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Mr* Chairman and Members o f the Subcommittee, I apprec ia te 

t h i s o p p o r t u n i t y to respond, on beha l f o f the Federa l Reserve Board, 

t o the i n v i t a t i o n t o r e p o r t on the Vo lun ta ry Fore ign C red i t R e s t r a i n t 

Program. I t has been almost two and a h a l f years s ince I l a s t 

appeared before t h i s Subcommittee to per form the same assignment* 

The Subcommittee asked t h a t I rev iew the p o s i t i v e and 

negat ive impacts o f the Vo lun ta ry Fore ign C r e d i t R e s t r a i n t Program - -

or the VFCR as i t i s g e n e r a l l y known - - on the U.S. balance o f payments 

and to d iscuss the need to ma in ta in t h i s program i n the l i g h t o f 

p rospec t i ve balance o f payments developments• I t a l so asked f o r 

whatever i n f o r m a t i o n the Board might have on the a c t i v i t i e s o f U.S. 

commercial banks i n moving l a rge amounts o f s h o r t - t e r m funds i n t e r -

n a t i o n a l l y i n l a t e A p r i l and e a r l y May o f t h i s year . I n gene ra l , 

the Subcommittee wanted t o know what r o l e U.S. commercial banks 

played i n the c a p i t a l f lows t h a t apparen t l y l ed German a u t h o r i t i e s 

to a l l ow the exchange r a t e o f the Deutsche mark to f l o a t , I w i l l 

dea l w i t h these two t o p i c s i n t h a t o r d e r . 

The Vo lun ta ry Fore ign C red i t R e s t r a i n t Program 

The Vo lun ta ry Fore ign C red i t R e s t r a i n t Program i s essen-

t i a l l y a request t h a t U.S. f i n a n c i a l i n s t i t u t i o n s r e s t r a i n t h e i r 

c a p i t a l o u t f l o w by l i m i t i n g loans to f o r e i g n e r s and the a c q u i s i t i o n 

o f investments abroad. The VFCR i s pa r t o f a Government-wide e f f o r t 

t o s t reng then the U.S. balance o f payments, and i t has been i n e f f e c t 

s ince March, 1965. The c e n t r a l f ea tu re o f the program i s a set o f 
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Gu ide l ines issued to U.S. banfccs and nonbank f i n a n c i a l i n s t i t u t i o n s 

by the Federa l Reserve Board. A t the beginn ing o f 1968, the Board 

rece ived by Execut ive Order a u t h o r i t y to make the program mandatory. 

However, the banks and o ther f i n a n c i a l i n s t i t u t i o n s have g e n e r a l l y 

responded w e l l to the Board 's request f o r t h e i r coopera t ion , and the 

Board has chosen to keep the program on a v o l u n t a r y b a s i s . 

The program i s one o f th ree sets o f r e s t r a i n t s on U.S. 

c a p i t a l o u t f l o w . The o ther two a r e : the I n t e r e s t , E q u a l i z a t i o n Tax 

(app l y i ng to purchases by Americans o f f o r e i g n s tock , bonds, and 

o ther e q u i t y and debt s e c u r i t i e s ) ; and the Fore ign D i r e c t Investment 

Program ( r e g u l a t i n g funds supp l ied by U.S. co rpo ra t i ons to t h e i r 

overseas a f f i l i a t e s ) . I w i l l not d iscuss the l a t t e r two programs. 

But I must s t r ess t h a t the VFCR i s i n t e r r e l a t e d w i t h bo th o f these 

programs, and any assessment o f the e f f e c t s o f the VFCR must take 

i n t o account these r e l a t i o n s h i p s . 

Each bank and each nonbank f i n a n c i a l i n s t i t u t i o n i s asked 

to keep i t s loans t o f o re igne rs and i t s o ther investments abroad 

w i t h i n l i m i t s . Each i n s t i t u t i o n , i n making loans and investments 

under these c e i l i n g s , i s to g i ve p r i o r i t y to c r e d i t s t h a t f inance 

U.S. expor ts and t h a t meet the f i n a n c i n g needs o f deve lop ing 

c o u n t r i e s . 

I n a d d i t i o n to observ ing the o v e r a l l c e i l i n g s , the i n s t i -

t u t i o n s are asked to observe a d d i t i o n a l r e s t r a i n t s on c a p i t a l o u t -

f low to the developed coun t r i es o f c o n t i n e n t a l Western Europe and 
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l esser r e s t r a i n t s on ou t f l ows to deve lop ing c o u n t r i e s . Exemptions 

are prov ided f o r o u t f l o w to Canada and f o r expor t c r e d i t r e l a t e d to 

Eximbank f i n a n c i n g . 

Changes have been made i n the program from t ime to t ime, 

but i t s p r i n c i p a l f ea tu res are today the same as when i t was es tab-

l i s h e d i n e a r l y 1965. For the Subcommittee's i n f o r m a t i o n , I submit 

a f u l l e r d e s c r i p t i o n o f the program i n an appendix to my s ta tement . 

E f f e c t o f the VFCR Program on the U.S. Balance o f Payments 

There i s a s u b s t a n t i a l body o f s t a t i s t i c a l and o ther i n f o r -

mat ion on which we can draw to a s c e r t a i n the poss ib le p o s i t i v e and 

negat ive impacts o f the VFCR on the balance o f payments. However, 

i t must be understood t h a t i t i s imposs ib le t o do an exac t ing assess-

ment because o f data d e f i c i e n c i e s and a n a l y t i c a l problems. 

