agency, the C r e d i t Superv i sory Board, to permit i t t o 
conduct r e g u l a r a u d i t s a t i t s d i s c r e t i o n ; s p e c i f i c l i m i t a t i o n s on the 
banks' l e n d i n g a c t i v i t i e s ; and a set of management s tandards . I n a d d i t i o n , 
the r e s p o n s i b i l i t i e s of the " l i q u i d i t y consort ium" formed by the German 
Banker ' s A s s o c i a t i o n were g r e a t l y expanded. 
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d u r i n g 1974, the C o m p t r o l l e r ' s o f f i c e r e p o r t e d l y had a l i s t of about 20 

c o u n t r i e s i n which f i n a n c i a l c o n d i t i o n s were cons idered weak, and 

e v a l u a t i o n s of U.S. banks ' loans i n these c o u n t r i e s were be ing evaluated 

and shared among the 14 r e g i o n a l bank a d m i n i s t r a t o r s . 

The Uni ted Kingdom, Germany and S w i t z e r l a n d have a l l t i ghtened 

t h e i r r e g u l a t i o n s on f o r e i g n exchange t r a n s a c t i o n s . The Swiss C e n t r a l 

Bank r e q u i r e d commercial banks to r e p o r t monthly on a l l forward f o r e i g n 

exchange t r a n s a c t i o n s beg inn ing J u l y 15, 1974. Germany's Bundesbank and 

the Bank of England have a l s o announced more s t r i n g e n t r e p o r t i n g requirements 

on f o r e i g n exchange t r a n s a c t i o n s . In a d d i t i o n , Germany has i n s t i t u t e d 

l i m i t a t i o n s on f o r e i g n exchange t r a n s a c t i o n s , e f f e c t i v e October 1, 1974. 

German banks are r e q u i r e d to l i m i t t o t a l f o r e i g n l i a b i l i t i e s to the 

v a l u e of t h e i r f o r e i g n a s s e t s p lus 30 percent of a bank 's nominal c a p i t a l 

and p a i d - i n r e s e r v e s . W i t h i n t h i s o v e r a l l l i m i t a t i o n , open forward 

f o r e i g n exchange p o s i t i o n s are l i m i t e d to 40 percent of the bank 's 

c a p i t a l . 

B. S u p e r v i s i o n of M u l t i n a t i o n a l Banking 

A u t h o r i t i e s i n the i n d u s t r i a l c o u n t r i e s have very d i f f e r e n t 

p o l i c i e s w i t h regard to s u p e r v i s i n g the f o r e i g n a c t i v i t i e s of t h e i r 

domestic banks. For example, i n the Uni ted Kingdom and Canada, bank 

r e g u l a t o r s are not h e l d r e s p o n s i b l e f o r the f o r e i g n a c t i v i t i e s of domestic 

banks. The amount and degree of banking s u p e r v i s i o n a l s o v a r i e s s u b ­

s t a n t i a l l y from country to c o u n t r y . Table 6 shows the d i f f e r i n g p o l i c i e s 

on s u p e r v i s i o n / r e g u l a t i o n of a few key banking v a r i a b l e s i n s e v e r a l 

important i n d u s t r i a l c o u n t r i e s . The t a b l e can be m i s l e a d i n g , i n that i t 

i m p l i e s that the U.S. has minimal bank r e g u l a t i o n . Domestic U.S. banks 

would almost c e r t a i n l y d i s p u t e that p r o p o s i t i o n . 
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Views a l s o d i f f e r w i t h respect to which c e n t r a l bank has 

r e s p o n s i b i l i t y f o r banks which are l o c a t e d i n one c o u n t r y , but a r e owned 

o r c o n t r o l l e d by banks from another c o u n t r y . C e n t r a l banks a p p a r e n t l y 

have agreed on the quest ion of which c e n t r a l bank should act as l e n d e r -

o f - l a s t - r e s o r t when a f o r e i g n branch of a domestic bank has d i f f i c u l t i e s . 

