
T h e  S p r e a d  o f  I n t e r n a t i o n a l  

B a n k i n g :  A  R e g i o n a l  V i e w

by John E. Leimone

The vigorous growth and diversification of international financial activities 
of large banks in the Northeast, Midwest, and California have been well 
documented. But little attention has been given to the recent expansion in 
international activities of an increasing number of small-and medium-size 
banks that normally operate in regional markets. Banks headquartered in that 
part of the South comprising the Sixth Federal Reserve District share a growing 
interest in international operations with other banks that operate in regional 
markets. What accounts for this interest in international finance on the part of 
banks outside the big traditional banking centers? How have their 
international activities changed? Information derived from a close scrutiny 
of the international operations of Sixth District banks should help to shed 
some light on these questions.

A Brief Panorama of Sixth District 
I n t e r n a t i o n a l  B a n k s

Sixth District banks that are significantly engaged in international finance 
are concentrated primarily in Atlanta, New Orleans, Mobile, Nashville, and 
Miami. (Although banks engaged in some form of international activity are 
scattered throughout Florida, a few in the Miami area account for the bulk 
of international activity in that state.) The factors underlying international 
banking activity vary for each of these cities.

When compared with banks in other District cities, Atlanta banks (although 
located in an inland city) have shown the most rapid expansion in international 
banking in recent years, and, currently, these banks hold the lead in financing 
international activity. Apparently, the larger banks in Atlanta have developed 
a substantial amount of international business because of the demands of 
large customers throughout the Southeast. The fear that these customers might 
turn to banks outside the District for services seems to have spurred 
Atlanta banks to expand their international departments. The large size of
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Atlanta banks, relative to others in the District, 
has, undoubtedly, enabled them to devote 
the necessary resources to this specialized area.
By diversifying their total array of banking services 
for international and domestic business, these 
banks have improved their ability to protect their 
customer relationships from competitors outside 
the District.

Miami banks have also experienced a rapid 
expansion in international activity. The ability 
of Miami banks to attract a substantial volume 
of foreign nonbank deposits, mostly from Latin 
America, seems to have been the major factor 
generating an expansion of international banking. 
This source of activity can be largely attributed 
to the large influx of Cubans into that area during 
the last decade. The Latin atmosphere created by 
the local Cuban population has attracted a great 
many tourists from Latin America. In addition, 
a growing stream of Latin businessmen travel to 
the Miami area. Many of these businessmen are 
attracted to Miami because numerous subsidiaries 
of large U. S. multinational corporations with 
substantial trading and investment interests in 
Latin America have located there (mostly in the 
adjacent city of Coral Gables). (The availability 
of a pool of skilled, Spanish-speaking labor, 
combined with the geographical proximity of 
Miami to Latin America, has played an important 
role in the location of these corporate subsidiaries.) 
Whereas these Latin visitors generate much 
foreign exchange activity connected with travel 
and business expenses, they also serve as a very 
important conduit for funds belonging to Latins 
who wish to transfer intangible wealth to the 
United States. Such transfers are often motivated 
by fear of political or economic instability in 
Latin America or a desire to avoid exchange 
controls widely prevalent in the region. In addition 
to acquiring foreign deposits, Miami banks have 
begun to finance an increasing proportion of 
exports and imports passing through their area.

Recently, several large internationally oriented 
banks headquartered outside the District have 
obtained approval or are seeking permission to 
establish Edge Act international subsidiaries in 
Miami. Undoubtedly, this interest in Miami by 
these banks stems from the desire to obtain a share 
of the foreign deposits gravitating toward 
Miami. The location and availability of skilled, 
Spanish-speaking personnel have further enhanced 
Miami's advantages for developing banking 
business with Latin America. (In many Latin 
American countries, the activities of branches or 
subsidiaries of foreign banks are restricted in 
varying degrees.) The presence of trade or 
investment subsidiaries of U. S. multinational 
corporations in the Miami area may also be 
an important motivation for this recent interest. 
The parent corporations of these corporate

subsidiaries tend to be important customers of 
the banks seeking to establish Edge Act subsidiaries.

In Nashville, the development of international 
banking activity has only taken place very 
recently. Apparently, the growing demand by 
large industrial customers in the Nashville area 
for international banking services has significantly 
influenced this development. New technological 
developments in ocean and inland shipping—  
which will increasingly enable businesses in the 
Nashville area to avail themselves of water transport 
connections with the Port of New Orleans—  
enhance the possibilities for international trade. 
These developments, in turn, may further spur 
the growth of international banking activity in this 
area.

New Orleans and Mobile have the longest 
tradition of international banking; several banks 
in these cities have international departments 
that date back prior to World War II. The 
importance of foreign trade through these two 
port cities explains the involvement of their local 
banks in international financing. Nevertheless, 
despite traditional involvement, international 
banking operations in these two cities have grown 
little.

