
PATTERNS EMERGE

INTERNATIONAL BANKING IN THE SIXTH DISTRICT

by Donald Baer and David Garlow

Although international banking activity has 
expanded rapidly nationwide in recent 
years, Sixth District international activity 
has grown even faster. Today, 39 commer
cial banks in the Sixth District boast active 
international departments. The scope and 
horizons of commercial banks' interna
tional departments run the gamut from a 
desk or two on the main floor or in a 
remote corner of the bank to a multioffice 
operation with domestic subsidiaries, 
foreign branches, and representation 
abroad.
THE RECORD: SIXTH DISTRICT 
INTERNATIONAL BANKING GROWTH

The "active" international departments 
in the Sixth District are concentrated in 
the Southeast's ports and major inland 
cities (see Table 1). Although certain port 
cities have had small international opera
tions for decades, most District inter
national departments have been estab
lished since 1960. It was not until the 
1970s, however, that District international 
banking activity really mushroomed.

Growth in international banking at 
domestic offices in District banks has 
outstripped the national average. From 
December 1973 to June 1977, foreign 
deposits in these offices increased 171 
percent, from $447 million to over $1.2 
billion. District loans to foreigners in
creased even more rapidly.2 But activity at 
foreign branches of District banks has 
grown less than it has nationwide (see 
Table 2). The overall trend, however, is 
clear: International banking is becoming 
an increasingly expected and accepted

’This article complements our analysis of Edge Act corporations in Miami 
which appeared in the Federal Reserve Bank of Atlanta's September/October 
1977 Economic Review.

2All banking data in this article exclude all Edge Act activities of banks 
headquartered outside the District

CH ART 1

DISTRICT COMMERCIAL BANKS’ ACCOUNTS
WITH FO REIGNERS

BIL. $

Source: U.S. Treasury and Federal Reserve data.

activity for larger banks located in District 
trade centers.
THE PATTERN OF DISTRICT 
INTERNATIONAL BANKING

FJas there been a pattern to the growth 
of regional international departments? 
After a series of interviews conducted 
between October 1976 and October 1977 
with over 30 District international depart
ments and a thorough evaluation of the 
data available, we have concluded that in 
spite of great diversity, there have been 4 
distinct phases in the development of 
regional international banking.

The pattern to be described here is not 
universal. Certain banks, upon reaching a 
given phase, feel comfortable with the
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TABLE 1
DISTRICT COMMERCIAL BANKS WITH 

ACTIVE INTERNATIONAL 
DEPARTMENTS

ALABAMA (5)
Birmingham:

Birmingham Trust National Bank 
First National Bank of Birmingham 

Mobile:
American National Bank and 

Trust Company of Mobile 
First National Bank of Mobile 
Merchants National Bank 

FLORIDA (19)
Jacksonville:

Atlantic Bank
Barnett Bank of Jacksonville 
Flagship State Bank of Jacksonville 
Florida First National Bank of Jacksonville 

Miami:
Bank of Miami 
Barnett Bank of Miami 
Central Bank and Trust Company 
City National Bank of Miami 
Coconut Grove Bank 
Flagship Banks, Inc.
Miami National Bank 
Pan American Bank of Miami 
Peoples Downtown National Bank 
Republic National Bank of Miami 
Royal Trust Bank of Miami 
Southeast First National Bank of Miami 

Tampa:
Exchange National Bank of Tampa 
First National Bank of Tampa 
Flagship Bank of Tampa 

GEORGIA (5)
Atlanta:

Citizens and Southern National Bank 
First National Bank of Atlanta 
Fulton National Bank 
National Bank of Georgia 
Trust Company Bank 

LOUISIANA (5)
New Orleans:

Bank of New Orleans 
First National Bank of Commerce 
Hibernia National Bank in New Orleans 
National American Bank of New Orleans 
Whitney National Bank of New Orleans 

MISSISSIPPI (1)
Jackson:

Deposit Guaranty National Bank 
TENNESSEE (4)

Chattanooga:
American National Bank and Trust Company 

Nashville:
Commerce Union Bank 
First American National Bank 
Third National Bank in Nashville

type of international department they have 
and plan no further alterations of activi
ties. The phases elaborated here pertain to 
the development of District bank 
international credit. Although it cannot be 
denied that foreign deposits have been a 
significant stimulus to the development of 
international banking in the foreign de
posit centers of Miami and New Orleans, it 
is the credit activities which most necessi
tate specialized international departments. 
Furthermore, it is the types of credit activi
ties undertaken by District international 
departments which most clearly distinguish 
the phases of international department 
development.