Because the assets and l i a b i l i t i e s of the parent domestic bank and i t s 

f o r e i g n branch are so i n t e r m i n g l e d , i t i s g e n e r a l l y f e l t that the parent 

bank has the f i r s t l i n e of r e s p o n s i b i l i t y f o l l o w e d by the c e n t r a l bank 

of the parent bank. 

However, the Uni ted States d isagrees w i t h s e v e r a l of the other 

i n d u s t r i a l c o u n t r i e s , n o t a b l y the Uni ted Kingdom and Germany, on the 

q u e s t i o n of which c e n t r a l bank has f i n a l r e s p o n s i b i l i t y f o r s u b s i d i a r i e s 

of mult ip le-owned banks. I t i s agreed that f i r s t r e s p o n s i b i l i t y r e s t s 

w i t h the parent bank—for example, the American bank which has a w h o l l y 

owned s u b s i d i a r y i n c o r p o r a t e d i n London. In f a c t , the Bank of England 

requested formal assurances from the f o r e i g n parents of London-based 

s u b s i d i a r i e s o f t h e i r w i l l i n g n e s s to come to the a s s i s t a n c e of t h e i r 

o f f s p r i n g i n case of need. However, t h i s s t i l l leaves open the q u e s t i o n 

of which c e n t r a l bank i s u l t i m a t e l y r e s p o n s i b l e i f support by parent 

banks should prove inadequate. The Uni ted S t a t e s ' p o s i t i o n i s t h a t the 

c e n t r a l bank of the country where the s u b s i d i a r y (or mul t ip le -owned 

bank) i s l o c a t e d should act as l e n d e r - o f - l a s t - r e s o r t — i n the case of the 

London s u b s i d i a r y , the Bank of England. European monetary a u t h o r i t i e s 

f e e l t h a t t h i s i s the r e s p o n s i b i l i t y of the c e n t r a l bank i n the country 

of the parent b a n k — i n t h i s example, the F e d e r a l Reserve System. The 

European p o i n t of v iew would make i t very d i f f i c u l t t e c h n i c a l l y t o a s s i g n 

l e n d e r - o f - l a s t - r e s o r t r e s p o n s i b i l i t y i n the case of consort ium banks. 
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C. Eurocurrency Markets 

The problems surrounding the Eurocurrency markets prompted 

s e v e r a l proposa ls f o r r e g u l a t i o n o f t h i s market and the m u l t i n a t i o n a l 

banks t h a t are i t s major i n s t i t u t i o n a l base. The huge s i z e of the 

market, and the a c c e l e r a t i n g r a t e at which i t i s g r o w i n g — p a r t i c u l a r l y 

due to d e p o s i t s from the o i l s u r p l u s nat ions—drew the a t t e n t i o n of 

wor ld f i n a n c i a l and p o l i t i c a l leaders to t h i s problem. The f a i l u r e of 

s e v e r a l l a r g e western banks s o l i d i f i e d the i s s u e of which c e n t r a l bank 

should act as l e n d e r - o f - l a s t - r e s o r t f o r m u l t i n a t i o n a l banks i n v o l v e d i n 

these markets. 

I n mid-1974, Guido C a r l i , A G o v e r n o r o f the Bank of I t a l y , 

recommended t h a t the F e d e r a l Reserve System should become the r e g u l a t o r 

of the E u r o d o l l a r market and the l e n d e r - o f - l a s t - r e s o r t i n the Euromarkets. 

L a t e r , C h a n c e l l o r Helmut Schmidt (West Germany) requested new i n t e r n a t i o n a l 

c o o p e r a t i o n and agreement on the i s s u e s r e v o l v i n g around the Eurocurrency 

markets. He noted that the volume of t r a n s a c t i o n s i n the Eurocurrency 

markets at the end of the year might be almost as l a r g e as the GNP of 

Germany, and t h a t i n the l a s t two years the market was growing by about 

$50 b i l l i o n a n n u a l l y , as f a s t as the t o t a l money supply of Germany. 