W i th these l i m i t a t i o n s i n mind, we can focus i n i t i a l l y on 

t rends i n assets sub jec t t o r e s t r a i n t . On December 31, 1964, the 

base date f o r c a l c u l a t i n g the Gu ide l i ne c e i l i n g s , t o t a l f o r e i g n assets 

he ld by banks were almost the same as they were on the most recen t 

r e p o r t i n g da te : $9,495 m i l l i o n a t the end o f 1964 f o r 154 banks, 

compared to $9,536 m i l l i o n on A p r i l 30, 1971, f o r 169 banks (see 

Table 1 ) . As shown by year-end da ta , f o r e i g n assets sub jec t t o VFCR 

c e i l i n g s have f l u c t u a t e d w i t h i n a narrow range throughout the pe r iod 

o f the program. 
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The r a t h e r s t ab le l e v e l of assets sub jec t to the r e s t r a i n t s 

con t ras t s markedly w i t h the r a p i d increase i n bank- repor ted ho ld ings 

o f f o r e i g n assets i n the years immediate ly preceding the program. 

I n the pe r i od 1961-63, U.S. bank c la ims on f o r e i g n e r s rose from $6.9 

b i l l i o n t o $9.0 b i l l i o n , a ga in of about $1 b i l l i o n each yea r . Th is 

was a pe r i od du r i ng which i n t e r e s t ra tes were compara t i ve ly low i n 

the Uni ted S ta tes . I n 1964, the l e v e l jumped by another $2.4 b i l l i o n , 

p a r t l y r e f l e c t i n g the f a c t t h a t the IET had j u s t been imposed but d i d 

not ye t cover bank l end ing . Once the VFCR was i n s t i t u t e d i n the e a r l y 

pa r t of 1965, the r a p i d r i s e ceased, and — apar t f rom s h o r t - r u n 

f l u c t u a t i o n s — has not resumed. 

The observed t rends should not obscure the v a r y i n g i n f l u e n c e 

of a r e s t r i c t i v e U.S. monetary p o l i c y on U.S. bank f o r e i g n l end ing . 

For example, i n 1966, aggregate VFCR c e i l i n g s were r a i s e d , but mone-

t a r y p o l i c y became r e s t r i c t i v e . Bank f o r e i g n assets d e c l i n e d , and 

banks a t the end of the year had la rge VFCR lend ing leeway. I n 1967, 

monetary p o l i c y eased, and banks increased t h e i r f o r e i g n asse ts . 

Dur ing 1968, the impact of monetary p o l i c y v a r i e d g r e a t l y . However, 

a t the beg inn ing of 1968, there x*as a t i g h t e n i n g of the VFCR and the 

Department of Commerce Fore ign D i r e c t Investment Program. By the end 

of the yea r , banks had reduced t h e i r f o r e i g n assets more than requested 

under the VFCR. The r e d u c t i o n was probably a t t r i b u t a b l e bo th t o the 

r e s t r a i n t program and to monetary p o l i c y changes. I n 1969 and 1970, 
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there were increases i n f o r e i g n assets sub jec t to r e s t r a i n t . The 

VFCR c e i l i n g s were increased tw ice du r i ng 1969, bu t a cont inued 

r e s t r i c t i v e monetary p o l i c y and h igh domestic demand fo r money i n 

1969 he ld down the o u t f l o w o f bank funds. As monetary p o l i c y eased 

i n 1970, the re was a l a rge change i n the banking sec to r o f the U.S. 

c a p i t a l account , banks repa id a la rge p a r t o f t h e i r bor rowings, but 

they d i d not increase t h e i r c la ims on f o r e i g n e r s . 

Fur ther Impact o f the VFCR on C a p i t a l Flows 

One can a lso ge t an i n d i r e c t i n d i c a t i o n o f the poss ib le 

e f f e c t o f the VFCR by t r a c i n g the behavior o f the banks1 f o r e i g n 

lend ing compared to t h e i r t o t a l l end ing . Claims on f o r e i g n e r s by 

U.S. banks would have been about $16.6 b i l l i o n a t the end o f 1970 — 

ins tead o f $13.8 b i l l i o n — i f they had grown a t the same r a t e as 

t o t a l domestic loans and investments o f Reserve C i t y member banks. 

Moreover, the p r o j e c t e d end-of -1970 l e v e l probably would have been 

even h igher i f we take account o f the r e l a t i v e l y g rea te r emphasis o f 

U.S. banks on f o r e i g n markets . That emphasis has been r e f l e c t e d i n 

p a r t i n the r a p i d es tab l ishment o f U.S. bank branches and s u b s i d i a r i e s 

overseas. 

The VFCR program has been e s p e c i a l l y h e l p f u l i n r e s t r a i n i n g 

bank l end ing to r es i den t s o f the developed coun t r i es o f c o n t i n e n t a l 

Western Europe. Spec ia l VFCR r e s t r a i n t s apply to these c o u n t r i e s : 
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Non-export term loans are not t o be made a t a l l , and s h o r t - t e r m non-

expor t c r e d i t s are t o be kept to w i t h i n 75 per cent o f t h e i r end -o f -

1967 l e v e l . Non-export term loans ou ts tand ing t o these Western 

European coun t r i es when the s u b s i d i a r y r e s t r a i n t was in t roduced i n 

l a t e 1967 have by now been r e p a i d , and no new ones have been gran ted 

over the past 3 -1 /2 years . Sho r t - t e rm non-expor t c r e d i t s to these 

coun t r i es have been sha rp l y r e s t r a i n e d by the s u b c e i l i n g a t a l e v e l 

o f about o n e - h a l f b i l l i o n d o l l a r s . 