Phase I: Trade Financing for Local 
Exporters and Importers. The expanded 
importance of U.S. merchandise imports 
and exports explains in large part the 
initial phase of this region's international 
banking. In 1976, U. S. exports reached 
$115 billion, nearly three times the 1970 
level. Exports represented 6.7 percent of
1976 GNP, compared to 4.3 percent in 
1970 and 3.9 percent in 1965. Import 
growth has, been even more rapid. As 
foreign trade has expanded, regional banks 
in major District cities have been increas
ingly called upon to finance and facilitate 
their customers' trade. Somewhere along 
the line, banks in our region, as elsewhere, 
have been faced with a major decision: 
Should such trade financing be directed to 
their money center correspondent banks or 
should the regional bank develop its own 
international expertise? Thirty-nine District 
regional banks have decided that it would 
be opportune for them to finance such 
trade directly.

Trade financing and payments involve 
foreign collections, drafts, letters of credit, 
acceptances, and direct loans. Banks 
usually find that establishing corre
spondent banking relationships abroad is 
necessary to successfully undertake these 
trade credits and payments, as a foreign 
bank is either directly or indirectly re
quired to help process documents.

In this first phase, international depart
ments put forth a great effort to inform 
their banks' customers of the trade 
financing and other services that are of
fered (travelers checks, foreign exchange,
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TABLE 2
GROWTH IN DOLLAR VOLUME O F INTERNATIONAL ACCOUNTS WITH FOREIGN ERS  

SIXTH FEDERAL RESERVE DISTRICT AND U. S. COMMERCIAL BANKS
(percentage growth)

■■
December

Parent Bank
Short-and Long- 

Term Liabilities 
to Foreigners 

Short-Term 
Claims on Foreigners 

Long-Term 
Claims on Foreigners

District
U .S .
District
U .S .

District
U .S .

1973-1974

32.6
36.2
72.4
88.5
81.6 
19.7

1974-1975

23.8 
0.1

40.4
28.6
40.1
32.8

1975-1976

43.7
15.8 
22.1 
37.6
69.3
22.3

Dec. 1976- 
June1977

15.0
4.5

33.6
2.1
1.9
4.7

Dec. 1973- 
June1977

171.2
65.0

294.6
240.5
338.7
103.6

Branch
Total Assets District

U .S .
17.2
24.6

15.1
16.2

16.4
24.3

16.3 82.6

Source: U. S. Department of the Treasury, Treasury Bulletin, and other Treasury and Federal Reserve data.

etc.). Such an effort is required to win a 
share of the trade financing that has for
merly gone to regional competitors or 
money center banks. International depart
ments sell their trade financing services 
over a wider area than their domestic 
credit services, since there are few 
"active" international bank departments 
outside of major cities (see Table 1).

Trade financing activity has been and 
still is the core of a typical regional bank's 
international department. About a quarter 
of District banks with international depart
ments offer only this basic international 
service at this time.

Phase II: Loans to Foreign Banks and 
Loan Participations. As regional 
international departments become more 
fam iliar with the foreign countries with 
which their customers trade and begin to 
work regularly with the international 
departments of U. S. correspondent banks 
and with foreign commercial correspon
dent and central banks, further profitable 
international financial opportunities 
typically become evident. These new fields 
are usually participations in foreign loans 
set up by money center banks and 
extensions of lines of credit to foreign 
commercial banks.

Participation purchases of loans 
organized by money center banks provide 
international departments with loan oppor
tunities without extensive foreign travel.

Still, the proposals require evaluation; the 
money center bank arranges the loan 
participations but does not guarantee 
them. Participation purchases generate 
earnings for the regional bank as well as 
offer a chance to learn to evaluate 
international loans. Participations may 
build stronger correspondent relationships 
with the money center banks and "get the 
bank's name around" but usually are of 
limited value in terms of self-generated 
future loans abroad.