Desp i te repeated express ions of the need f o r g r e a t e r c o n s u l t a t i o n and 

c o o p e r a t i o n i n regard to m u l t i n a t i o n a l bank ing , no concrete p l a n of 

a c t i o n by the c e n t r a l banks has been announced to d a t e . Suggest ions that 

reserve requirements s i m i l a r to r e s e r v e requirements on domestic funds 

should be imposed on E u r o d o l l a r d e p o s i t s have been r e j e c t e d by a number of 

c e n t r a l banks. The prospects f o r r e s o l v i n g the i s sues surrounding the 

Eurocurrency markets appear d im, a t l e a s t as l o n g as the s o l u t i o n f o r a 

new i n t e r n a t i o n a l monetary order cannot be found. 



APPENDIX A 

CHRONOLOGY OF 1974 BANK FAILURES 

Although s u b s t a n t i a l f o r e i g n exchange l o s s e s had p r e v i o u s l y 

been announced by F r a n k l i n N a t i o n a l Bank of New York ( reported at $46 

m i l l i o n ) and Union Bank of S w i t z e r l a n d ($150 m i l l i o n ) , near panic 

p r e v a i l e d i n the f o r e i g n exchange markets when Bankhaus I.D. H e r s t a t t of 

Colgne, West Germany was c losed June 26, 1974, a f t e r s u s t a i n i n g $150-200 

m i l l i o n i n f o r e i g n exchange l o s s e s . Subsequently, Bankhaus Wolf and 

C o . , K.G. Dortmund c losed at the end o f June. In August, three smal l 

p r i v a t e banks went under: August 12, Bankhaus Bass & Herz (assets $46.1 

m i l l i o n ) ; August 23, Bankhaus Wolf K.G. of Hamburg (and not r e l a t e d to 

the Dortmund bank) , a s s e t s $21 m i l l i o n ; and August 27, F r a n k f u r t e r 

Handelsbank, a s s e t s , $5.3 m i l l i o n . F i f t y percent of the shares of 

Bankhaus Wolf of Hamburg were owned by I t a l i a n f i n a n c i e r M i c h e l e S indona's 

h o l d i n g company, which was a l s o the l a r g e s t shareholder i n F r a n k l i n 

N a t i o n a l Bank of New York. 

This was f o l l o w e d by the c l o s i n g of banks i n A u s t r i a , S w i t z e r l a n d , 

I t a l y and The Caymen I s l a n d s . L loyds Bank I n t e r n a t i o n a l l o s t about $75 

m i l l i o n through i t s Swiss branch i n September, and Banque de B r u s s e l s 

(Belguim) l o s t about $50 m i l l i o n i n f o r e i g n exchange t r a n s a c t i o n s i n 

October. In October, F r a n k l i n N a t i o n a l Bank i n New York was dec lared 

i n s o l v e n t by U.S. r e g u l a t o r y a u t h o r i t i e s and i t s v i a b l e a s s e t s were 

acquired by European-American Bank and T r u s t , a consort ium owned by s i x 

l a r g e European banks. Dur ing September, F i r s t N a t i o n a l C i t y Bank of New 

York, took over two European banks that were e x p e r i e n c i n g l i q u i d i t y 

problems: Trinkhaus & Burkhardt of D u s s e l d o r f , West Germany and the 

B r i t i s h Bank of Commerce i n Glasgow, S c o t l a n d . 