The VFCR Program and Expor t F inanc ing 

As Members o f t h i s Subcommittee know, there has been 

cons iderab le d i scuss ion o f the t rea tment o f expor t c r e d i t s under 

the VFCR bank program. Consequent ly, i t might be h e l p f u l to focus 

on the issue a t t h i s p o i n t . F i r s t , the p r o v i s i o n s on expor t c r e d i t s 

are o f a lesser degree o f r e s t r a i n t ; i n f a c t , there are v i r t u a l 

exemptions i n some cases. Second, the poss ib le impact o f the p ro -

gram on expo r t s , as w e l l as on expor t f i n a n c i n g , i s an e s s e n t i a l 

element o f the e v a l u a t i o n o f the balance o f payments e f f e c t s o f 

the program. 

I n the f a l l o f l a s t year , the Board, w i t h the ass is tance 

o f the Department o f Commerce and the Federa l Reserve Banks, con-

ducted a survey o f commercial banks and o f expo r te rs t o determine 

the poss ib le e f f e c t s i n 1970 o f the VFCR on expor ts and expor t 

f i n a n c i n g . The survey ob ta ined r e p l i e s from banks account ing f o r 
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over n i n e - t e n t h s o f bank f o r e i g n l end ing . The r e p l i e s were checked 

i n every poss ib l e case aga ins t the r e p o r t s o f expo r te rs i d e n t i f i e d 

by the banks, and another sampling was taken o f expo r te rs across 

the coun t ry * The survey i n d i c a t e d t h a t there was no s i g n i f i c a n t loss 

o f expor ts as the r e s u l t o f the VFCR, I n v i r t u a l l y every i ns tance , 

U»S. expor te rs were ab le t o o b t a i n adequate f i n a n c i n g f o r t h e i r 

shipments — i f no t through f i nanc i ng from one U.S. bank, then from 

another , or from sources abroad, 

I submit a copy o f the r e p o r t o f the survey f o r the Subcom-

m i t t e e ^ r e c o r d . 

E a r l i e r , I noted t h a t a l l banks, as w e l l as a l l nonbank 

f i n a n c i a l i n s t i t u t i o n s , were asked, i n us ing t h e i r c e i l i n g s , t o g i ve 

p r i o r i t y t o c r e d i t s t h a t would f inance U.S. e x p o r t s . Th is p r i o r i t y 

was e s t a b l i s h e d to ensure c r e d i t where i t i s e s s e n t i a l t o make 

expor t s a l e s . 

I n q u i r i e s were made l a t e l a s t year o f banks r e p o r t i n g under 

the VFCR program, and the Board 's s t a f f produced a study which shows 

how t h i s request f o r p r i o r i t y t reatment has been c a r r i e d o u t . The 

s tudy , the s t a f f noted, i s n e c e s s a r i l y q u a l i f i e d , s ince the re are 

l i m i t a t i o n s on the a b i l i t y t o separate expor t c r e d i t t o f o r e i g n e r s 

f rom o the r c r e d i t t o f o re i gne rs and s ince there are o ther data problems. 

However, i t appeared t h a t 16 per cent o f banks1 ho ld ings 

o f f o r e i g n loans sub jec t t o the VFCR c e i l i n g s are made up o f expor t 
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c r e d i t s . The expor t c r e d i t f i g u r e i s 22 per cent i f we take both 

expor t c r e d i t s sub jec t to the VFCR c e i l i n g s and expor t c r e d i t s t h a t 

are exempt from the c e i l i n g s by reason o f f a l l i n g w i t h i n the exemp-

t i o n t h a t app l i es to Ex imbank- re la ted and Department o f Defense-

r e l a t e d commercial bank c r e d i t . The p o s i t i o n s o f i n d i v i d u a l banks 

vary g r e a t l y from these averages. I n some cases, banks have no 

expor t c r e d i t s among t h e i r loans to f o r e i g n e r s ; i n o ther cases, the 

overwhelming m a j o r i t y o f t h e i r f o r e i g n assets are made up o f expor t 

c r e d i t s . 

For the Subcommittee's i n f o r m a t i o n , I submit a l so a copy 

o f the s t a f f s tudy to which I have r e f e r r e d . 

W i t h regard to expor t c r e d i t s exempted because they are 

Ex imbank- re la ted , a category which I have mentioned, there has been 

a no tab le growth, p a r t i c u l a r l y over the l a s t year or so . 

From i t s e a r l i e s t days, the program has exempted commercial 

bank loans to f o r e i g n e r s t h a t have been p a r a l l e l e d by d i r e c t c r e d i t s 

o f the Eximbank, or t h a t have been guaranteed by Eximbank, or t h a t 

have been insured by Eximbank fs a f f i l i a t e - - the Fore ign C red i t 

Insurance A s s o c i a t i o n (FCIA). Large ly as a r e s u l t o f recent growth 

i n Eximbank a c t i v i t i e s , commercial bank expor t c r e d i t s exempted from 

the VFCR c e i l i n g s have almost doubled s ince the end o f 1969 and now 

amount to $370 m i l l i o n . 