Extension of direct lines of credit to 
foreign commercial banks provides inter
national departments with additional 
opportunities to build loan volume and 
evaluate foreign economies and financial 
institutions. These loans normally involve 
less risk and more limited foreign travel 
than direct loans to nonfinancial foreign 
firms.

Banks view the extension of interna
tional department activity into partici
pations and loans to foreign banks as a 
decision for senior management (and the 
international department) as major as the 
initial decision to set up an international 
department. The final decision hinges on 
their assessment of local international 
financial needs, competition, liquidity, 
risks, current and potential profitability, 
and availability of trained manpower. 
About 40 percent of the District inter
national departments interviewed may be 
described by this second phase.
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CH ART 2

PATTERN OF GROWTH O F REGIONAL INTERNATIONAL DEPARTMENTS OF 
COMMERCIAL BANKS, (SIXTH DISTRICT)

PHASE I PHASE II PHASE I PHASE IV

Phase III: Direct Loans to Foreign 
Nonfinancial Firms. As international 
activity grows, regional banks begin to 
develop contacts with nonfinancial firms 
abroad. One channel is through direct 
participations with foreign correspondent 
banks who have local clients with financial 
requirements they cannot meet com
pletely. Closer contacts with the foreign 
suppliers of U. S. imports and foreign 
buyers of U. S. exports with whom the 
regional bank may have dealt indirectly in 
trade financing may also lead to direct 
loans to foreign business firms. Typically, 
the regional bank works with well-known, 
established firms. Some District banks con
centrating on the development of such

foreign business loans open representative 
offices in a strategic country abroad. Most, 
however, have decided that recurrent 
foreign travel from the home office 
suffices.

International departments currently in 
Phase III are those where trade financing, 
bank participation purchases, and lines of 
credit to foreign banks continue, but the 
new activity, direct loans to foreign busi
ness firms, accounts for an increasing 
share of international departments' loan 
portfolios. About a third of internationally 
active District banks could be described as 
in this phase. Four District international 
departments have more or less jumped 
from Phase I to Phase III without engaging

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1977



extensively in participation purchases and 
loans to foreign banks. Such jumps have 
been possible through contacts built in 
offering personal banking services to 
foreigners from head offices, particularly 
in foreign deposit-taking centers such as 
Miami and New Orleans, or through 
extensive foreign travel.

Phase IV: Subsidiary Establishment and 
Loan Syndication. Once an international 
department is offering credits to diver
sified types of institutions, many of the 
distinctions between such a regional 
international department and a money 
center international department may be 
eroded. The domestic marketplace, how
ever, may still be perceived as the South
east for the District regional bank, while 
the money center bank may perceive the 
U. S. as its domestic marketplace. The 
regional bank may consider opening sub
sidiary international offices in the U. S. as 
Edge Act corporations or foreign full- 
service branches or acquiring shares of 
foreign banks. Eventually, as the regional 
bank gains international financing stature, 
it may regularly syndicate foreign loans. 
This phase of international development 
requires legal expertise as well as a con
tinuing commitment to participation 
purchases from other syndicating banks.
No District banks are fully into this final 
phase, although a few are increasingly 
performing certain functions that 
characterize it.
THE DIVERSITY OF SOUTHEASTERN 
INTERNATIONAL BANKING

The phases described above provide a 
system of classification for the extraor
dinarily diverse group of international 
banking departments in the Southeast.
With this four-phase pattern in mind, we 
now turn to a more detailed discussion of 
the policies and portfolios of banks' inter
national departments, as indicated by their 
interview responses.

Type of Borrower Preferred. Southeast
ern international bankers most frequently 
indicated that they prefer to lend to 
foreign banks as opposed to nonfinancial 
borrowers. Since a correspondent relation
ship with a foreign bank is often one of 
the earliest additions to a bank's interna
tional services, it seems natural that many 
banks use these contacts to place funds

r
TABLE 3

TYPE OF LOANS PREFERRED BY INTERNATIONAL DEPARTMENTS
OF SIXTH DISTRICT BANKS

No. of Banks
Preferring

Type of Loan Preferred This Type*

To Private Foreign Banks 12
To Private Nonbank Foreigners 5
“ Guaranteed” 6
Those to Finance U. S. Customers’ Trace 7
Those Available for Export-lmport

Bank Support 3
No Special Preference 3
To Foreign Governments 1

Source: Interviews
‘ Since many banks expressed preferences for more than one type
of loan, the column total is greater than the number of banks in
terviewed. The types of loans are not mutually exclusive; for
example, a loan available for Eximbank support may carry an
Eximbank guarantee.