Growth and Change in Sixth District 
International Banking Activity

That about thirty District banks have international 
departments, double the number ten years ago, 
suggests the extent to which international banking 
activity in the Sixth District has mushroomed 
during the last decade. Moreover, in the last five 
years, five District banks have extended their 
international operations through foreign branches 
or international banking subsidiaries in the form 
of Edge Act or Agreement Corporations. Other 
District banks may also be considering the 
establishment of foreign branches. In addition, 
several large banks headquartered outside the 
District have recently begun to establish Edge 
Act subsidiaries in Miami.

According to information derived from regular 
reports of condition, a rapid expansion in the 
volume of international activities has naturally 
accompanied the increase in the number of 
banks participating. In fact, District foreign 
correspondent banking activity (as measured by 
deposits due to and due from foreign banks) and 
foreign trade financing (as measured by acceptances 
executed and outstanding) have considerably 
outpaced the national rate of growth in these 
activities. Deposits due to foreign official 
institutions were an exception, however.

Meanwhile, the pattern of District banks' 
international operations has changed substantially. 
Further expansion of their role in receiving 
foreign funds for safekeeping, the development
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national banking activities
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of an investment function for foreigners that 
was virtually nonexistent a decade ago, and a shift 
from service to financing activities underlie 
these changes.

The large and increasing share of private foreign 
nonbank deposits in total short-term liabilities 
(nearly 75 percent) reveals the prominence of the 
safekeeping function in District banks' international 
activities, especially when compared with the 
stable and much smaller share (under 10 percent) 
for the nation as a whole (Table 1a). The 
development of an investment function may be 
inferred from the notable advance in the share of 
liabilities other than deposits, including 
commercial paper, U. S. Government securities, 
certificates of deposit, collections, and other items 
held for the account of foreigners. The upsurge 
of these activities— augmented by the expansion

T y p e s  o f  A c t i v i t i e s
By either lending their name or specialized re
sources, banks provide a number of services for 
facilitating the transfer of funds internationally. 
Trading in foreign exchange involves the purchase 
and sale of foreign paper currency, checks, bank 
drafts, and telegraphic transfers for making re
mittances to and from foreigners. Although banks 
trade in foreign exchange mostly for their cus
tomers, they also purchase or sell foreign ex
change, either spot or forward, to balance their 
own positions, thereby avoiding possible losses 
arising from changes in exchange rates. Banks also 
collect payments for their customers' drafts or 
other claims on foreigners and for foreigners' 
drafts or other claims on U. S. residents.

The service provided by opening letters of credit 
plays an extremely important role in facilitating 
foreign trade. A letter of credit is an instrument 
guaranteeing that a bank will honor drafts drawn 
upon it, up to a certain limit and within a certain 
time period, provided stipulations set forth in the 
letter of credit are met. For example, at the request 
of a domestic importer, a bank will open a letter 
of credit benefiting a foreign exporter from whom  
the domestic importer is about to purchase goods. 
Upon receiving the letter of credit, the foreigner 
ships the goods and, at the same time, draws a 
draft on the U. S. bank for payment under the 
letter of credit. The draft may be either a sight 
draft, in which case the bank will credit funds on 
receipt, or a time draft, in which case the bank 
will pay the foreigner at its maturity (e.g., 90 or 
180 days). In both instances, before making pay
ment, the bank will have received the funds from 
the domestic importer. A security agreement, 
which is an integral part of the letter of credit, 
assures that the importer will reimburse the bank.

In addition to letters of credit opened for the 
purpose of facilitating payment of financing of 
international trade, banks also issue standby letters 
of credit. Although a standby letter of credit 
creates a contingent liability on the part of a bank, 
as does an import or export letter of credit, the 
issuing bank does not ordinarily anticipate making 
a payment. A standby letter of credit may be 
issued when, for example, a bank has a very credit
worthy customer to whom it cannot grant a loan 
at a given moment, perhaps because of insufficient 
funds. Notwithstanding, the bank might still issue 
a standby letter of credit to a foreign bank or a 
nonbank foreigner that has funds to lend but 
who is not able to judge the credit-worthiness of 
the domestic bank's customer.

In addition to the service functions just de
scribed, banks may loan their funds for financing 
foreign trade or make other types of foreign in
vestments. For example, banks may discount drafts 
drawn under letters of credit (known as bankers' 
acceptances), discount or purchase other types of 
drafts underlying a trade transaction, or make 
direct loans to exporters or importers.

A  bank may create an acceptance, for example, 
when an importer needs financing to pay for im

Due from Foreign Banks

District

Due to Foreign Banks

Due to Foreign Official Institutions

Acceptance Liabilities

i i i i i i i i i i
’60 ’62 ’64 ’66 ’68 ’70
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ported goods until sold domestically, but the 
terms of the letter of credit call for the foreign 
exporter to draw a draft for payment at sight. In 
this instance, the importer may draw a draft on 
the bank that opened the letter of credit, com 
mitting the bank to pay the face amount of the 
draft at a future date. The bank, by stamping "A c 
cepted" on the face of the draft, officially recog
nizes a commitment to pay the face amount at 
maturity. The bank may then discount the draft, 
adding a fee for creating the acceptance, and then 
credit the importer's account with the proceeds. 
After selling the goods, but before maturity of 
the acceptance, the importer will reimburse the 
bank for the face value of the acceptance. The 
bank may either hold the acceptance until ma
turity, thereby earning interest on its funds com 
mitted, or may rediscount the acceptance in the 
bankers' acceptance market.

