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I n tern ati on al Ban ki n g Regs
The Federal Reserve last month
proposed revisions to several interna
tional-banking regulations - those
covering international activities of Edge
Corporations (Regulation K), member
banks (Regulation M), and foreign in
vestments by bank holding companies
(Regulation V). The proposed revisions
would consolidate all international
banking regulations into a single regu
lation entitled International Banking
Operations (proposed Regulation K),
and in that way would facilitate the
banking industry's understanding of,
and compliance with, the Fed's regu
latory requirements.

The principal impetus came from the
passage of the International Banking
Act (I BA) of 1978, which directed the
Federal Reserve to modify its regula
tions covering Edge Corporations.
(These corporations are owned by
banks, are chartered and regulated by
the Federal Reserve, and are limited in
their activities to the field of interna
tional finance.) Edge Corporations may
be established in multiple locations in
the United States, and thus they give
banks a way of providing their custom
ers with international-banking services
from offices outside their home state of
operation.

Edge Corporation regs
The Congressional intent regarding
Edges was specifically stated in the
International Banking Act. The I BA
stated that Edge Corporations shou Id be
better able to "facilitate and stimulate
the export of u.s.goods," and should
be better able to "stimulate compe
tition in the provision of international
banking and financing services
throughout the United States."

To achieve these purposes, the Federal
Reserve has proposed a major amend
ment of its regulations to distinguish a
new class of Edge customers. A corpor
ation would tentatively be defined as
principally engaged in foreign trade if
two-thirds or more of its purchases or
sales are pirectly attributable to foreign
commerce. For this class of customers,
an Edge Corporation cou Id extend
loans and accept deposits, without
regard to whether specific transactions
were trade-related. Past regulatory
practice, requiring each Edge deposit
and loan transaction to be linked to
foreign trade, placed a regulatory
burden on both the banks and the
Federal Reserve. The proposed
revisions would help alleviate this
problem.

In addition, the new regulations would
permit Edge Corporations to finance
the production of U. S. goods desig
nated for export. Previously, Edge
Corporations could finance only the
shipment and storage of export goods,
and not their production. This pro
posed change would enhance their
flexibility in financing u.s.exports,
since a customer could then obtain
both pre-export and export financing
from an Edge Corporation.

A second important proposal would
allow Edge Corporations to establ ish
domestic branches. Edges currently
may establ ish foreign branches, but a
bank must establish separate Edge
Corporations if it wants to conduct
international transactions in multiple
locations in the United States. A few
large banks maintain individual Edge
Corporations in several cities in the
United States. Thus, the current re-

(continued on page 2)
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Corporations to incur the expense and
inconvenience of incorporating indi
vidual entities. Moreover, each Edge's
loan limit for individual borrowers is
based on its own capital, and this res
triction has inhibited participation in
major transactions in the past.

With domestic branches permitted, the
competitive position of Edge Corpora
tions shou Id be enhanced. In that situa
tion, a bank could consolidate its Edge
Corporations into a single entity with a
lending limit based on a larger capital
base. Greater lending limits would
make Edge Corporations more com
petitive in major credit transactions. In
addition, a wider range of smaller
banks could become involved in
foreign-trade financing. They might not
be able to afford multiple Edge Cor
porations, but they would beable to
establ ish domestic branches of Edge
Corporations currently in operation.
Domestic branching by a greater num
ber of institutions offering international
banking services should facilitate
competition in that area.
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involved another important related
change -th e abolition of the statutory
minimum reserve requirement of 10
percent on total Edge Corporation
deposits, regardless of composition of
the deposits. The new reserve require
ments will beat levels comparable to
member-bank requirements. Since
member-bank requirements are well
below 1 0 percent for time and savings
deposits, this change will make Edge
Corporations better able to compete
for such deposits.

Foreign-investment regs
The Federal Reserve Act and the Bank
Holding Company Act give the Feder
al Reserve broad authority to approve
foreign investments by member banks,
bank holding companies, and Edge
Corporations. The investments are
generally limited to banking and
financial activities; however, the
Federal Reserve in the past has permit
ted u. S. banking institutions to invest
in a range of activities abroad, so that
they could compete better with foreign
banks and thereby support the growth
of U. S. foreign commerce.

