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1970 VOLIMTARY FOREIGN CREDIT 
RESTRAINT PROGRAM

To the Banks, Nonbank Financial Institutions 
and Other Firms Addressed in the Eleventh 
Federal Reserve District:

The Board of Governors has amended the Federal Reserve Foreign 
Credit Restraint Guidelines to clarify and to generalize principles developed 
previously in specific cases under -which domestic subsidiaries of U.S. banking 
institutions may offset certain foreign borrowings against the foreign assets 
that are subject to guideline restraint.

Under the amendments domestic subsidiaries of Edge Act and Agreement 
Corporations of U.S. banks, in calculating their foreign assets which are to be 
consolidated with those of their parents and thereby made subject to guideline 
ceilings, may deduct any of the subsidiaries' foreign borrowings which are out
standing and which had an original maturity of three years or more.

The principle was first laid down by the Board in April 1968, when it 
authorized an Edge Act Corporation to make an investment abroad through its domes
tic subsidiary outside the guideline ceiling to the extent it financed the investment
with funds raised abroad at terms of at least three years. The principle has been
reaffirmed in later specific authorizations. The amendment gives the principle 
general applicability.

The opportunity to offset foreign borrowings against foreign assets has 
been confined to the "second-tier" domestic subsidiaries of banks, that is, to 
domestic subsidiaries of Edge Act or Agreement Corporations, and not extended to 
banks or their Edge Act or Agreement Corporations, and has been limited to bor
rowings of three years or more. Such borrowings might have adverse balance-of- 
payments effects if, in the absence of these limits, they led to a substitution 
of deposits, or of short-term investments, by foreigners in the United States.

The full text of the amendments described above and of related modifica
tions in the guidelines is enclosed.

The amendments are effective as of May 13> 1970.

Yours very truly,

P. E. Coldwell

President

Enclosure

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



BALANCE OF PAYMENTS PROGRAM 

Revised Guidelines

For Banks and Nonbank Financial Institutions 
Amendment, May 13, 1970

New Sub-Section II-A-7

7. Foreign Borrowings. In principle, the restraints 

under these guidelines are imposed on gross foreign assets, 

including gross claims on foreigners. However, certain 

liabilities to foreigners may be counted as offsets to 

foreign assets only where the liabilities arise from borrowings 

abroad that substitute for direct investment capital outflow 

from the United States and are not likely to substitute for 

foreign deposits, or for short-term foreign investments, in 

the United States. Such offsetting may be done in the manner 

described below.

a. Banks and Edge Act, and Agreement, Corporations.

A bank, an "Edge Act" Corporation, or an "Agreement" Corporation 

may not count its borrowings from, or its other liabilities to, 

foreigners as offsets to its claims on foreigners and other 

foreign assets.

b. Domestic subsidiaries. A domestically-chartered 

subsidiary (for example, a so-called Delaware subsidiary) of an 

Edge Act Corporation or of an Agreement Corporation may count

the outstanding amount of its borrowings from foreigners as offsets 

to its claims on foreigners and to its other foreign assets, 

provided those borrowings are of an original maturity of three 

years or more. Such borrowings would include debentures, promissory 

notes, or other debt obligations of the domestic subsidiary to a 

foreigner. The amount of the offset at any time would be equal
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to the amount of the outstandings after deducting (i) any 

repayments of principal and (ii) in the case of convertible 

debt issues, any conversions. This offsetting principle may 

be used to reduce the value of foreign assets of the subsidiary 

in computing the value of assets to be consolidated for reporting 

purposes with those of the parent institution; any excess of 

outstanding borrowings of the subsidiary over foreign assets 

of the subsidiary may not be used to reduce the reportable 

value of foreign assets of the parent institution.
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Substitute Section II-D-4

*4. Foreign Branches and Foreign Subsidiaries of U.S.
Banks and Banking Institutions

a. The guidelines are not designed to restrict the 

extension of foreign credit by foreign branches of U. S. banks

or by foreign subsidiaries of U.S. banks, Edge Act Corporations, 

or Agreement Corporations, except as the result of the restraints 

on banks (including Edge and Agreement Corporations) with respect to 

foreign credit to, or foreign investment in, such branches or subsidiairies.

b. Total claims of a bank's domestic offices on its 

foreign branches and foreign subsidiaries (including permanent 

capital invested in, as veil as balances due from, such foreign 

branches and foreign subsidiaries) represent bank credit to for

eigners for purposes of the guidelines.

*The corresponding provision that is superceded read as 

follows:

4. Foreign Branches of U.S. Banks

a. The guidelines are not designed to restrict the 

extension of foreign credits by foreign branches of U.S. banks if 

the funds utilized are derived from foreign sources and do not 

add to the outflow of capital from the United States.

b. Total claims of a bank's domestic offices on its 

foreign branches (including permanent capital invested in, as well 

as balances due from, such branches) represent bank credit to 

foreigners for the purposes of the program.
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New Sub-Section II-D-5

5, Domestic Subsidiaries of Edge Act and Agreement 
Corporations

The foreign assets of domestically-chartered subsidiaries 

of Edge Act Corporations and of Agreement Corporations (net of 

foreign borrowings offset under II-A-7-b, above) should be 

consolidated with the foreign assets of the parent for purposes 

of the guidelines.

Note: For full text of guidelines, see Federal Reserve Bulletin
of January 1970 (pages 11 ff), and Bulletin of March 1970 (page 311).