In cases when the letter of credit stipulates 
that payment for imports be made through a time 

■ draft, the foreign exporter may, nevertheless, de
sire to obtain funds immediately. In such in
stances, the bank may discount the time draft 
and credit the exporter with immediate funds. 
Again, the bank may hold the instrument until 
maturity or rediscount the draft in the market for 
bankers' acceptances.

For domestic export customers, banks may also 
discount or make advances against time drafts 
drawn on foreign banks or trade drafts drawn 
directly against a foreign importer. Normally, this 
latter type of draft, involving no letter of credit 
or bank obligation, is used when the foreign im
porter is a trustworthy and regular customer of 
the domestic exporter. In discounting trade drafts, 
a bank ordinarily retains the right of recourse 
against the U. S. exporter if the foreign importer 
defaults on his payment.

Besides providing an additional source of earn
ings, international services and financing also gen
erate deposits for banks. For instance, foreign 
central banks, which utilize dollars as a form of 
international reserves, often hold dollar reserves 
in the form of deposits with U. S. commercial 
banks. In return for such deposits, U. S. banks 
often provide services and financing to residents 
or governmental agencies of the country in which 
the central bank is located. Foreign banks also 
hold correspondent balances with U. S. banks in 
order to facilitate international transfers of funds. 
The level of such balances may be partly a func
tion of the services rendered by the U. S. bank to 
the correspondent. O f course, U. S. banks also 
maintain balances with their foreign correspon
dents for similar reasons. (Normally, these bal
ances are denominated in the domestic currency 
of the foreign bank, but, occasionally, they may 
also be denominated in U. S. dollars.) Foreign 
businesses and individuals also maintain deposits 
with U. S. banks for working balances (i.e., for 
effecting payments to or receiving payments from 
U. S. residents or other foreigners), for compensat
ing balances against advances or loans, or for 
avoiding risks of loss from political or economic 
instability in their own countries.

T A B L E  1a

Liabilities to Foreigners Reported by Banks in the 

Sixth District and the U. S.
(Percent of Total)

Sixth United
District States

Short-Term Liabilities 1961 1970 1961 1970
Deposits of foreign banks 
Deposits of official 

institutions .......................
135.5 116.0 138.4

33.2

10.7
Deposits of other 

foreigners ......................... 60.4 73.4 8.8 8.7
Liabilities other 

than deposits .................. 4.0 10.5 52.9 47.5

Total ......................... 100.0 100.0 100.0 100.0

Note: Figures are for end of year and may not add to
100 percent because of rounding.

Sources: Federal Reserve Bulletin and monthly reports to 
U. S. Treasury

T A B L E  1b

Claim s on Foreigners Reported by Banks in the 

Sixth District and the U. S.
(Percent of Total)

Sixth United
District States

1961 1970 1961 1970
Short-Term Claims

Collections outstanding 86.9 45.3 14.8 22.5
Loans to foreign banks ) 13.6 15.9
Loans to official } 4.6 } 21.6

institutions .................. I 7.9 1 1.1
Loans to all other

foreigners .................... 6.5 13.6 13.1 11.3
Other claims .................... .9 13.9 38.1 43.2
Claims payable in

6.0foreign currencies . . . 1.0 5.6 12.5

Total ......................... 100.0 100.0 100.0 100.0

Note: Figures are for end of year and may not add to 100 
percent because of rounding.

Sources: Federal Reserve Bulletin and monthly reports to 
U. S. Treasury

o f foreign  bank correspondent balances— brought  
short-term  liabilities to foreigners to a level three 
tim es as large as c la im s on  foreigners by 1970, 
w hereas in 1961, short-term  liabilities exceeded  
total c la im s by on ly  40 percent.1

The shift from  service to financ ing activities, 
e v idenc ing a m ore venturesom e attitude tow ard  
international banking, is inferred from  changes

1 These figures understate the District total. Only banks 
for which the average of either short-term liabilities 
to foreigners, short-term claims on foreigners, long-term 
liabilities to foreigners, or long-term claims on 
foreigners for the previous six months equals or 
exceeds $500,000 report the items in that respective 
category.
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in the structure o f c la im s on foreigners. For 

exam ple, w hereas D istrict banks reported on ly  
short-term  cla im s on foreigners in 1961, they n ow  
hold  a third o f their c la im s on foreigners in the 
form  o f long-term  assets (Table 1b). In addition, 
by expand ing all categories o f loans to foreigners, 
District banks have show n  an increasing  
w illingness to com m it their ow n  funds for foreign  
financing. In contrast, co llection s outstanding, 
w hich  prim arily  reflect a service for custom ers  

not directly invo lv in g  a com m itm ent o f bank  
funds, have declined  considerab ly  as a p roportion  

of c la im s on foreigners. The relative expansion  

of cla im s payable in foreign  currencies also  

indicates that D istrict banks have been m ore  
w illin g  to deal w ith foreign  exchange risks.