J

abroad. Loans to finance trade 
transactions of U. S. corporate customers 
and loans with some form of government 
guarantee were also popular (see Table 3). 
These preferences indicate that risk 
avoidance may play at least as strong a 
role in banks' foreign lending decisions as 
maximization of the “ spread" (defined as 
the interest rate received on a loan minus 
the cost of funds to the bank). U. S. 
corporations can be tried in U. S. courts in 
the event of noncompliance with loan 
agreements, and "guaranteed" loans 
provide an increased measure of security.

Long-Term Lending. The attitude of 
southeastern international departments 
toward long-term lending is also rather 
cautious. Almost 60 percent of the banks 
visited stated that they had some loans 
with maturities of a year or longer. South
eastern bankers reduce their interest rate 
exposure by making longer-term loans at 
rates that are adjusted frequently. 
However, their risk of incurring nonper
forming loans is greater when they offer 
funds with long maturities, thereby 
reducing their freedom to reallocate funds 
if individual borrowers experience d iffi
culties. A bank that places a small pro
portion of its portfolio in long-term loans 
abroad is not throwing caution to the 
winds, of course. Districtwide, a little less 
than a fifth of the foreign portfolios of 
parent banks (excluding branches and sub
sidiaries) are long term and many bankers 
interviewed were avoiding new long-term 
commitments.
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TABLE4
LATIN AMERICAN CONCENTRATION OF INTERNATIONAL BANKING 

ACTIVITIES, SIXTH FEDERAL RESERVE DISTRICT MEMBER 
BANKS COMPARED TO ALL U. S. COMMERCIAL BANKS

(Figures are Latin American percentages of corresponding 
dollar totals for all foreigners as of December 31,1976.)

AH Sixth All U.S.
District Reporters Reporters

Liabilities of U. S.
Parent Banks to 
Foreigners 89 17

Short-Term Claims of U. S. 
Parent Banks on Foreigners 74 49

Long-Term Claims of U. S. 
Parent Banks on Foreigners 82 41

Claims on Foreigners 
Booked at Foreign 
Branches of U. S. 
Parent Banks 64 23

Source: U.S. Department of the Treasury, Treasury Bulletin and other 
Treasury and Federal Reserve data.

V________________________________________________ J

This cautious attitude toward long-term 
commitments is one factor that accounts 
for the generally low participation of 
District international departments in 
syndicated loan packages, which usually 
have maturities of five to seven years.3 
Less than half of all departments visited 
had participated in such packages. Those 
that had participated tried to subject these 
participations to evaluations as stringent 
as those they would make of domestic 
loan applications. In a few cases, interna
tional departments sought comments from 
banks not associated with a proposed 
syndicated package before deciding on 
their own participation.

Geographical Specialization. Nineteen 
District international departments have 
chosen to concentrate on a particular 
geographic area. In the majority of these 
banks, the area includes part or all of the 
Caribbean Basin.4 As of December 1976, 
for example, about 82 percent of District 
parent banks' long-term foreign claims 
were on foreigners located in Latin 
America (a designation that includes the

’ Low participation in syndicated Eurodollar loans is. in turn, partially
responsible for the low growth rates in foreign branch assets at District 
banks relative to the national average (see Table 2) District banks do not 
face the high state and local taxes on income that have encouraged some 
New York banks to book an increasing share of their international loans at 
foreign branches See New York Times, March 3. 1977.

