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Chapter 4 

Supervision of Foreign Bank 
Operations in the United States 

In response to concerns that the 
framework for supervising the U.S. 
operations of foreign banks needed to be 
strengthened, the Foreign Bank Super-
vision Enhancement Act of 1991 
(FBSEA) gave the Federal Reserve 
significant new authority with respect to 
foreign banks in the United States. The 
legislation established, among other 
things, uniform federal standards for the 
entry and expansion of foreign banks 
in the United States; it also clarified 
the role of the Board of Governors in 
examining the U.S. operations of foreign 
banks. 

Before the passage of FBSEA in 
December 1991, the Federal Reserve 
had residual authority to examine the 
U.S. branches and agencies of foreign 
banks but was required, by the Inter-
national Banking Act of 1978, to use, to 
the extent possible, the examination 
reports of other state and federal bank-
ing agencies. FBSEA amended this 
provision of the International Banking 
Act to explicitly authorize the Federal 
Reserve to conduct and coordinate 
examinations of foreign banks' U.S. 
branches and agencies and their repre-
sentative offices. FBSEA also requires 
that U.S. branches and agencies be 
examined on-site at least once every 
twelve months. 

Extent of U.S. Operations 
Foreign banks have a significant pres-
ence in the U.S. banking market. At the 
end of 1993, 295 foreign banks were 
operating in the United States, with 
aggregate assets of $855 billion in their 

U.S. branches, agencies, and subsidiary 
commercial banks. The vast majority of 
these operations are conducted in U.S. 
branches and agencies, which together 
had $696 billion in total assets, or 
17 percent of total banking assets in this 
country, at the end of 1993. The growth 
in foreign banks' U.S. branches and 
agencies since 1978 is shown in chart 
4.1, and the growth of their importance 
among U.S. banking institutions as a 
source of credit for U.S. businesses over 
the same period is shown in chart 4.2. At 
the end of 1993, U.S. branches and 
agencies of foreign banks held 27 per-
cent of all business loans booked in 
U.S. banking offices. The share increases 
five to six percentage points, to about 
33 percent, if loans to U.S. businesses 
from offshore shell branches controlled 
by U.S. branches or agencies of foreign 
banks are taken into account. 

In addition to their U.S. banking 
operations, some foreign banks also 
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Chart 4.2 
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conduct substantial financial operations 
in the United States through nonbank 
U.S. financial companies, principally 
firms engaged in capital markets activi-
ties. For example, some foreign banks 
conduct a large part of their global 
swaps business through U.S. nonbank 
financial subsidiaries. Such nonbanking 
activities of foreign banks in the United 
States must be approved by the Federal 
Reserve, which also supervises the 
nonbank financial subsidiaries. 

Growth of the Federal Reserve's 
Responsibilities 
The Federal Reserve's increased author-
ity to examine the U.S. branches and 
agencies of foreign banks has had 
significant budgetary implications. Since 
the passage of FBSEA, the Federal 
Reserve has acted to ensure that all 
state- and federally licensed branches 
and agencies are examined on-site at 
least once every twelve months. In 
carrying out the new responsibilities, 
Federal Reserve examiners are con-
ducting more U.S. branch and agency 
examinations. In 1994 the Federal 
Reserve conducted 610 full-scope U.S. 

branch and agency examinations, com-
pared with about 100 in 1991. 

Implementing these provisions of 
FBSEA has required a substantial 
increase in Federal Reserve examiner 
staff. Increased resources have also been 
devoted to examining nonbank financial 
subsidiaries of foreign banks. From 
1991 to 1993, the number of international 
examiners in the Federal Reserve System 
increased from 106 to 289, and the 
international staff as a share of total 
Federal Reserve examiner staff rose 
from 10 percent to about 20 percent. 

Coordination among State 
and Federal Agencies 
Since passage of the International Bank-
ing Act of 1978, the Federal Reserve has 
cooperated with other state and federal 
banking supervisory agencies to avoid, 
whenever possible, duplicate examina-
tion of the U.S. offices of foreign 
banking organizations, some of which 
operate in the United States through 
numerous entities and across several 
jurisdictions. During the past year, these 
efforts have been enhanced through 
development by the state and federal 
banking supervisory agencies of a more 
formal framework for coordinating their 
supervisory responsibilities with respect 
to foreign banks, including their exami-
nation functions. 

Under the new program, the super-
visory agencies will communicate with 
each other to a greater extent about their 
examination plans, their examination 
results, and, where applicable, their 
proposed follow-up actions. To promote 
the effective targeting of resources, the 
agencies will also analyze the risks to a 
foreign bank's U.S. operations posed by 
the financial condition of the foreign 
bank as a whole. The state and federal 
agencies implementing the program will 
be equal partners in all aspects of the 
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program, and the Federal Reserve will 
act as the coordinating agency, where 
appropriate. 

One of the principal objectives of the 
new program is to ensure that each U.S. 
banking office of a foreign banking 
organization is subject to only one 
safety and soundness examination a 
year, unless the condition of that office 
warrants more frequent examination. 
The higher level of coordination will 
also minimize the imposition of multiple 
supervisory actions and follow-up report-
ing obligations on foreign banks by the 
several state and federal banking 
supervisory agencies. • 
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