N o tw ith stand in g  the m arked changes in the 
structure o f cla im s on foreigners, D istrict banks 
still tend to be less venturesom e than banks in the 
nation as a w hole. This is evidenced by the m uch  
larger p roportion  o f co llection s ou tstand ing to 
total short-term  cla im s reported in 1970 by D istrict 
banks (45.3 percent) com pared  to the nation  
(22.5 percent).

In order to fill som e  o f the gaps in the 
in form ation  regularly gathered from  District 
com m ercia l banks, this Bank recently conducted  
a detailed survey o f D istrict international banking. 
The survey covered a w ider range o f international 
activities than those show n  on either reports o f 
cond ition  or m onth ly  Treasury reports on liabilities 

to and cla im s on foreigners and inc luded  banks 

not m ak ing the latter reports. The survey obta ined  
in form ation  on  thirty-tw o banks— inc lu d in g  six 

that had no international departm ent— but 
excluded the activities o f foreign  branches or 
Edge A ct and A greem ent Corporations. The results 

o f the survey, especia lly  w hen com pared  with  
the results o f a sim ilar survey conducted  in 1961, 
reveal several sign ificant trends not directly  
observable  from  the regularly reported sources 
o f in form ation  (Table 2).

Perhaps the m ost notable find in g  w as the 
m arked shift in the orientation  o f trade financ ing  
from  exports to im ports betw een 1961 and  1970, 
ind icated by the rise o f  the share o f im port  
financ ing  from  39 percent to 63 percent o f total 
trade financing. The rapid grow th o f im port  
financ ing through the refinancing of sight drafts 
draw n under letters o f credit vis-a-vis other 
directly identifiable types o f trade financing (loans, 
advances, d iscou n ting  o f tim e drafts under letters 
of credit, and d iscou n ting  o f trade drafts) prim arily  

accounts for this shift. The shift from  export to 
im port financ ing w o u ld  be reduced but not 
elim inated if guaranteed or insured loans to 
foreigners w ere a lso  considered as a form  of 
export financing. This orientation tow ard im port  
financ ing  is su rprising because, in both 1961 
and 1970, less than 35 percent o f total trade

passing through  D istrict ports consisted  o f im ports.
T w o  deve lopm ents m ay have p layed a role in 

this shift. First, the rapid increase in the n um ber o f 
new ly created international ban k in g  departm ents 
m ay have added  m ore to the grow th  o f im port 

financing, w h ich  norm ally  results in a cla im  on  

dom estic  custom ers, than to export financing, 
w hich  norm ally  results in a c la im  on foreigners. 
This preference for im port financ ing  is inherent in 

the greater risks in exercising c la im s on  foreigners 
and the greater fam iliarity w ith dom estic  custom ers  
by banks new ly entering the field. A  larger 

percentage increase in the n um ber of banks issu ing  

im port letters o f credit betw een 1961 and 1970  
than in the n um ber issu ing export letters o f credit 
provides som e support for this view. Secondly, the 
m id-decade  introduction  o f the Vo lun tary  Credit 
Restraint Program , w h ich  provides gu ide line  ce il
ings for bank c la im s on foreigners, m ay have  
caused banks to channel their efforts m ore tow ard  
f inanc ing im ports, since the resulting cla im s 
norm ally  w o u ld  not be subject to gu ide line  

ceilings.
The survey find in gs also  suggest that D istrict 

banks have becom e m ore fam iliar w ith techniques  
characteristic o f international financing. Thus, 
acceptance financ ing o f both exports and im ports  
under letters o f credit transactions has grow n  
m uch m ore rapidly than financ ing  through  direct 

loans, advances, and discounts. The use o f the 
standby letter o f credit has a lso  ach ieved c o n 
siderable im portance, but this techn ique— w hich  

originated in international finance— is n ow  used  
m ore by D istrict banks for dom estic  than for 
international transactions.

In add ition  to the m ore traditional acceptance  

f inanc ing o f exports and im ports under letters of 
credit, several D istrict banks w ith  larger interna
tional departm ents have a lso  m oved  into other 
financ ing activities. For exam ple, they n ow  m ake a 
substantial v o lu m e  o f loans to foreigners under  
o ffic ia lly -sponsored  insurance or guarantee p ro 
grams. M o st  o f these loans are insured under the 
Foreign C redit Insurance A ssoc ia tion  (FC IA ) or are 
guaranteed by the Export-lm port Bank, an agency  
of the U. S. G overnm ent. Loans guaranteed under  
D epartm ent o f D efense  and A ge n c y  for In terna
tional D e ve lo p m e n t (A ID ) p rogram s, how ever, are 
virtually nonexistent in the District. A  few  D istrict 
banks have a lso  purchased partic ipations in loans 
m ade to foreigners by  other institutions. Som e  o f 
these loans are m ade by the Export-lm port Bank  

or international le nd in g  institutions such as the 
W o r ld  Bank or the In ter-Am erican  D e ve lo p m e n t  
Bank, but the m ajor p roportion  consists o f 
participations in syndicated credits m ade  by c o m 
m ercial banks.

