
*

FEDERAL RESERVE  BANK  
O F  D A L L A S

February 19, 19&5
To All Banks
In the Eleventh Federal Reserve District:

VOLUNTARY CREDIT RESTRAINT PROGRAM

In our circular of February 10, the Balance of Payments Program of President 
Johnson was summarized and a few comments were made concerning the role of the Federal 
Reserve and the banking system. At a meeting in Washington on February l8, 1965, a 
number of the Nation’s leading bankers met with the Board of Governors and Reserve 
Bank Presidents to review this program. Copies of the comments of Secretary Dillon, 
Chairman Martin, and Governor Robertson and the staff presentation used at this meeting 
are attached.

The fact of a continuous deficit in the United States balance of payments over 
the past seven years is well known. However, the principal causes of the deficits have 
shifted so that in 196  ̂the outflow of private capital accounted for more than the 
total deficit. Of special importance this past year were the large increases in 
short-term and long-term bank credit extended to foreigners which, together, caused an 
outflow of $2 billion, or twice as great as in any previous year. Steps taken over 
the past few years have reduced the balance-of-payments impact of our foreign aid pro
gram and have decreased the volume of foreign capital issues placed in our markets. We 
must now take steps to reduce private capital outflows, particularly in the form of 
bank loans for nonexport financing, and to achieve this a new voluntary credit restraint 
program is being developed.

The commercial banks of the Nation are being asked to voluntarily hold their 
aggregate increase in foreign credits to within 5 percent of the total outstanding on 
December 31, 19^. To achieve this target while supplying all credits needed for ex
port financing, loans for nonexport purposes will have to be minimized. Rollovers of 
short-term credits and maturing long-term loans should provide the needed flexibility 
to meet the target. A reporting system utilizing mainly existing reports will be 
needed to enable the Reserve Banks to follow the progress of the program.

In addition, commercial banks are being asked to scrutinize all loan, invest
ment, and transfer work to make sure that the spirit of cooperative compliance is ob
served. We expect banks to refrain from moving existing foreign loans to nonbank 
lenders so that further foreign loans can be accommodated, and we hope that you will 
encourage your customers to use equal discretion in their investment and loan activi
ties .

It is absolutely essential that the United States improve its balance-of- 
paynents position during 1985* We know you recognize the need and will cooperate in 
our efforts to help the President's program.

Yours very truly,

Watrous H. Irons
President
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