Since e a r l y 1968, when Canada was exempted from a l l U.S. 

balance o f payments programs, there has been a modest increase i n 
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the o u t f l o w o f U.S. bank c r e d i t t o Canada. One f a c t o r tend ing to 

l i m i t growth i s the r e l a t i v e l y low l e v e l a t present o f borrowing 

costs i n Canada compared w i t h those i n t h i s c o u n t r y . Another i s the 

a c t i o n taken by Canadian a u t h o r i t i e s to prevent Americans f rom 

funne l i ng money through Canada to o ther f o r e i g n areas. 

The VFCR program has s t i m u l a t e d - - and some might say 

"caused" — an impor tan t expansion o f U.S. banking a c t i v i t y abroad, 

i n c l u d i n g the c r e a t i o n and expansion o f branches and s u b s i d i a r i e s 

o f U.S. banks. A f o r e i g n branch, w i t h o u t adverse impact on the U.S* 

balance o f payments and t h e r e f o r e w i t h o u t r e s t r a i n t from the Guide-

l i n e s , can lend abroad w i t h funds ob ta ined abroad. Consequent ly, 

many banks have e s t a b l i s h e d or expanded t h e i r f a c i l i t i e s overseas. 

Th is expansion has been concent ra ted i n the p r i n c i p a l f i n a n c i a l 

centers such as London, but i t has a l so occur red i n some n o n - t r a d i t i o n a l 

cen te rs - - such as Nassau - - as w e l l . 

I t i s hard to es t imate the f u l l e f f e c t , e i t h e r s h o r t - r u n 

or l o n g - r u n , o f t h i s development o f the U.S. banking system. How-

ever , i t i s c l e a r t h a t the a b i l i t y o f banks t o meet the needs o f 

t h e i r customers f o r f i n a n c i a l ass is tance abroad — w i t h o u t r e s t r a i n t 

f rom the Gu ide l i nes - - has been s u b s t a n t i a l l y ensured. 

The VFCR Nonbank Program 

I w i l l not endeavor i n t h i s s tatement to d iscuss the 

i m p l i c a t i o n f o r our balance o f payments o f the nonbank p o r t i o n o f 

the VFCR program, s ince the bu lk o f the f o r e i g n assets he ld by 
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nonbank f i n a n c i a l i n s t i t u t i o n s , being Canadian and i n t e r n a t i o n a l 

i n s t i t u t i o n s e c u r i t i e s , i s exempt from the r e s t r a i n t s . However, I 

am subm i t t i ng i n f o r m a t i o n on the nonbank p o r t i o n o f the program i n 

the appendix to my s ta tement . 

The Program's C o n t r i b u t i o n to the Balance o f Payments 

From a review o f our exper ience s ince e a r l y 1965, when 

the VFCR program was e s t a b l i s h e d , we can see t h a t the r e s t r a i n t s 

have been most e f f e c t i v e when monetary c o n d i t i o n s i n the Uni ted 

Sta tes have eased. Understandably, f o l l o w i n g any easing r e l a t i v e 

to c o n d i t i o n s abroad, U.S. f i n a n c i a l i n s t i t u t i o n s r e a s s e r t t h e i r 

i n t e r e s t i n p l a c i n g funds abroad and, converse ly , p rospec t i ve 

f o r e i g n borrowers are a t t r a c t e d by dec l i nes o f U.S. i n t e r e s t r a tes 

and an easing o f o ther c r e d i t terms and c o n d i t i o n s . 

The program has kept an o v e r a l l l i m i t on c a p i t a l o u t f l o w 

through these i n s t i t u t i o n s , w i t h leeway expanding and c o n t r a c t i n g 

as monetary c o n d i t i o n s here and abroad have changed. U.S. c r e d i t 

has been r e s t r a i n e d most w i t h regard t o f o r e i g n c o u n t r i e s which 

are best ab le to r e l y on non-U.S. f i n a n c i a l resources, p r i n c i p a l l y 

the developed c o u n t r i e s o f c o n t i n e n t a l Western Europe. I n s t i t u t i o n s 

have been asked throughout the pe r i od to g i ve p r i o r i t y to expor t 

c r e d i t , and expor t sa les have not been l o s t because o f the p a r t i a l 

i n c l u s i o n o f expor t c r e d i t i n the program. 
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Banks have made adjustments compat ib le w i t h the r e s t r a i n t 

program so t h a t they can cont inue to se rv i ce t h e i r customers abroad, 

p a r t i c u l a r l y the f o r e i g n a f f i l i a t e s o f American c o r p o r a t i o n s . These 

adjustments have taken the form l a r g e l y o f new, or expanded, f o r e i g n 

bank branches and the use by those branches o f E u r o d o l l a r s . 

Poss ib le O f f s e t t i n g "Leakages11 

An e v a l u a t i o n o f the e f f e c t i v e n e s s o f the VFCR on checking 

c a p i t a l o u t f l o w must take account , not on l y o f the d i r e c t r e s t r a i n i n g 

f o r ce , but o f any negat ive i n d i r e c t e f f e c t s . A g a i n r e f l e c t e d i n one 

balance o f payments account might be o f f s e t — p a r t i a l l y , w h o l l y , or 

even more than w h o l l y - - by a cost r e f l e c t e d i n another balance o f 

payments account . I n our judgment, the re have been no s u b s t a n t i a l 

o f f s e t t i n g losses - - or " l eakages , " as they are sometimes known. 