APPENDIX B 

ORGANIZATIONAL FORMS OF FOREIGN BANKS IN THE UNITED STATES 

R e p r e s e n t a t i v e O f f i c e s . N u m e r i c a l l y , r e p r e s e n t a t i v e o f f i c e s 

are the most common type o f f o r e i g n banking o r g a n i z a t i o n i n the U n i t e d 

S t a t e s . Banks from almost every country i n the w o r l d m a i n t a i n a t 

l e a s t a r e p r e s e n t a t i v e o f f i c e somewhere i n the U n i t e d S t a t e s . A 

r e p r e s e n t a t i v e o f f i c e i s not permit ted to engage i n any a c t u a l banking 

o p e r a t i o n s . Rather , r e p r e s e n t a t i v e o f f i c e s serve as a convenient 

f a c i l i t y through which a f o r e i g n bank 's employees can a t t r a c t customers 

f o r the parent bank and can a l s o prov ide U.S. s e r v i c e s f o r t h e i r 

p a r e n t ' s customers. In many i n s t a n c e s , r e p r e s e n t a t i v e o f f i c e s are an 

inexpens ive f i r s t step by which a f o r e i g n bank can g a i n a f o o t h o l d i n 

American b a n k i n g . S ince r e p r e s e n t a t i v e o f f i c e s do not engage i n 

a c t u a l banking o p e r a t i o n s , they are not u s u a l l y superv i sed by American 

banking a u t h o r i t i e s . 

A f f i l i a t e s . Another way f o r a f o r e i g n bank to ga in e n t r y to 

U.S. banking i s through a f f i l i a t i o n w i t h an American bank. When a 

f o r e i g n bank becomes an a f f i l i a t e o f a U.S. bank, i t u s u a l l y purchases 

a m i n o r i t y share o f the American bank 's v o t i n g s t o c k . A f f i l i a t i o n 

f r e q u e n t l y a r i s e s out of correspondent banking r e l a t i o n s h i p s between 

American and f o r e i g n banks. A f f i l i a t i o n has not g e n e r a l l y proven 

a t t r a c t i v e to f o r e i g n banks, however, main ly because of the problems 

a r i s i n g from d i v i d e d l e a d e r s h i p of the bank. On the other hand, 

a f f i l i a t i o n has been the common form of f o r e i g n e n t r y i n t o the U.S. 

s e c u r i t i e s b u s i n e s s , an a c t i v i t y p r o h i b i t e d f o r U.S. banks under the 

G l a s s - S t e a g a l l Act of 1933. Severa l f o r e i g n banks own o r share i n the 

ownership of s e c u r i t i e s a f f i l i a t e s i n t h i s country . 



S u b s i d i a r y . The three types of f o r e i g n banking i n the 

U n i t e d S t a t e s which have grown most r a p i d l y i n the p a s t decade are the 

s u b s i d i a r y , the branch, and the agency. The c r i t i c a l d i s t i n c t i o n 

between a s u b s i d i a r y , on the one hand, and branches and agencies on the 

other hand, i s a l e g a l one. A s u b s i d i a r y has a separate l e g a l i d e n t i t y 

from i t s parent bank, w h i l e branches and agencies do n o t . 

A s u b s i d i a r y i s a new corporate e n t i t y c h a r t e r e d by the 
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s t a t e — which i s sub ject to the same s t a t e c o r p o r a t i o n and banking 

laws as a domestic bank c h a r t e r e d by that s t a t e . The f o r e i g n parent 

bank owns at l e a s t a m a j o r i t y o r c o n t r o l l i n g i n t e r e s t i n the s u b s i d i a r y , 

and u s u a l l y a s u b s i d i a r y i s w h o l l y owned by i t s f o r e i g n parent bank or 

banks. For i n s t a n c e , the European-American Bank and Trust Company 

that acqu i red F r a n k l i n N a t i o n a l Bank i s a wholly-owned s u b s i d i a r y of 

s i x l a r g e European banks. Branches and agencies do not have a separate 

l e g a l i d e n t i t y , however, but r a t h e r are cons idered to be i n t e g r a l 

p a r t s o f t h e i r f o r e i g n parent bank 's o p e r a t i o n s . This l e g a l d i s t i n c t i o n 

i s the pr imary b a s i s f o r the d i f f e r e n c e s i n banking o p e r a t i o n s between 

s u b s i d i a r i e s , and branches and agenc ies . 