Som e  D istrict banks have com m itted  other 
funds to foreigners, either by p ro v id in g  credits 
not directly related to trade or by p urchasing
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T A B L E 2
Annual Volume of Selected Foreign Services and

Financing by Sixth District Banks
1961 and 1970

1961 1970
Reporting

Banks
Volume
($1,000)

Reporting Volume 
Banks ($1,000)

FOREIGN EXCHANGE
Foreign currency and travelers checks, purchases, and sales 11 9,004 a 20 3,466
Sales of drafts on foreign banks and other remittances abroad 

Drawn on own foreign co rre sp o n d en t.................................... 13 57,139 b 16 14,612
Under protection of domestic co rresp o n d en t....................... 13 10,654 b 25 19,869

Sales of dollar drafts on foreign banks0 
Drawn on own foreign co rre sp o n d en t.................................... n.a. n.a. 15 14,968
Under protection of domestic co rresp o n d en t....................... n.a. n.a. 23 34,373

Payments to domestic accounts on foreign o r d e r .................. 10 38,623 23 620,021
Forward c o n t r a c t s ................................................................................ } 5 I 606

9 53,845

Other ........................................................................................................ J I 10 88,541

COLLECTIONS
O u tg o in g .................................................................................................. 12 67,521 27 153,125
Incoming ............................................................................................... 10 19,253 23 66,774

LETTERS OF CREDIT
Travelers ............................................................................................... 11 882 25 2,731
Export and import letters of credit o p e n e d ................................ 14 74,344 29 301,864

Im p o r t .................................................................................................... 11 44,896 29 254,561
E x p o r t .................................................................................................... 10 8,313 19 42,588

O w n .................................................................................................... 10 3,003 8 9,032
Foreign banks’ letters of credit c o n firm e d ....................... 10 5,310 17 27,604

Drafts paid or accepted for domestic im p o rte rs ....................... 10 23,552 24 204,444
Sight .................................................................................................... 9 14,853 20 140,831

R e f in a n c e d ...................................................................................... 6 5,908 10 59,604
Time .................................................................................................... 8 8,933 18 51,815

D isco u n te d ...................................................................................... 10 5,069 14 11,691
Drafts paid or accepted for domestic e x p o rte rs ....................... 9 5,568 19 36,370

Sight .................................................................................................... 9 5,023 17 29,660
Own letters of c r e d it .................................................................... 7 1,053 8 3,649
Foreign banks' letters of credit co n firm e d ....................... 8 3,715 12 20,414

Time .................................................................................................... 6 545 14 6,738
D isco u n te d ...................................................................................... 8 509 9 4,875

Standby letters of credit
In favor of foreign banks and private fo re ig n e rs .................. n.a. n.a. 11 19,933
In favor of domestic r e s id e n t s .................................................. n.a. n.a. 20 37,699

OTHER ACCEPTANCES CREATED
Bills of exchange accepted for foreign banks and

drafts accepted to finance goods stored in or shipped 
between foreign c o u n t r ie s ...................................................... n.a. n.a. 7 6,362

LOANS AND DISCOUNTS
Loans to im p o r te r s ............................................................................. 8 8,020 13 18,328
Loans and advances to e x p o rte rs .................................................. 8 4,798 14 32,527 d
Exporters’ drafts discounted (not arising out of letters 

of credit) ........................................................................................... 11 24,248 8 13,003
Insured or guaranteed loans to fo re ig n e rs ................................ n.a. n.a. 8 4,512
Purchase of loan p a rtic ip a tio n s...................................................... n.a. n.a. 5 3,133

OTHER CREDITS TO FOREIGNERS AND PURCHASE OF
FOREIGN SECURITIES
Debt of foreign affiliates of U. S. corporations, 

foreign corporations, foreign banks (excluding 
correspondent balances), and foreign official institutions n.a. n.a. 10 22,813

n .a . N o t a v a ila b le
a  I n c lu d e s  c h e c k s  o th e r  th a n  t r a v e le r s  c h e c k s
b No d is t in c t io n  m a d e  b e tw e e n  fo re ig n  c u r r e n c y  a n d  d o l la r  d r a f t s
c  In th e  c a s e  o f  a  fo re ig n  c u r r e n c y  d ra f t ,  t h e  fo re ig n  b a n k  p a y in g  th e  d r a f t  r e im b u rs e s  i ts e lf  b y  d e b it in g  th e  

b a la n c e  o f th e  U. S. b a n k  d ra w in g  th e  d ra f t .  In t h e  c a s e  of a  d o l la r  d ra f t ,  t h e  fo re ig n  b a n k  a c c e p t s  t h e  d ra f t  
n e o u s ly  m a k in g  p a y m e n t  in t h e  lo ca l c u rr e n c y .  It th e n  r e c e iv e s  r e im b u r s e m e n t  th ro u g h  a  d o l la r  c re d i t  to  its  
b a la n c e  w ith  t h e  U. S. b a n k  d ra w in g  th e  d ra f t .