The area we have looked a t most c a r e f u l l y has been t h a t o f 

expo r t s . As I have a l ready s a i d , we have c a r r i e d ou t ex tens ive 

i n v e s t i g a t i o n s to see whether , and, i f so, to what e x t e n t , the re was 

evidence to s u b s t a n t i a t e the apprehension and a l l e g a t i o n t h a t the 

r e s t r a i n t on expor t c r e d i t has l ed to a loss o f expo r t s . We found 

abundant evidence t o the c o n t r a r y . Responses from banks and 

expor te rs showed t h a t the VFCR has not caused any s i g n i f i c a n t loss 

o f U.S. e x p o r t s . 

Examinat ion o f t h i s and o ther areas i n our i n t e r n a t i o n a l 

accounts which might r e f l e c t o f f s e t s to the d i r e c t c o n t r i b u t i o n s o f 
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the VFCR to the balance o f payments i n d i c a t e s t h a t these o f f s e t s 

have not been o f s i g n i f i c a n t s i ze compared to the balance o f payments 

sav ings . 

Role o f U.S. Commercial Banks i n Recent Short-Term C a p i t a l Flows 

I would now l i k e to t u r n to the Subcommittee's ques t ion 

regard ing the r o l e o f U.S. banks i n the i n t e r n a t i o n a l movements o f 

s h o r t - t e r m funds du r i ng the l a t t e r p a r t o f A p r i l and the f i r s t week 

o f May. We have two se ts o f i n f o r m a t i o n on which we can draw: the 

f i r s t source i s r e p o r t s rece ived from banks covered by the VFCR, and 

the second so ,rce i s i n f o r m a t i o n t h a t can be de r i ved from s t a t i s t i c a l 

r e p o r t s submi t ted weekly by some banks. 

W i t h respect t o the VFCR da ta , the i n f o r m a t i o n r e g u l a r l y 

c o l l e c t e d i s a v a i l a b l e through A p r i l (Table 1 ) . To o b t a i n data f o r 

May, we have prepared a s p e c i a l t a b u l a t i o n cover ing the 49 l a r g e s t banks 

under the program. These data show t h a t i n A p r i l these r e p o r t i n g 

banks increased t h e i r f o r e i g n assets covered by the VFCR by $125 

m i l l i o n , o f which $26 m i l l i o n was f o r expor t term loans . A t the 

end o f A p r i l , t o t a l f o r e i g n assets sub jec t t o the VFCR f o r a l l banks 

were about as l a rge as they were a t the beg inn ing o f the year . 

Our s p e c i a l t a b u l a t i o n f o r May showed t h a t the 49 l a r g e s t 

banks increased t h e i r f o r e i g n assets by about $500 m i l l i o n . 

The r e p o r t s showed t h a t on l y s i x banks had increases o f more than 

$10 m i l l i o n ; most banks had l i t t l e a c t i v i t y , and 16 reduced t h e i r 
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foreign assets. In addition, these banks reported an increase of 

$70 mill ion in foreign claims held for account of their customers ~ 

which would include collections on exports —» and this too was largely 

accounted for by a few banks. 

The data on foreign assets of banks derived from weekly 

s tat is t ica l reports are shown in Table 2. These data ref lect a 

sharp increase in certain foreign assets in the week of May 12, the 

statement week during which the results of transactions undertaken 

at the height of market act ivi ty would appear in the reports. The 

increases were as follows (millions of dollars): 

Balances with foreign banks 165 
Loans to foreign commercial banks 331 
Foreign commercial and industrial loans 201 
Loans to foreign governments and 

o f f i c i a l institutions _41 

738 

There were a number of factors which led to this unusually 

large rise in foreign assets. Probably most important was the use 

by foreign banks and other borrowers of the credit lines that had 

been established with U.S. banks in earl ier periods. Drawings on 

these credit lines may have represented a hedge by the foreign 

borrowers against exchange rate changes, but since the loans are 

primarily in dollars they do not represent foreign exchange act iv i ty 

for the U.S. banks involved. The increase in balances held with 

foreign banks was also unusually large, although i t was substan-

t i a l l y reversed in the following week. In this case, banks may 
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have been a c t i n g both on t h e i r own account and i n order t o be i n a 

p o s i t i o n t o meet the demands o f t h e i r customers. 

I b e l i e v e these data he lp to d e l i n e a t e the r o l e o f the 

banks i n the la rge i n t e r n a t i o n a l c a p i t a l f lows t h a t occurred i n l a t e 

A p r i l and e a r l y May, However, t h i s i s on l y a l i m i t e d pa r t o f the 

t o t a l f low o f c a p i t a l i n t h a t pe r i od . Whi le we cannot measure t h i s 

f low d i r e c t l y , i t was e v i d e n t l y l a r g e . Th is conc lus ion i s c l e a r l y 

suggested by changes i n reserve assets o f major f o r e i g n c o u n t r i e s . 

These reserves - - as recorded — increased by about $1-1 /4 b i l l i o n 

i n A p r i l and by some $4 b i l l i o n i n May — main ly i n the e a r l y p a r t 

o f the month. 

A l though we have t r i e d t o put toge ther the data most r e l e -

vant t o your ques t i ons , I must emphasize t h a t i t w i l l s t i l l be some 

t ime before we have a v a i l a b l e the f u l l se t o f s t a t i s t i c a l r e p o r t s 

w i t h wh ich we can measure a l l the types o f c a p i t a l f lows t h a t enter 

the balance o f payments. 