The s u b s i d i a r y of a f o r e i g n bank r e q u i r e s the same c a p i t a l i z a t i o n 

as t h a t of a domestic bank a p p l y i n g f o r a s t a t e c h a r t e r . For t h i s 

reason, the s u b s i d i a r y form of entrance to U.S. banking may prove 

expensive f o r the f o r e i g n parent bank. Moreover, the loans of the 

— Although a s u b s i d i a r y can apply f o r a n a t i o n a l c h a r t e r , 
the requirement o f the N a t i o n a l Bank Act ( T i t l e 12, Sec. 72) t h a t 
"every d i r e c t o r must dur ing h i s whole term of s e r v i c e , be a c i t i z e n o f 
the Uni ted S t a t e s " has meant that i n p r a c t i c e , t h i s i s not a reasonable 
o p t i o n f o r f o r e i g n banks. 



s u b s i d i a r y are l i m i t e d , as are those of domestic banks, by i t s own 

c a p i t a l ; a s u b s i d i a r y may not l o a n more than 10 percent of i t s own 

c a p i t a l to any one borrower. The c a p i t a l of the parent bank has no 

b e a r i n g on the l o a n l i m i t s o f the s u b s i d i a r y , and t h i s may prove a 

drawback to t h i s form of o r g a n i z a t i o n f o r some f o r e i g n banks. 

On the other hand, the s u b s i d i a r y form o f o r g a n i z a t i o n 

o f f e r s s e v e r a l advantages over that of branches and agencies to the 

f o r e i g n bank c o n s i d e r i n g a U.S. presence. Because a s u b s i d i a r y i s a 

U.S. c h a r t e r e d i n s t i t u t i o n , i t can p r o v i d e the same banking s e r v i c e as 

a domestic bank. S u b s i d i a r i e s of f o r e i g n banks can accept d e p o s i t s 

from U.S. c i t i z e n s as w e l l as f o r e i g n customers, and they can o f f e r check ing 

accounts . A s u b s i d i a r y i s e l i g i b l e f o r insurance by the F e d e r a l 

Deposit Insurance C o r p o r a t i o n (FDIC) and membership i n the F e d e r a l 

Reserve System, a l though on ly four s u b s i d i a r i e s of f o r e i g n banks have 

opted to become members. 

The Bank H o l d i n g Company Act (BHCA) a p p l i e s to c e r t a i n 

a c t i v i t i e s of f o r e i g n s u b s i d i a r y banks j u s t as i t does to d o m e s t i c a l l y 

owned b a n k s . — The Board of Governors ' l i s t of p e r m i s s i b l e nonbanking 

a c t i v i t i e s f o r bank h o l d i n g companies a p p l i e s to both f o r e i g n and 

d o m e s t i c a l l y owned bank h o l d i n g companies. The p r o h i b i t i o n on m u l t i s t a t e 

o p e r a t i o n s of bank h o l d i n g companies a l s o a p p l i e s to f o r e i g n banks: 

the f i v e f o r e i g n banks which have s u b s i d i a r i e s i n both C a l i f o r n i a and 

New York were grandfathered , j u s t as the m u l t i s t a t e banking o p e r a t i o n s 

— S e c t i o n 225.4 (G) of the BHCA deals s p e c i f i c a l l y w i t h 
Fore ign Bank H o l d i n g Companies. 



of s e v e r a l domestic banks were grandfathered . However, s i n c e the 

Board does not have any j u r i s d i c t i o n over branches or agenc ies , there 

i s n o t h i n g to p r o h i b i t a f o r e i g n bank from having a s u b s i d i a r y i n one 

s t a t e and branches and agencies i n s e v e r a l other s t a t e s — s t a t e laws 

p e r m i t t i n g . Moreover, s t a t e laws a l l o w s u b s i d i a r i e s of f o r e i g n banks 

to engage i n a c t i v i t i e s that are not on the Board ' s l i s t o f approved 

a c t i v i t i e s , and the same f o r e i g n bank may s t i l l have branches or 

agencies conduct ing a banking b u s i n e s s . S u b s i d i a r i e s are superv i sed 

by the s t a t e banking a u t h o r i t i e s , and u s u a l l y by one o r more f e d e r a l 

banking a u t h o r i t i e s (the FDIC, Fed, e t c . ) . 