c o r r e s p o n d e n t  
w h ile  s im u lta -  
c o r r e s p o n d e n t

d I n c lu d e s  a d v a n c e s  u n d e r  c o lle c t io n s
S o u rc e :  S p e c ia l  S u rv e y s  by  R e s e a rc h  D e p a r tm e n t,  F e d e ra l  R e s e rv e  B a n k  o f A tla n ta
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T A B L E  3

Foreign Correspondent and Agency Relationships 

of Sixth District Banks, 1970

Balances Due to Correspondents
Reporting

District
Banks

Foreign
Correspondents

Dollar
Value

($1,000)

Balances Due From Correspondents
Reporting Dollar

District Foreign Value
Banks Correspondents ($1,000)

Agency Relationship Only
Reporting 

District Foreign 
Banks Correspondents

Europe 23 261 9,892 18 107 1,105 24 1,234

Canada 14 33 4,106 18 37 2,459 22 63

Latin America 18 375 16,396 8 17 645 23 1,307

Asia 13 41 2,255 ) ) 23 553
f 3 r 9 > 29

Africa \ \ ) I J 10 133
r 8 > 32 > 1,443

Other J J 1 .6 13 394 19 357

Total 23 742 34,092 21 183 4,632 25 3,647

Source: Special survey by Research Department, Federal Reserve Bank of Atlanta

T A B L E  4

Foreign Trade Financing
of Sixth District Banks in 1970

Letters of Credit Funds Committed

Reporting
Banks

Average %  
Per Bank

Reporting
Banks

Average %  
Per Bank

Imports
Europe ........... . 24 23 16 23
Latin America 15 26 9 29
Asia ................ . 23 58 16 67
Other .............. . 6 5 2 5

Total ......... . 24 100 16 100

Exports
Europe ........... . 16 20 11 32
Latin America 18 66 14 72
Asia ................ . 11 30 8 12
Other .............. . 10 6 8 6

Total 19 100 15 100

Source: Special survey by Research 
Reserve Bank of Atlanta

Department, Federal

foreign securities. W hereas som e credits are 
m ade to foreign  affiliates o f U. S. corporations  
and foreign corporations, they m ostly represent 
claim s on foreign banks and foreign official 
institutions.

G eo grap h ic  O rientation  of 
International Bank ing Activities

A s m ight be expected, because of geographical 
proxim ity, D istrict banks have close financial ties 
with Latin Am erica. A cco rd in g  to the m onth ly  
reports on liabilities to and cla im s on foreigners 
m ade by District banks, Latin Am erica  accounts 
for over 70 percent o f total c laim s on foreigners 
and for nearly 90 percent of total liabilities to 
foreigners. M u c h  less im portant are Europe, w ith 9 
percent of total c laim s and 7 percent of total 
liabilities, and Asia, w ith 11 percent of claim s and  
3 percent of liabilities.

The survey results on foreign correspondent  
relationships, letters o f credit issued, and export 
and im port financ ing also confirm  the im portance of 
Latin Am erica in District activity. O ther geograph ic  
areas, however, also assum e im portance for certain 
types of activities. Thus, Latin Am erica  accounts for 
about half the num ber of foreign banks h o ld ing  
correspondent balances w ith District banks and  
for about half of the do llar value of foreign  cor
respondent balances held w ith District banks 
(Table 3). But European and Canad ian  banks also  
hold  a substantial vo lu m e of balances w ith District 
banks. O n  the other hand, District banks place the 
largest share of their correspondent balances 
abroad with C anad ian  banks. A  som ew hat lesser

vo lu m e of balances is spread a m o n g  a larger 
num ber of European banks. The lim ited balances 

with Latin Am erican  banks p robab ly  reflect a 
tendency for paym ents to that region to be m ade  
in do llars because of the instability o f various Latin 
currencies.

Latin Am erica again leads in the num ber of 
banks w ith w hich  D istrict banks m aintain on ly  
an agency relationship. (An agency relationship  
involves a form al arrangem ent to p rovide certain  
correspondent services w ith transfers o f funds
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m ade through  an interm ediary bank.) European  

banks ho ld  a c lose second place.
Surprisingly, D istrict banks issue a large vo lum e  

o f letters o f credit and finance a substantial am ount  
o f trade w ith Asia, despite the relatively sm all role 
of A sian  banks in correspondent relationships 
(Table 4). In fact, A sia  apparently  leads in the 
v o lu m e  o f letters o f credit and in financing under
ly ing D istrict imports. Europe and Latin A m erica  
have an approxim ate ly  equal share in m ost o f the 
rem ainder o f these transactions. O n  the other 
hand, Latin A m erica  heavily dom inates export 
transactions. The concentration  o f trade financing  
w ith these three areas con form s reasonably w ell to 
the ge ograph ic  pattern o f exports and im ports 
through  Southeastern  ports.

