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Com m ent Invited on Proposed Im plem enting Regulation

To All Member Banks, and Others Concerned, 
in the Second Federal Reserve District:

Following is the text of a statement issued February 14 by the Board of Governors of the 
Federal Reserve System:

The Federal Reserve Board today proposed amendments to its regulations governing corpo
rations engaged in international banking and financial operations, known as Edge Corporations. 
These amendments are designed to implement section 3 of the International Banking Act of 1978.

The Board also proposed a series of amendments to its regulations governing the international 
operations of U.S. banks. The proposals would consolidate existing regulation in this area and 
would formalize a number of Board policy positions that have previously been developed on a 
case-by-case basis.

The Board asked for comment on its proposals by April 15, 1979. In making its proposals, the 
Board noted:

Section 3 of the IB A (International Banking Act) contains the first significant amendment to 
section 25 (a ) of the Federal Reserve Act ( “Edge Act” ) since enactment of the Edge Act in 1919. 
In amending the Edge Act, Congress declared that Edge Corporations are to have powers 
sufficiently broad to enable them to compete with foreign banks in the United States as well as 
abroad and to provide all segments of the United States economy a means of financing interna
tional trade, and, in particular, exports. In addition, Edge Corporations are to serve as a means 
of fostering the participation of regional and smaller banks in international banking and financing 
and, in general, to stimulate competition in making those services available throughout the United 
States.

The Board is specifically directed to eliminate or modify any unnecessary restrictions that 
disadvantage Edge Corporations in competing with foreign banks in the United States or abroad 
or that have the opposite effect of discriminating against foreign-owned banking institutions.

The Board has reviewed the affected regulations with the following objectives in mind:
__To comply with the Congressional mandate in the IBA, particularly as it concerns U.S.

activities of Edge Corporations.
— To eliminate obsolete restrictions and to clarify the regulations.
__To incorporate into regulations Board policies previously available only in individual

interpretations and decisions.
__To simplify the regulatory approval process and promote regulatory efficiency.

The principal new elements of the Board’s proposals are:
1. Banking operations in the U nited States:

The proposed regulatory revisions would create for Edge Corporations a new class of inter
national customer whose deposit and loan business would be presumed to be for international 
purposes. Customers having more than two thirds of their purchases or sales in international 
commerce would qualify as international customers.
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Under current rules each deposit and credit transaction by a U.S. resident with an Edge 
Corporation must be directly related to an international transaction. This has meant that Edge 
Corporations were unable to service fully, or to compete effectively for, the business of firms 
specializing in international trade. International customers that meet the new test would be able 
to conduct a full banking business with Edge Corporations. The Board specifically invited 
comment on this aspect of its proposal.

For all customers, Edge Corporations would be permitted to finance the production of U.S. 
goods for exports. Under the current regulation, Edge Corporations may finance the shipment and 
storage of goods for export but not their production. The Board’s proposal would be in furtherance 
of an IBA directive of enhancing the export financing capabilities of Edge Corporations.

2. U.S. offices o f E d g e  Corporations:

As proposed, Edge Corporations would be allowed to establish branches in the United States 
with specific prior Board approval.

Under current regulations, Edge Corporations may establish branches abroad but not in the 
United States. To provide international banking services at different locations in the U.S., banks 
or other sponsors have been required to incorporate separate domestic Edge Corporations.

The proposal would be consistent with the directive in the IBA to make international banking 
and financial services available throughout the United States. It is intended, further, to reduce 
costs and inconveniences arising from multiple incorporations, to promote use of Edge Corpora
tions by smaller and regional banks, and to contribute to the efficiency of Edge Corporations.

3. R egu latory approvals:

The Board’s proposal would provide expanded and simplified procedures for investments by 
banks, Edge Corporations, and bank holding companies. The proposal would grant the Board’s 
general consent for investments of up to $2 million in foreign subsidiaries and joint ventures if 
they are engaged in permissible activities specified in the regulation. Consent would also be 
granted for limited portfolio investments in other companies.

Certain investments that do not qualify for the general consent could be made after 60 days’ 
notification to the Board. All other investments would have to receive the Board’s specific prior 
approval.

The activities specified in the regulation are those the Board has generally allowed foreign 
subsidiaries because they are of a financial character or are related to international banking and 
financial operations.

4. O th er:

The Board also proposed changes in existing limitations on the aggregate liabilities of Edge 
Corporations. Under the proposal, the Board stated that Edge Corporations will be expected to 
maintain adequate capital in relation to the scope and character of their operation but not less 
than 6 percent of total assets in the case of Edge Corporations engaged in banking.

The Board’s proposals do not address the question of lending by foreign subsidiaries to United 
States residents for domestic purposes. The Board, however, requested comment on the appro
priateness of the existing policy which prohibits such loans.

The Board also requested comment on the question whether Edge Corporations should be 
permitted to become members of the Federal Reserve System.
The text of the proposed regulation, to be entitled “ International Banking Operations,” 

was not available at the time this circular was printed. It will soon be published in the F ed er a l  
R e g is te r  and will be mailed to banking institutions in the District at that time. The text may 
also be obtained upon request directed to our Foreign Banking Applications Department. 
Comments on the proposal should be submitted by April 15 and may be sent to that department.

Paul A. Volcker,
President.
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