Concluding Comment 

I would l i k e to conclude by emphasizing again the r o l e o f 

the VFCR and the o ther r e s t r a i n t s on c a p i t a l ou t f l ows under present 

c i rcumstances. Over the l a s t few months, banks have consumed much 

o f the leeway t h a t they have had under t h e i r c e i l i n g s , so t h a t the 

r e s t r a i n t s have pressed i n c r e a s i n g l y on bank o u t f l o w o f funds* The 

l a r g e s t banks, i n p a r t i c u l a r , are j u s t about a t t h e i r General C e i l i n g s . 

There i s every reason t o expect t h a t a s i g n i f i c a n t r e l a x a t i o n or a 

removal o f the Gu ide l i ne r e s t r a i n t s a t t h i s t ime would be fo l l owed 

by a s u b s t a n t i a l ou tpour ing o f funds from the Uni ted S ta tes . 
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Table 1 

1964 1965 1966 1967 
Dec, Dec. Dec. Dec. 

1968 
Dec. 

1969 
Dec. 

1970 
Dec . r 

1971 
Jan. 

1971 
Feb . r 

1971 
M a r / 

1971 
Apr. 

Number of r e p o r t i n g banks 154 161 148 15 i 161 169 171 16S 165 169 169 

General C e i l i n g 1/ 

Aggregate c e i l i n g 
Assets under c e i l i n g 2 / 
Change from previous date 
Apparent leeway 

9,495 
9,973 
9,652 
+157 

321 

10,407 
9,496 

-156 
911 

11,069 
9,865 

+369 
1,204 

9,729 
9,253 

-612 
476 

10,092 
9,398 
+145 

694 

9,968 
9,353 

-45 
615 

9,947 
9,069 

-284 
878 

9,914 
9,073 

+4 
841 

9,908 
9,174 
+101 

734 

9,905 
9,262 

+88 
643 

Export Term-Loan C e i l i n g 3 / 

Aggregate c e i l i n g 
Assets under c e i l i n g 4 / 
Change from previous date 
Apparent leeway 

- -

- - — 

- -

- -

1,264 
16 

1,248 

1,423 
190 

+174 
1,234 

1 ,431 
210 
+20 

1 ,221 

1,425 
218 

+8 
1,206 

1,442 
248 
+30 

1,194 

1,442 
274 
+26 

1,168 

T o t a l General and Export Term-Loan Cei l ings 

Aggregate c e i l i n g s 
Assets under c e i l i n g s 
Change from previous date 
Apparent leeway 

9,495 
9,973 
9,652 
+157 

321 

10,407 
9,496 

-156 
911 

11,069 
9,865 
+369 

1,204 

9,729 
9,253 

-612 
476 

11,356 
9,414 
+161 

1,942 

11,391 
9,543 
+129 

1,942 

11,378 
9,288 

-255 
1,849 

11,339 
9 ,291 

+3 
2 ,099 

11,350 
9,422 
+131 

1,928 

11,347 
9,536 
+114 

1,811 

T o t a l Foreign Assets Held 
for Own Account 5 / 9,719 9 ,958 9,844 10,202 9,844 10,158 10,614 10,262 10,285 10,509 10,634 

Change from previous date - - +239 -114 +358 -358 +314 +456 -352 +23 +224 +125 

1/ P r i o r to December 1969, "Target Cei l ing1 1 . 3 / 0 .5 per cent of repor t ing banks' t o t a l 
2 / T o t a l fo re ign assets reported on Treasury Foreign Ex- assets as of December 31, 1968. 

change Forms B-2 and B - 3 : minus (1 ) amounts held for accounts 4 / See point (4 ) of footnote 2 . 
of customers, (2) loans guaranteed or pa r t i c ipa ted i n by the 5 / T o t a l fore ign assets reported on Treasury 
Expor t - Import Bank, guaranteed by the Department of Defense, Foreign Exchange Forms B-2 and B -3 , plus f o r -
or insured by the FCIA, ( 3 ) beginning March 1968, changes e ign assets held for own account not reported 
a f t e r February 29, 1968, i n claims on residents of Canada held on those forms, minus amounts held for account 
for own account, and (4 ) export term loans (matur i ty over one of customers, 
year ) placed on banks' books a f t e r November 30, 1969, plus f o r -
e ign assets held for own account but not reported on Forms B-2 Note: Data are for end of months l i s t e d , 
and B-3 . 

Vo luntary Foreign C r e d i t R e s t r a i n t s Foreign Assets of United States Banks June 3, 1971 
( d o l l a r amounts i n m i l l i o n s ) 
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Table 2 

SELECTED FOREIGN ASSETS OF U.g, BANKS REPORTED WEEKLY 
( M l l i o n s of do l l a rs ) 

3 10 
March 

17 24 31 7 
A p r i l 

14 21 28 5 
May 

12 19 26 
June 

2 

A. Loans to f o re ign commercial banks (Amt.) 1504 1507 1450 1395 1338 1451 1474 1412 1488 1384 1715 1861 1866 1750 
(Chg *) +3 -57 -55 -57 +113 +23 -62 +76 -104 +331 +146 +5 -116 

Foreign commercial and i n d u s t r i a l loans (Amt.) 2420 2462 2517 2525 2549 2475 2487 2464 2535 2480 2681 2665 2703 2826 
(Chg.) +42 +55 +8 +24 -74 +12 -23 +71 -55 +201 -16 +38 +123 

Balances w i t h f o re ign banks (Amt.) 381 464 476 508 430 531 546 539 585 535 700 563 544 601 

