
EDGE CORPORATIONS: A  Microcosm of 

International Banking Trends

The growing and changing role of U . S. banks in 
international finance is closely reflected in the recent 
proliferation of Edge A ct Corporations and their 
activities abroad. A n Edge A ct Corporation is a 
banking subsidiary organized under Section 2 5 (a ) of 
the Federal Reserve A ct to conduct international 
banking and financing operations. The styling is 
derived from the name of Senator W alter Edge of 
New Jersey, the sponsor of the 1919 legislation au
thorizing the Federal chartering of these institutions, 
largely by way of improving the competitive position 
of U. S. banking institutions in international markets. 
Earlier legislation in 1916 had permitted the state 
chartering of such institutions, which have since come 
to be known as Agreement Corporations because they 
must agree to observe the same limitations and re
strictions as those applicable to Federally chartered 
Edge A ct subsidiaries. The primary restriction on 
both types of Edge subsidiaries is that their business 
must be confined to international banking and finance.

Early History1 D u ring  the 1920’s there w ere 18 
Agreement and Edge A ct Corporations in the United 
States, but this number diminished sharply during 
the depression of the 1930’s, falling to only three at 
one point. By the beginning of W orld  W ar II six 
were in operation, the same number that existed as 
late as 1959. Following this long period of eclipse, 
however, Edge subsidiaries reemerged in the 1960’s 
to play a prominent role in the present international 
banking boom. By June*30, 1973, there were 97 such 
organizations, 91 of which were Edge A ct Corpora
tions and 6 of which were Agreement Corporations.

Primary Advantages E dge C orporations have 
traditionally enjoyed two main advantages over other 
forms of international banking: the ability to conduct 
an international banking business in a different loca
tion from the parent bank, even across state lines 
and the ability to acquire and hold equity interests in 
corporations not engaged in business within the 
United States. Corresponding to these two principal 
advantages, two kinds of Edges have evolved : an 
in-house holding company type and an out-of-state 
banking type. In 1966, however, the Federal Reserve 
Act was amended to permit national banks to invest 
directly in foreign banks. This change represented a 
major erosion in the traditional advantage of the

1 For a more complete account of the history of international 
banking in the United States see “U. S. Banking Abroad” in this 
Bank’s 1970 Annual Report.

Edge Corporation. A  second and more serious ero
sion occurred with the 1970 amendments to the Bank 
H olding Company A ct of 1956, as implemented by 
Regulation Y  of the Board of Governors. One 
amendment permitted bank holding companies to 
invest in any company in which an Edge Corporation 
may invest other than one that accepts deposits in the 
United States. In other words, bank holding com 
panies were permitted investments previously denied 
to commercial banks but permitted to their Edge sub
sidiaries. W ith the adoption of these two amend
ments, either banks or bank holding companies could 
acquire, foreign equity interests formerly limited to 
Edge Corporations.

W ith perhaps the most important advantage of 
Edge subsidiaries virtually eliminated, bankers were 
forced to reevaluate the role of such subsidiaries to 
determine whether the remaining advantages war
ranted their cost— the m ajor cost being a minimum 
capitalization requirement of $2 million. The major 
advantage remaining was the ability to use Edge 
subsidiaries to conduct a banking business in do
mestic financial centers across state boundaries from 
the parent.

Out-of-State Edges T he advantages o f ou t-o f- 
state Edge subsidiaries have apparently been suffi
cient to warrant continued expansion. O f the 97 
Edge Corporations authorized as of June 30, 1973, 
42 were wholly-owned banking type subsidiaries of 
out-of-state banks. Furthermore, there has been an 
increasing tendency for the larger U. S. banks to 
operate more than one Edge subsidiary in financial 
centers in different parts of the country. A  large 
international bank, for example, may have Edges in 
New Y ork, Chicago, Miami, San Francisco, or Los 
Angeles, and perhaps Houston.