As part of its current review, the
Federal Reserve is proposing changes
in its approval procedures for foreign
investments. Under the proposed reg
ulations, the Federal Reserve will give
its consent to all investments in any
foreign banking or financial institution
in amounts up to $2 million, or 5 per
cent of the investing institution's
capital and surplus. In those cases
where an investment reaches 1 0 per
cent of the foreign institution's capital
and surplus, the investing institution



'vVGuld be required to provide 60 days
written notice before implementation.
At the end of that period, the invest
ment would be automatically ap
proved unless the Federal Reserve
disapproved the investment or re
quested a full application.

For largerforeign investments, orfor
investments in nonfinancial entities, a
formal application would be required.
To facilitate investors' planning, the
Federal Reserve has included in the
proposed regulation a list of the types
of investments which it had previously
approved - but has made it clear that
the list does not necessarily limit the
types of corporations in which a bank
might invest. Investments in areas not
covered by the list wou Id be approved
in cases where the investing bank could
show that a proposal is of a financial
nature, and is a normal activity for
banks in the country involved.

Other issues
The Federal Reserve has also request
ed public comment on two issues on
which it has not yet taken a position.
Fi rst, i nternational-banki ng regu lations
in the past have prohibited foreign sub
sidiaries of banks, bank holding com
panies, and Edge Corporations from
lending to U. S. residents for domestic
pu rposes, as a means of keepi ng foreign
subsidiaries from circumventing dom
estic banking regulations. But the
increasing integration of world finan
cial and banking markets, with corpor
ations maintaining borrowing and
depositing facilities in several coun
tries, has reduced the distinction
between purely domestic and foreign
customers, and thus has made this pro-
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hibition difficult to interpret. Secondly:
there is the question of whether Edge
Corporations should be permitted to
become member banks - a question
which the International Banking Act
requires the Federal Reserve to con
sider.

With the development of new regu la
tions, the Federal Reserve hopes to
meet several national goals which
Congress intended toachieve through
last year's legislation. In Congress' eyes,
Edge Corporations shou Id have powers
sufficiently broad to enable them to
compete with foreign banks in the Unit
ed States as well as abroad, and to
provide all segments of the u.s.econ
omya means of financing international
trade - exports in particular. In addi
tion, Congress intended that Edge
Corporations should help foster the
participation of regional and smaller
banks in international banking and
finance, and also should help stimulate
competition in making those services
available throughout the United States.

Henry S. Tell'weU
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BANKING DATA-TWELfTH FEDERAL RESERVE DISTRICT
(Dollar amounts in millions)

SelectedAssetsandliabilities
largeCommercial 8anks

Loans (gross, adjusted) and investments*
Loans (gross, adjusted) - total #

Commercial and industrial
Real estate
Loans to individuals
Securities loans

U.s. Treasury securities*
Other securities*

Demand deposits - total#
Demand deposits - adjusted
Savings deposits - total
Time deposits - total#

Individuals, part. & corp.
(Large negotiable CD's)

of Daily Figures
Member Bank Reserve Position

Excess Reserves(+)/Deficiency (- )
Borrowings
Net free reserves(+)/Net borrowed( - )

Federal Funds - Seven large Banks
Net interbank transactions

[Purchases(+ )/Sales (-)]
Net, U.s. Securities dealer transactions

[Loans(+)/Borrowings (-)]

* Excludes trading account securities.
# Includes items not shown separately.

Amount
Outstanding

3/7/79

122,166
99,956
28,993
35,423
20,434

1,787
7,708

14,502
40,163
29,654
29,677
50,662
41,170
18,460

Weekended
3/7/79

7
82
75

+ 1,649

+ 482

Change
from

2/28/79

+ 620
+ 574
- 184
+ 71
+ 20
+ 125
+ 52
- 6
- 319
+ 813
+ 115
- 257
- 189
- 284

W=ekended
2/28/79

20
112
92

+ 1,995

+ 364

Change from
year ago@

Dollar Percent

NA N A

Comparable
year-ago period

89
9

80

+ 1,328

+ 657

@ Historical data are not strictly comparable due to changes in the reporting panel; however, adjustments
have been applied to 1978 data to remove as much as possible the effects of the changes in coverage. In
addition, for some items, historical data are not available due to definitional changes.
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