Branch. A branch i s an o f f i c e of a f o r e i g n bank to which 

the s t a t e i s s u e s a l i c e n s e thus p e r m i t t i n g the branch to operate i n 

t h a t s t a t e on the b a s i s of the parent bank 's c h a r t e r i n the f o r e i g n 

c o u n t r y . The branch i s regarded as an i n t e g r a l p a r t o f the parent 

f o r e i g n bank's o p e r a t i o n s . A branch bank l i c e n s e permits the branch 

to accept d e p o s i t s and p r o v i d e checking accounts . However, s i n c e the 

branch i s not a U.S. c h a r t e r e d i n s t i t u t i o n , a branch i s not e l i g i b l e 

f o r FDIC i n s u r a n c e , and, i n p r a c t i c e , t h i s has s e v e r e l y l i m i t e d the 
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a b i l i t y of branches to acqu i re a domestic d e p o s i t b a s e . — Branches 

can borrow i n the U.S. money market through CDs or s i m i l a r i n s t r u m e n t s , 

however, and t h i s p r o v i d e s branches w i t h a source of funds not a v a i l a b l e 

to agenc ies . 

— C a l i f o r n i a r e q u i r e s any banking i n s t i t u t i o n a c c e p t i n g 
domestic d e p o s i t s to have FDIC i n s u r a n c e ; s ince branches are i n e l i g i b l e 
f o r FDIC i n s u r a n c e , they are e f f e c t i v e l y l i m i t e d to the same sources 
of funds as agencies i n C a l i f o r n i a . 



A branch o b v i o u s l y i s much l e s s expensive f o r a f o r e i g n 

bank i n i t i a l l y than a s u b s i d i a r y because i t does not have to be 

s e p a r a t e l y c a p i t a l i z e d . A second b i g advantage the branch has over 

the s u b s i d i a r y i s that the branch ' s l o a n l i m i t i s based on the p a r e n t ' s 
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c a p i t a l , and not on the a s s e t s of the branch a l o n e . — Branches are 

r e q u i r e d to keep a separate set o f books from that o f the parent bank 

f o r s u p e r v i s o r y and tax purposes. Branches are superv ised on ly by the 

s t a t e banking a u t h o r i t i e s . As was mentioned above, s i n c e branches are 

not sub ject to f e d e r a l laws , there are no r e s t r i c t i o n s on f o r e i g n 

banks ' m u l t i s t a t e banking o p e r a t i o n s through branches and s u b s i d i a r i e s ' 

nonbanking a c t i v i t i e s p r o h i b i t e d by the Board under the BHCA. 

Agenc ies . Agenc ies , l i k e branches , are i s sued s t a t e l i c e n s e s 

a l l o w i n g them to operate on the b a s i s of the parent bank 's c h a r t e r 

from the f o r e i g n home country and the agency, t o o , i s regarded as an 

i n t e g r a l p a r t o f the f o r e i g n parent bank 's o p e r a t i o n s . Agenc ies , 

however, are much more c i r c u m s c r i b e d i n t h e i r sources of funds. 