The im portance o f A sia  and Europe in im port 
financ ing revealed by the survey does not really 
conflict w ith the overw he lm in g ly  dom inant  
position  o f Latin Am erica  revealed by the reports 
on bank c la im s on foreigners. Because im port 
financ ing norm ally  results in c la im s on dom estic  
residents, it does not show  up on these m onth ly  
reports. Export financing, on the other hand, 
generally  results in cla im s on foreigners. Therefore, 
the survey find ings confirm  the role o f Latin 
A m erica  in export financing, as ind icated by the 
m onth ly  reports.

The lim ited am ou nt o f D istrict trade financing  

vis-a-v is C an ad a  (reflecting the lim ited im portance  
o f D istrict trade w ith that country) suggests that the 

size o f C an ad ian  bank correspondent relationships 
w ith D istrict banks m ust rest upon  a substantial 
am ou nt o f nontrade activity. S ince C anada  im ports 

large am ounts o f capital from  the U. S., these 
correspondent balances m ay reflect transfers 
o f D istrict funds to C anada  for investm ent and  
transfers o f returns on such investm ents back to 
District residents.

Factors U n derly in g  the D eve lop m e n t  
o f In ternational Ban k in g

U n dou bted ly, the Southeast's above-average rate 
o f e con om ic  grow th, reflected in rapid expansion  
of its foreign  trade, has been a m ajor force in 
spurring the grow th and diversification of the 
region 's international ban k in g activities. Yet, 
District banks are now here near having deve loped  
their full potential in international operations.
In 1970, they accounted  for on ly  about one-half 
of one  percent o f bankers' acceptances ou tstand ing  
in the U. S. and, for other activities for w hich  
com parison s are possib le, they rarely accounted  for 

m ore than one  percent of the national total. In 
contrast, D istrict ports in 1970 accounted  for 10 

percent o f total foreign  trade.
A  num ber of D istrict banks have either initiated 

or expanded international services and financing  
to m aintain their com petitive  position  vis-a-vis

large internationally oriented banks headquartered  
outside  the District. The latter banks have used  
their international experience to attract purely  
dom estic  business from  n on bank ing  and corre
spondent ban k in g custom ers o f larger D istrict banks. 
Iron ically, the very rapid increase in the vo lu m e  
of international activity of these large outside  
banks and their severe personnel p rob lem s have 
put D istrict banks in a better position  to com pete  

for international business by offering m ore efficient 
services to local custom ers.

In recent periods o f credit stringency, com p eti
tion for funds, w h ich  has led banks to seek access 
to the Eurodollar market, has added  sign ificantly  
to the im portance o f international ban k in g activ i
ties. The search for Eurodollars to meet this c o m 
petition by som e D istrict banks has also am plified  
the im portance o f their international departm ents 
and, in som e cases, has led to the establishm ent 
of foreign branches.

Several D istrict banks, du ring the last few  years, 
have received private funds from  Latin Am erica  
for safekeeping purposes. This in flow  o f deposits 
has been greatly facilitated by the geograph ical 
proxim ity o f the D istrict to Latin Am erica. M o re 
over, in return for he lp ing to channel these 
deposits to D istrict banks, foreign correspondent 
banks in Latin Am erica  have gradually  increased  
their dem ands for international services from  
District banks.

Future Prospects

A lth o u gh  the D istrict has w itnessed a rapid rate 
of grow th in international banking activity du ring  
the last decade, this grow th has com e from  a very 
sm all base. Yet, considering the character of 
recent grow th, international activity of D istrict 
banks appears to be entering a new  phase that 
m ay help the D istrict to expand its share o f the 
national total.

Current grow th in D istrict international banking  
stem s from  three sources: (1) the diversification o f 
activities by several banks that have typ ically had at 
least five years o f international experience, (2) 
the form ation  of Edge A ct subsid iaries by large 
banks headquartered outside  the District, and (3) 
the rapid expansion  in the num ber of new ly created 
international departm ents.

By expand ing and d iversify ing their financing  
activities, banks w ith veteran international depart
m ents have tended to shift their em phasis away  
from  service functions. Several o f these banks are 
now  extend ing their operations through the estab
lishm ent o f foreign  branches and Edge A ct or 
Agreem ent subsid iaries. (Foreign branches perm it 
banks to obtain  foreign  funds for financing exports, 
purchasing foreign  securities, or m ak ing other 
credits available to foreigners w ithout exceeding
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their Vo lun tary  Foreign C redit Restraint program  

(VFCR) gu idelines. C la im s on  U. S. residents 
arising ou t o f  im port financ ing  are not constrained  
by the V F C R  guidelines. Edge A ct and A greem ent  
subsid iaries p rovide  flexibility in location  and in 
m akin g  overseas investm ents that m ay not be 
availab le to the parent bank.) A s these new  
branches and subsid iaries begin  to operate at full 
sw ing, they shou ld  add  considerab ly  to the vo lu m e  
of international activity carried out by D istrict  
banks.