‘ The Caribbean Basin is defined to include Mexico, Colombia, Venezuela, all 
of Central America, the Caribbean Island economies. Guyana, Surinam, and 
French Guiana

Caribbean Islands), compared to only 41 
percent of reporting banks nationwide. 
Similar comparisons of parent banks' short
term claims, their liabilities to foreigners, 
and the assets of their foreign branches 
also reveal the Latin American concen
tration of District banks' international 
portfolios relative to those of all U. S. 
commercial banks (see Table 4).5

Bankers interviewed explained this 
specialization as deriving from their 
knowledge of the area, its closeness to 
their U. S. location, and its importance to 
the trade transactions of their customers. 
Few banks cited other factors which one 
would expect to influence this kind of 
decision such as less competition or higher 
growth prospects in a given country or 
countries. It may be that profit and growth 
prospects originally did influence the inter
national departments' area choices, but 
some of the bank officials we interviewed 
were recent arrivals and were unaware of 
the background of decisions made early in 
the departments' history. But the reasons 
given for area specialization and the fact 
that these banks are concentrating their 
efforts in only a few economies may also 
reflect the heavy expense of establishing 
expertise in foreign financial matters.
Future changes in banks' areas of 
specialization may provide a clue to the 
relative weights of the cost of investment 
in expertise and the perceived profit 
opportunities in decisions of where to 
lend. International departments that make 
only small and infrequent changes in the 
foreign markets in which they choose to 
lend probably prefer to build a fund of 
knowledge about these economies rather 
than react to short-run changes in the 
fortunes of different areas.

Fourteen of the international 
departments which lend to borrowers 
abroad periodically establish specific 
lending limits for individual countries, 
although these limits are very flexible at 
five banks. Most banks look at current 
political and economic indicators when

HDne reason for this District concentration is that money which parent banks 
lend to their foreign branches is counted as a claim on foreigners. Since 
most of this money is relent by the branch-some of it to non-Latin American 
borrowers-and since most District foreign branches are located at Latin 
American offshore banking centers, the percentages given in Table 4 slightly 
overstate the Latin American concentration in District claims.
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establishing country limits. Other consid
erations, such as U. S. and state legal limits 
on loans to one customer, customers' 
needs, the purposes of loans, country 
ratings established by the Export-lmport 
Bank, and past experience in the country, 
were mentioned occasionally as influences 
on decisions on when to stop making new 
loans to an economy.6

Source of Loanable Funds. Funds for the 
lending activities discussed above come 
either from resources secured in the bank's 
home area or, in the case of 10 District 
banks that have established offshore 
branches, from Euromarkets. Some banks 
use only U. S.-generated resources and 
some a mix of funds raised at home and 
abroad. Those banks that made little use 
of Eurodollars, as in Miami, were more 
liquid in most cases. Higher liquidity in 
Miami banks is due, in part, to the con
stant stream of Latin American visitors 
who contribute substantial resources in the 
form of checking and savings accounts. 
While some funds derive from accounts 
which have been maintained at the same 
bank for years, Miami offices also open a 
large number of new accounts for for
eigners annually and promote this service 
when they travel abroad.

A few of the more sophisticated District 
banks obtain funds for foreign lending in 
both U.S. and Eurodollar markets. In deter
mining how much to draw from each 
source, they consider the interest rates 
available and their own liquidity. When 
short-term funds are inexpensive in the 
U.S., they may fund domestically, moving 
to the Eurodollar markets when rates 
become attractive. In time of slack U.S. 
loan demand, they fund foreign loans with 
the deposits of U.S. customers to cover the 
cost of these deposits and to continue 
growing.

Profitability. No figures on the rate of 
return on foreign operations are publicly 
available for District banks. Nevertheless,

'Legal limits usually refers to the provision that U. S. national banks and
state chartered banks in some states cannot have loans outstanding to one 
borrower that are valued at more than 10 percent of the bank's capital and 
surplus This provision may affect the country limits of money center banks, 
especially those which lend extensively to the public sector, since a 
government and its associated enterprises can be considered, in some cases, 
to be a single borrower. But the international portfolios of District banks 
are, as yet, generally too small in relation to bank equity to be affected by 
this provision, and these answers should be taken as reflecting the general 
banking background of the officers we interviewed

almost all bankers who commented on 
their international department's rate of 
return on assets indicated that it was good 
to excellent, often adding that it surpassed 
the domestic loan department in this 
respect. In all but two banks, foreign loan 
loss experience had been generally better 
than on domestic loans. So far, repayments 
on foreign loans have been a problem for 
only a few U.S. banks.7 The safety of 
foreign loans underlines once again the 
desire to minimize risks that prevail in 
most District international departments.