Agencies cannot accept domestic d e p o s i t s nor borrow funds i n the U.S. 

money market. As a r e s u l t , agencies are l i m i t e d to a c q u i r i n g funds 

from t h e i r parent banks, non-U.S . customers, the E u r o d o l l a r , and 

f e d e r a l funds markets. Agenc ies , l i k e branches, are i n e l i g i b l e f o r 

FDIC i n s u r a n c e . The l o a n l i m i t of the agency i s based on the p a r e n t ' s 

c a p i t a l i z a t i o n , not on the a g e n c i e s ' a s s e t s . 

Agencies are the most u n r e s t r i c t e d of a l l forms of f o r e i g n 

banking i n the U n i t e d S t a t e s . Agencies have no c a p i t a l or asset 

— Loan l i m i t s may be imposed on branches by s t a t e law. New 
York s t a t e l i m i t s branch loans to 10 percent of the parent bank 's 
c a p i t a l . Th is l i m i t a t i o n does not apply to agenc ies . 



requirements and no l i a b i l i t y r a t i o s which must be m a i n t a i n e d , and are 

s u b j e c t to no r e s e r v e requirements and no l e n d i n g l i m i t s . L i k e branches, 

there are no r e s t r i c t i o n s on the m u l t i s t a t e a c t i v i t i e s of agenc ies , 

and the BHCA does not apply to the nonbanking a c t i v i t i e s of s u b s i d i a r i e s 

t h e i r parent banks. 

Some of the most important d i s t i n g u i s h i n g f e a t u r e s of f o r e i g n 

banks i n t h i s country are presented i n Table 7. I n the l e g i s l a t i o n 

r e g u l a t i n g f o r e i g n bank ing , which the Board of Governors submitted to 

Congress as the Fore ign Bank Act of 1975, the Board proposes d e f i n i n g 

branches and agencies of f o r e i g n banks as "banks" w i t h i n the meaning 

o f the Bank H o l d i n g Company A c t . This p r o p o s a l would e l i m i n a t e many 

of the d i s t i n c t i o n s which c u r r e n t l y e x i s t between s u b s i d i a r i e s , and 

branches and agenc ies . 



APPENDIX C 

EDGE ACT AND AGREEMENT CORPORATIONS 

Although both Edge Act and agreement c o r p o r a t i o n s engage i n 

i n t e r n a t i o n a l f i n a n c e , there are s e v e r a l d i s t i n c t i o n s between the two 

types o f o r g a n i z a t i o n s . Agreement c o r p o r a t i o n s were the f i r s t o r g a n i z a t i o n a l 

form through which American banks were a l lowed to engage i n i n t e r n a t i o n a l 

f i n a n c e . Agreement c o r p o r a t i o n s were permit ted by a 1916 amendment to 

S e c t i o n 25 o f the F e d e r a l Reserve A c t . Under the terms o f t h i s amendment, 

n a t i o n a l banks w i t h c a p i t a l and s u r p l u s of $1 m i l l i o n or more were 

p e r m i t t e d to i n v e s t up to 10 percent of t h e i r c a p i t a l and s u r p l u s i n 

the s tock of banks or c o r p o r a t i o n s " p r i n c i p a l l y engaged i n i n t e r n a t i o n a l 

o r f o r e i g n b a n k i n g . " Only s t a t e chartered c o r p o r a t i o n s c o u l d be 

formed f o r t h i s purpose, however, s i n c e the amendment d i d not p r o v i d e 

f e d e r a l c h a r t e r i n g a u t h o r i t y . 

Before a n a t i o n a l bank could purchase the s t o c k of these 

s t a t e c h a r t e r e d c o r p o r a t i o n s : 

the s a i d c o r p o r a t i o n s h a l l enter i n t o an agreement or 
undertak ing w i t h the Board of Governors of the F e d e r a l 
Reserve System to r e s t r i c t i t s o p e r a t i o n s or conduct ^/ 
i t s bus iness . . . as the s a i d Board may p r e s c r i b e . . . .— 

Because of t h i s requirement , such c o r p o r a t i o n s became known as "agreement" 

c o r p o r a t i o n s . At the end of 1974, there were f i v e agreement c o r p o r a t i o n s 

i n o p e r a t i o n . 