The Edge A ct subsid iaries o f banks head 
quartered outside  the D istrict sh o u ld  add  sign if
icantly to this v o lu m e  for at least tw o reasons:
First, the experience and w o rld w id e  connections  
o f their head offices sh o u ld  generate business 
not readily availab le to D istrict banks. Secondly,

com petition  from  such Edge A ct subsid iaries shou ld  

stim ulate D istrict banks to take a larger role in 
international activity than they w o u ld  have other
wise.

Those D istrict banks recently entering the 

international field have typ ica lly  con fined  them 
selves m ostly  to such service function s as issu ing  
letters o f credit and p ro v id in g  co llection  facilities, 
a lthough  som e m ay a lso  accept substantial am ounts  
of deposits from  non bank  private foreigners. A s  
these new er international departm ents becom e  
m ore fam iliar w ith international finance and as they 
overcom e any reservations their top  m anagem ent  
m ay have, they w ill p robab ly  expand and diversify  
their f inanc ing activities, thereby con tribu ting  
further to an acceleration o f the vo lu m e  o f inter
national activity in the District. ■

A P P E N D IX

Selected Characteristics o f International 
Departm ents o f Sixth D istrict Banks

The survey questionnaire also attempted to obtain information 
that might provide some insight into the general character of 
international departments of District banks. For instance, the 
survey revealed that international departments are relatively new 
in the District. Thus, eleven banks have had an international 
department for five years or less, while another six have only had 
a full-fledged international department for six to ten years. Three 
banks, however, have had international departments for more 
than forty years.

Consistent with their fledgling status, most international 
departments tend to be relatively small, as measured by their 
officers and employees. The results indicate that the number of 
international officers in Districl banks ranged between one and 
twelve, with a mean of three. International officers ranged from 
less than 1 percent to about 12 percent of total bank officers, 
with a mean of about 4 percent. Nonofficer employees in 
international departments ranged from one to forty, with a mean 
of nine; they ranged from .2 percent to 10 percent of total bank 
employees, with a mean of 2 percent.

Only 14 banks have a formal sales program for promoting foreign 
trade financing; however, most banks provide some type of 
information related to international transactions. Types of informa
tion most commonly furnished are concerned with foreign exchange 
rates, credit information on foreigners, Government insurance 
programs for exports, and export opportunities. A number of 
banks also provide information on U. S. Government regulations 
and foreign exchange outlook, but very few give information on 
shipping and prices and quality of foreign commodities.

Survey information indicates that District banks conduct most 
of their letters of credit and trade financing activities with large 
firms. 1 Thus, for import letters of credit opened, eighteen banks 
reported that more than half their business was done with large 
firms, but only eight banks reported that more than half their

1A large concern is defined as: (1) a retailer with annual sales 
of $100,000 or more; [2) a wholesaler with annual sales of $400,000 
or more; (3) a manufacturer with S00 or more employees.

business was done with smaller firms. Most banks also reported that 
the majority of funds committed for financing imports were 
to larger firms.

Twelve banks indicated that over 50 percent of their letters 
of credit opened or confirmed were for larger exporters; in fact, 
seven of these indicated that from 75 to 100 percent of their 
letters of credit were in this category. On the other hand, only 
eight banks reported that more than 50 percent of their letters 
of credit issued or confirmed for exports were for small exporters. 
Regarding funds committed for financing exports, the results were 
more nearly even. Six banks reported that they committed over 
75 percent of their funds for financing exports to small firms, 
and six banks reported that they committed over half of their 
funds for financing exports to large firms.

In opening and confirming export letters of credit, District 
banks tended to carry out their business with wholesalers and 
manufacturers, although very few banks issued more than 50 
percent of their export letters of credit to either of these two 
types of customers. In most cases, banks reported that less than 
10 percent of export letters of credit opened or confirmed were 
for retailers. A few banks specialized in letters of credit for 
nonspecified types of customers who did not fall into these three 
categories. Funds committed for financing exports followed much 
the same pattern as export letters of credit.
Whereas the opening of export letters of credit served a variety 

of customers, most import letters of credit were opened for 
wholesalers. Thus, nine banks reported that they opened from 
50 percent to 75 percent of their import letters of credit for 
wholesalers, and eleven banks reported that they opened 76 
percent to 100 percent for wholesalers. About twelve banks reported 
that up to 20 percent of their import letters of credit were 
opened for retailers, and nine reported that up to 25 percent 
of their import letters of credit were opened for manufacturers. 
Funds committed for financing imports also favored wholesalers 
overwhelmingly. Nevertheless, a number of banks granted a 
substantial amount of funds to manufacturers for financing imports.

Import items most frequently financed were foodstuffs, textiles, 
clothing, shoes and leather goods, lumber, steel, electrical 
equipment, wigs, chinaware, furniture, novelties and gift items, 
farm equipment, and machinery. Major export items financed were 
lumber, grain, cotton, textiles, foodstuffs, automobiles, aircraft, 
tractor parts, electrical equipment, machinery, and boats.
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