
FE D E R A L R ESER VE BANK
O F N E W  YO R K

PROGRAM TO RESTRAIN RATE OF BANK-CREDIT EXPANSION  

Request for Cooperation of Foreign-Owned Banking Institutions

To A ll Member Banks, and Others Concerned, 
in the Second Federal Reserve D is tr ic t:

Following is the text of a statement issued by the Board of Governors of the Federal Eeserve 
System for release on June 4:

The Board of Governors of the Federal Reserve System announced today that the attached letter 
[printed below] has been sent by Chairman Arthur F. Burns to about 100 foreign-owned banking institu
tions in the United States. The letter requests their cooperation in assuring that the rate of bank-credit 
expansion in the United States is restrained. The institutions include agencies and branches of foreign 
banks, subsidiary banks and investment companies.

The letter follows an announcement by the Board on May 16 of a series of regulatory measures designed 
to curb the rapid expansion in bank credit.

“ Chief Executive Officer 
U. S. Agency, Branch, Investment Company 

or U. S. Subsidiary Bank

Dear Sir:

I am writing to seek your assistance in ensuring that recent actions taken by the Federal Reserve 
System in the interest of a healthy national economy can effectively accomplish this objective. Moderat
ing inflation in the United States will benefit not only this country but also other nations and the 
international financial system.

As you know, the Board of Governors of the Federal Reserve System recently imposed a marginal 
reserve requirement of 3 per cent — over and above the 5 per cent previously required — on further 
increases in the total of funds raised by member banks from the issuance of (1) single-maturity time 
deposits of $100,000 or more, (2) deposits represented by certain commercial paper obligations such 
as promissory notes, acknowledgements of advance, and due bills, and (3) funds obtained by the bank 
from obligations issued by affiliates and subsidiaries of the bank. In addition, the Board set the reserve 
requirement at 8 per cent on increases, above a base that is being phased out, in certain foreign bor
rowings — primarily Euro-dollars — by U.S. member banks.

We believe that the effectiveness of the Board’s recent actions in combating inflation would be sub
stantially enhanced if you would conform to the 8 per cent reserve on any increase in your borrowings 
from banks abroad, including your head office. With respect to such increases, this treatment would 
parallel the reserves maintained by member banks against similar types of borrowings. For agencies, 
branches, investment companies affiliated with foreign banks, and U.S. subsidiaries of foreign banks, 
we would propose that the 8 per cent reserve be maintained against any additional increases in net 
funds obtained from foreign banks over the amounts obtained on average during the month of May. 
The amounts to be included would consist of net balances due to directly related institutions abroad 
together with net time deposits of and net borrowings from other foreign banks.
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In addition to your cooperation with regard to the 8 per cent reserve on increased borrowings from 
foreign banks, we also invite your cooperation in conforming to the marginal reserve on deposits and 
liabilities noted above (first sentence of the second paragraph). This marginal reserve, as it applies to 
member banks, means that they must maintain additional reserves equal to 3 per cent of any growth 
in the total of the deposits and liabilities specified above in excess of a base amount. The base for 
computing the marginal reserve is the amount outstanding in the week ended May 16, 1973, or $10 
million, whichever is greater.

As in the case of domestic nonmember banks — whom I have already requested to conform to the 
marginal reserve proposals — the additional reserves maintained by an agency, branch, investment com
pany, or subsidiary should be deposited with a member bank of the Federal Reserve System of your 
choosing. The reserves as maintained would include the 8 per cent reserve on foreign borrowings and 
the 3 per cent marginal reserve on the other specified deposits and liabilities. The member bank receiv
ing the deposit will be expected to redeposit 100 per cent of all such balances with its Federal Reserve 
Bank. Operating procedures, and details regarding the appropriate bases, will be provided by the 
Federal Reserve Bank.

I look forward to your cooperation in this voluntary program of credit restraint. Success in com
bating excessive increases in credit in this period is a matter of great national importance.

Sincerely yours,

Arthur F. Burns”

Additional copies of this circular will be furnished upon request.

A l f r e d  H a y e s , 

President.
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