To ta l 
(Chg.) _ +83 +12 +32 -78 +101 -+15 -7 +46 -50 +165 -137 -19 +57 

To ta l (Amt.) 4305 4433 4443 4428 4317 4457 4507 4415 4608 4399 5096 5089 5113 5177 
(Chg.) +128 10 -15 -111 140 50 -92 193 -209 697 -7 24 64 

B. Loans to fo re ign governments and (Amt.) 760 762 757 789 783 770 802 786 805 767 808 800 814 836 
o f f i c i a l i n s t i t u t i o n s (Chg.) +2 -5 +32 z6 -13 +32 -16 +19 -38 441 -8 +14 +22 

TOTAL (Amt.) 5065 5195 5200 5217 5100 5227 5309 5201 5413 5166 5904 5889 592/ 6013 
(Chg.) +130 +5 +17 -117 +127 +82 -108 +212 -247 +738 -15 +38 +86 

Source: Loans to and balances w i t h fore ign banks and loans to fo re ign governments and o f f i c i a l i n s t i t u t i o n s are Weekly Condi t ion Report 
data; f d re i gn commetcial and i n d u s t r i a l loans are from weekly (Federal Reserve) Commercial and I n d u s t r i a l Loans ser ies ; data 
f o r May 26 and June 2 are pre l im inary . 
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OPERATION OF THE 
VOLUNTARY FOREIGN CREDIT RESTRAINT PROGRAM 

The Gu ide l ines fo r the Federal Reserve Vo lun ta ry Fore ign 

C r e d i t R e s t r a i n t Program are d i v i d e d i n t o p rov i s i ons f o r U.S. banks 

and fo r U.S. nonbank f i n a n c i a l i n s t i t u t i o n s . 

Commercial Bank Program 

Each r e p o r t i n g bank has a General C e i l i n g and an Expor t 

Term-Loan C e i l i n g . Each bank i s a l so to observe seve ra l a d d i t i o n a l 

r e s t r a i n t s , i n c l u d i n g a p r o h i b i t i o n on loans to Western Europe o f 

over one year m a t u r i t y (except to f inance expo r t s ) and a l i m i t a t i o n 

on depos i t s or o ther s h o r t - t e r m investments abroad f o r i t s own 

account . P r i o r i t y i s to be g iven to loans to f inance U.S. expor ts 

and which meet the needs o f develop ing c o u n t r i e s . The Gu ide l ines 

exempt loans and investments i n Canada or loans which are r e l a t e d 

to Eximbank programs and seve ra l o ther s p e c i f i c ca tego r ies o f 

f o r e i g n asse ts . 

The p r i n c i p a l f ea tu res o f the program are today the same 

as they were when the program was e s t a b l i s h e d i n e a r l y 1965. F re -

quent changes, however, have been made i n the l e v e l o f c e i l i n g s — 

a few i n t e n s i f i c a t i o n s and more r e l a x a t i o n s . Some changes have been 

made to m i t i g a t e apparent i n e q u i t i e s r e s u l t i n g from an i n i t i a l f r eez ing 

o f the r e l a t i v e lend ing p o s i t i o n s among banks. Canada was exempted 

from the program i n e a r l y 1968, and Canadian a u t h o r i t i e s s imu l taneous ly 

acted to i nsu re t h a t the exemption would not c rea te a pass- through fo r 
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U.S* funds t o o ther areas o f the w o r l d . The most recent change o f 

major importance was the c r e a t i o n o f a separate Export-Term Loan 

C e i l i n g f o r each bank a t the end o f 1969. Th is c e i l i n g prov ided 

added leeway f o r loans o f over one year m a t u r i t y g ran ted t d f inance 

expor ts o f U.S. goods and the performance o f U.S. se rv ices abroad; 

A l l banks i n the Uni ted States are asked to observe the 

VFCR Guide l ines* However, r e p o r t s are asked o n l y from banks which 

have $500,000 or more i n f o r e i g n asse ts . C u r r e n t l y about 170 banks 

r e p o r t monthly (ou t o f almost 14,000 banks i n t h i s c o u n t r y ) . More-

over , 18 o f the r e p o r t i n g banks account f o r about f o u r - f i f t h s o f 

the bank lend ing and investment sub jec t to the r e s t r a i n t s * 

The banks1 aggregate c e i l i n g s amount t o $11.3 b i l l i o n a t 

the end o f A p r i l ; $9.9 b i l l i o n represented the General C e i l i n g , and 

$1.4 b i l l i o n represented the Expor t Term-Loan C e i l i n g . A l s o , a t the 

end o f A p r i l , the re were $9*6 b i l l i o n o f loans ou ts tand ing under the 

combined c e i l i n g s ; $9.3 b i l l i o n were under the General C e i l i n g , and 

$274 m i l l i o n were under the Expor t Term-Loan C e i l i n g , 

The VFCR r e s t r a i n t s apply t o loans and investments f o r the 

account o f the banks. However, banks are requested to d iscourage 

customers from engaging i n c e r t a i n t r a n s a c t i o n s t h a t would be 

i n c o n s i s t e n t w i t h the o b j e c t i v e s o f the VFCR or o f the o ther c a p i t a l 

r e s t r a i n t programs. 
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Nonbank F i n a n c i a l I n s t i t u t i o n s Program 

The nonbank p a r t o f the program a p p l i e s t o seve ra l k inds 

o f s p e c i f i e d f i n a n c i a l i n s t i t u t i o n s , i n c l u d i n g insurahce companies, 

mutual funds, endowment funds, t r u s t departments o f banks, and 

f inance companies• Fore ign assets he ld by these i n s t i t u t i o n s are 

l a r g e * than the f o r e i g n assets he ld by banks. However, on l y a 

minor f r a c t i o n o f these f o r e i g n assets i s sub jec t t o r e s t r a i n t s , 

s ince the p r i n c i p a l investments - - Canadian bonds and l ong - te rm 

s e c u r i t i e s o f i n t e r n a t i o n a l i n s t i t u t i o n s — are exempt. A t the 

end o f l a s t yea r , the 336 r e p o r t i n g nonbank i n s t i t u t i o n s had over 

$15 b i l l i o n i n t o t a l f o r e i g n asse ts , $1-1 /2 b i l l i o n being sub jec t 

to r e s t r a i n t . 