Locational Factors. The site of 
international banking operations greatly 
affects bank efficiency, according to the 
bankers we interviewed. The availability of 
frequent and reliable transportation for 
passengers, cargo, and mail was the factor 
most frequently mentioned. Miami bankers 
felt that the city's excellent airline and 
shipping connections were a definite plus 
to international banking. Bankers in some 
other cities viewed transportation as a 
negative factor, as poor airline connec
tions led to costly travel delays. On the 
other hand, a port location does not ap
pear to consistently favor international 
banking operations. Some banks located at 
busy ports felt this was a valuable source 
of international business, while other port 
banks (sometimes in the same city) did 
little trade financing.

Other factors mentioned as affecting 
international banking location decisions 
included the availability of personnel with 
banking experience and the presence of an 
international mentality. Miami and New 
Orleans were attractive in both respects, 
as bankers there felt that the Latin com
munity provided both experienced 
employees and an atmosphere that drew 
Latin American visitors to the city. These 
banks received deposits from the visitors 
and were able to develop valuable con
tacts with visiting businessmen.

A few banks mentioned proximity to 
large U. S. exporters as an aid to gener
ating foreign loans. Still, financing for 
many major multinational corporations in 
the Southeast is arranged in northern and 
Pacific Coast cities. Increasing numbers of

'Fred Ruckdeschel, "Risk in Foreign and Domestic Lending Activities of U S 
Banks," Columbia Journal of World Business X(4), winter 1975
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TABLE 5
INTERVIEWEES’ EVALUATION OF GROWTH PROSPECTS OF THEIR 

INTERNATIONAL DEPARTMENT, SIXTH FEDERAL RESERVE 
DISTRICT COMMERCIAL BANKS

(Figures are numbers of international departments.)

Miami
Prospects Banks Only All Banks
Limited 1 15

Good to Excellent 6 11

Source: Interviews.

large corporations are moving their 
international department headquarters to 
the Southeast, however. This movement, 
combined with greater expertise and 
expanded exports from corporations long 
established in the area, may be a source of 
future growth for District international 
departments.

Growth Prospects. Given the generally 
favorable profit and repayments experi
ence of international departments, we 
might expect southeastern bankers to have 
plans for rapid expansion of this segment 
of their operations. However, bankers' 
responses to this question differed, with 
only half indicating that they had plans for 
moderate to rapid growth. Miami bankers 
were substantially more bullish (see Table 
5), perhaps because of their locational 
advantages. Bankers who felt that growth 
prospects for their international depart
ments were limited usually attributed this 
to hesitancy on the part of upper-level 
management or their own doubts about 
their capability of handling increasingly 
complex operations. Recent international 
financial crises and newspaper articles 
about the quality of loans to oil-importing 
developing nations may help explain bank 
directors' caution in expanding 
international operations. Feelings of lack 
of expertise reflect, in part, the relative 
newness of many Southeast international 
departments and the competition that 
some face in finding and keeping 
experienced personnel.

Use of Foreign Travel. Banks that 
establish travel programs as part of their 
international banking activities usually 
develop a fam iliarity with the personalities 
and business climate abroad which boosts 
both the quality and size of their inter
national portfolios. Occasional trips by 
senior bank management to countries 
where the bank has made foreign loans 
can build the kind of support at the top 
that the international department needs to 
strike out in new directions. More than 
three-fourths of District international 
departments have travel programs, 
although at 12 banks, only 1 or 2 officers 
make only a few trips per year. Restricting 
travel to a few individuals means that the 
growth momentum of the international 
department could be checked if these 
people leave. But the fact that so many 
banks have set up travel programs means 
that, in general, there are powerful forces 
for evolution rather than stagnation in 
District international banking.

SUMMARY
Interviews with active international 

departments at southeastern commercial 
banks suggest there is a four-phase 
development pattern for such operations. 
Since different banks are in different 
phases, the Southeast exhibits a diversity 
of size and scope in international opera
tions. Bank preferences as to type of 
borrower, maturity and geographical con
centration of loan portfolios, and sources 
of funds for international loans reveal that 
both risk minimization and "spread" 
maximization influence their credit 
decisions. Proximity to good trans
portation, a pool of skilled labor, and 
attractions which draw international 
visitors seem to favor international 
banking operations. About half of the 
bankers interviewed predicted moderate to 
rapid growth for their international 
departments in the near future. Foreign 
travel programs at some District banks 
may spur increasing sophistication in their 
international departments.■
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