I n 1919, Senator Wal ter E. Edge of New Jersey sponsored the 

amendment to the F e d e r a l Reserve Act that became S e c t i o n 25(a) and 

A u t h o r ' s u n d e r s c o r i n g . 12 U.S.C. 603. 



bequeathed the name Edge Act c o r p o r a t i o n s to o r g a n i z a t i o n s c h a r t e r e d 

under i t s p r o v i s i o n s . The Edge Act prov ides f o r the f e d e r a l c h a r t e r i n g 

o f : 

Corporat ions to be organ ized f o r the purpose of engaging 
i n i n t e r n a t i o n a l or f o r e i g n banking or other i n t e r n a t i o n a l 
o r f o r e i g n f i n a n c i a l o p e r a t i o n s . . . e i t h e r d i r e c t l y o r 
through the agency, ownership, or c o n t r o l of l o c a l 

2/ 

i n s t i t u t i o n s i n f o r e i g n c o u n t r i e s , . . . .— 

At the end o f 1974, there were 112 Edge Act c o r p o r a t i o n s i n o p e r a t i o n . 

There are s e v e r a l major d i f f e r e n c e s between Edge Act and 

agreement c o r p o r a t i o n s . In the f i r s t p l a c e , as the preced ing d i s c u s s i o n 

i n d i c a t e s , Edge Acts are f e d e r a l l y chartered and are not s u b j e c t to 

s t a t e c o r p o r a t i o n or banking laws . Agreement c o r p o r a t i o n s , on the 

o t h e r hand, are c h a r t e r e d by s t a t e s and are s u b j e c t to s t a t e laws . 

A second d i f f e r e n c e i s t h a t i t c o s t s l e s s to c h a r t e r an 

agreement c o r p o r a t i o n . An agreement c o r p o r a t i o n can be c h a r t e r e d by 

any bank having $1 m i l l i o n i n c a p i t a l and s u r p l u s and there i s no 

minimum c a p i t a l requirement f o r the agreement c o r p o r a t i o n . An Edge 

Act c o r p o r a t i o n must have a minimum c a p i t a l i z a t i o n of $2 m i l l i o n , and 

s i n c e the parent bank i s l i m i t e d to an investment of 10 percent o f i t s 

own c a p i t a l and s u r p l u s , on ly a bank w i t h a t l e a s t $20 m i l l i o n c a p i t a l i z a t i o n 

can e s t a b l i s h an Edge Act c o r p o r a t i o n . 

There i s a l s o some d i f f e r e n c e i n the scope of a c t i v i t y 

p e r m i t t e d , w i t h Edge Act c o r p o r a t i o n s having more leeway, s i n c e they 

can engage i n " f o r e i g n f i n a n c i a l o p e r a t i o n s " as w e l l as bank ing . The 

terms of S e c t i o n 25 quoted above would appear to l i m i t agreement 

-12 U.S.C. 611. 



c o r p o r a t i o n s to bank ing . Edge A c t c o r p o r a t i o n s may be owned by more 

than one bank or company. A d d i t i o n a l l y , there are a few o t h e r t e c h n i c a l 

d i f f e r e n c e s between the two types of o r g a n i z a t i o n s . 

R e g u l a t i o n K, " C o r p o r a t i o n s Engaged i n F o r e i g n Banking and 

F i n a n c i n g Under the F e d e r a l Reserve A c t " sets f o r t h the Board of 

Governors' g u i d e l i n e s f o r the o p e r a t i o n s o f Edge Act and agreement 

c o r p o r a t i o n s . In 1963, R e g u l a t i o n K was amended to permit a c o r p o r a t i o n 

to engage i n both banking and investment a c t i v i t i e s ; u n t i l that date , 

Edge A c t c o r p o r a t i o n s had been l i m i t e d to e i t h e r one or the other 

a c t i v i t y . 
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