Genera l l y speaking, the Gu ide l i nes f o r the nonbank i n s t i -

t u t i o n s c a l l f o r r e s t r a i n t s s i m i l a r to those app l y i ng to banks. 

However, these r e s t r a i n t s are more e x t e n s i v e l y d i f f e r e n t i a t e d by 

type o f f o r e i g n asset because o f the more v a r i e d nature o f the 

nonbank i n s t i t u t i o n s and o f t h e i r a c t i v i t i e s . 

Severa l changes have been made i n the program s ince i t s 

i n c e p t i o n i n 1965, I n a d d i t i o n to the exemption o f Canada i n 1963 

(and as ide f rom bo th increases and decreases i n c e i l i n g s ) , c e r t a i n 

ca tego r ies o f f o r e i g n assets have been exempted from the nonbank 

Gu ide l i ne r e s t r a i n t s . The l a s t change o f major importance was made 

i n l a t e 1969 when an exemption fo r l ong - te rm investment i n Japan 

was te rm ina ted . Since then, r e s t r a i n t s have a p p l i e d equa l l y to 

such investments i n Japan and i n o ther developed c o u n t r i e s . 
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Data i n the a t tached t a b l e i n d i c a t e the t r e n d o f ho ld ings 

o f f o r e i g n assets by nonbank f i n a n c i a l i n s t i t u t i o n s s ince the beg in-

n ing o f the program. These data show t h a t the VFCR nonbank program 

has r e s t r a i n e d the amount o f assets sub jec t t o the VFCR Gu ide l ines 

he ld by nonbank f i n a n c i a l i n s t i t u t i o n s . On the o the r hand, there 

has been a steady growth i n the t o t a l - - and i n the uncovered 

p o r t i o n - - o f f o r e i g n assets he ld by nonbank f i n a n c i a l i n s t i t u t i o n s . 

Th is increase has centered p r i m a r i l y on c r e d i t s to Canada and the 

deve lop ing c o u n t r i e s . 

The nonbank p a r t o f the program i s a l so o f s p e c i a l impor-

tance i n b u t t r e s s i n g the Department o f Commerce Fore ign D i r e c t 

Investment Program (FDIP). For example, a U*S. d i r e c t i n v e s t o r 

might w ish t o t r a n s f e r funds t o a s u b s i d i a r y i n a less developed 

coun t r y , but might f i n d he had no leeway under the FDIP. I f i t 

were not f o r the VFCR nonbank program, he cou ld ar range f o r a U.S. 

nonbank f i n a n c i a l i n s t i t u t i o n , such as an insurance company, to 

make a loan to h i s f o r e i g n s u b s i d i a r y . However, under the con-

s u l t a t i v e process r e q u i r e d by the VFCR nonbank program, nonbank 

f i n a n c i a l i n s t i t u t i o n s are requested not t o p rov ide f i n a n c i n g t h a t 

would cause the Commerce Department program to be evaded* 

At tachment : Fore ign Assets o f U.S. Nonbank F i n a n c i a l I n s t i t u t i o n s 
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Appendix Table 
Foreign Assets of U.S. Nonbank Financial Institutions 

(dollars in millions) 

I 

Number of 
Reporting 

nstitutions 
Covered 

Liquid 
Assets—^ 
Other 

Noncovered 
Assets 

Total 

1965 Guidelines 
Dec. 1964 584 511 1,234 10,441 12,186 
Dec. 1965 571 276 1,266 11,365 12,907 

1966 Guidelines 
Dec. 1965 571 268 2,912 9,941 13,121 
Sept. 1966 571 208 2,653 10,188 13,049 

1967 Guidelines 
Dec. 1965 572 265 2,239 10,609 13,114 
Sept. 1966 572 208 1,850 11,016 13,074 
Dec. 1966 572 194 1,757 11,153 13,105 

1968 Guidelines-^' 
Dec. 1966 352 189 1,695 10.770 12,654 
Dec. 1967 352 185 1,719 11,659 13,563 

1968 Rev. Guidelines 
Dec. 1967 346 51 1,631 11,885 13,567 
Dec. 1968 346 16 1,427 12,517 13,959 

1969 Guidelines 
Dec. 1968 336 14 1,416 12,508 13,939 
Dec. 1969 336 15 1,241 13,563 14,820 

1970 Guidelines 
Dec. 1969 336 25 1,702 13,086 14,813 
Dec. 1970 336 35 1,478 13,749 15,262 

1/ See table A-4 for shifts in covered/noncovered status of reportable 
assets. 

2/ Reporting requirements changed from $500,000 or more in total foreign 
assets to: (a) $500,000 or more of covered foreign assets or, (b) $5,000,000 
or more of total foreign assets. 
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