The proliferation of multiple Edges by the larger 
banks has disturbed at least one member of the Board 
of Governors of the Federal Reserve System. Gover
nor Andrew F. Brimmer was quoted in the March 9,
1972, American Banker as fo llow s: “ I look at inter
national financial centers as windows on the world, 
but a bank doesn’t need an office in every such win
dow .”  Governor Brimmer went on to indicate that 
he saw no need for limits on the number of banks 
having Edge subsidiaries, particularly if the banks 
were regional banks operating a unit in New Y ork  
City. He apparently believes that every bank is en
titled to a New Y ork  presence; but elsewhere, he
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would limit banks to one Edge per region. Under 
Governor Brimmer’s proposal, the United States 
could be split into four regions: the Eastern Sea
board, the W est Coast, the Gulf Coast, and the 
Middle W est. Under this regional concept, banks 
would be limited to the formation of only one Edge 
tffeit, on the East Coast, with the exception of New 
l$5rk City. Governor Brimmer believes that this 
plari'Wcmld' help to avoid regional concentrations as 
well as i^ew Y ork  concentrations o f international 
busiA e^% fthin  a select group of large banks.

Governor Brimmer’s personal proposal points out 
the dilemma raised by the ability of banks to estab
lish Edge A ct subsidiaries across state lines. On 
the one hand, this ability has enabled the larger re
gional banks to establish a New Y ork presence, 
thereby helping to broaden the base of this country’s 
international banking structure. On the other hand, 
this ability has enabled the huge New Y ork  banks to 
establish Edge units in other areas in order to com 
pete with the regional banks on their home ground 
for their local international customers. Whether 
greater concentration or decentralization of the inter
national financial business has resulted is not known 
at this time. It does appear, however, that the estab
lishment of Edge subsidiaries in regional centers, 
such as Houston, for example, has increased com pe
tition among banks in those locations. A fter the 
initial shock, local bankers have realized that do
mestically their national divisions had long been 
competing with the New Y ork banks for accounts 
and that this new entry into the local market for 
international banking services should make them look 
to improving their own operations.

F ifth  D istrict P articipation  W ith in  the Fifth 
Federal Reserve District, the Edge A ct rush has not 
yet occurred on a large scale, but there are indica
tions of increased interest in the use of this vehicle. 
At present only three Edge Act subsidiaries are

domiciled within this District, two in Virginia and 
one in North Carolina. One of the Virginia Edge 
Corporations is operated by its parent bank primarily 
as a representative in the Virginia ports area; the 
other Virginia Edge subsidiary operates generally as 
the international department for its parent holding 
company and the subsidiary banks that share in its 
ownership. The North Carolina Edge Corporation 
is engaged in foreign lending and investing as a 
supplement to the parent bank’s international activity. 
T w o other Fifth District banks own minority inter
ests, with 16 other banks, in Allied Bank Interna
tional, an Edge unit in New York.

This year has witnessed an increased interest by 
Fifth District banks in the use of the Edge vehicle 
to provide an out-of-state presence. In the early 
part of this year a Fifth District bank, presently 
having an Edge unit, opened a second Edge C or
poration in New Y ork  C ity; another bank has re
ceived permission to do so. Both of these subsidiaries 
will conduct a general international business.

W hile Fifth District banks are showing an interest 
in New York-based Edge units, there have also been 
indications by major money-center banks of an inter
est in a Fifth District presence. New Y ork  banks 
have investigated the ports of Baltimore and Ham p
ton Roads as possible sites for the establishment of 
Edge Corporations. Fifth District banks active in 
the international market should be aware of the possi
bility of this new competitive force.

In conclusion, it is fair to say that there is the 
beginning of an awareness by Fifth District banks of 
the need to serve large clients on a national and inter
national scale through Edge A ct Corporations in 
financial centers other than the parents’ primary 
market areas. It also appears that m ajor interna
tional banks have shown some interest in the Fifth 
District as a potential market area.

Douglas H . Lemmonds
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