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The Foreign Bank Supervision
Enhancement Act of 1991

Ann E. Misback, of the Board’s Legal Division,
prepared this article.

On December 19, 1991, the Congress enacted
the Foreign Bank Supervision Enhancement
Act. Based on a legislative proposal drafted by
the Board of Governers of the Federal Reserve
System at the request of the congressional
banking committees, the act was intended to fill
gaps in the supervision and regulation of foreign
banks and to ensure that the banking policies
established by the Congress were implemented
in a fair and consistent manner with respect to
all entities (domestic and foreign) conducting a
banking business in the United States. It estab-
lished uniform federal standards for entry and
expansion of foreign banks in the United States
and substantially increased the role of the Fed-
eral Reserve System in the supervision and
regulation of their U.S. activities. This article
analyzes the objectives of the act and discusses
its implementation.

THE NEED FOR LEGISLATION

Foreign banks with U.S. branches and agencies
were first subjected to federal regulation with
the passage of the International Banking Act of
1978 (IBA). At that time, 122 foreign banks
were operating offices in the United States and
accounted for $90 billion in assets.! The IBA
required these banks to maintain reserves and
generally limited their activities and geographic
expansion in the United States in accordance

1. International Banking Act of 1978: Report of the Senate
Committee on Banking, Housing, and Urban Affairs to
Accompany H.R.10899, 95 Cong. 2 Sess. (Government Print-
ing Office, 1978), p. 2.

with the comparable limitations applicable to
U.S. banking organizations. Based on a policy
of national treatment, the IBA also attempted to
adapt the dual banking system—the U.S. sys-
tem permitting banks to be chartered by either
state or federal authorities—to the unique
characteristics of foreign bank branches and
agencies.

Although it was largely successful in this ef-
fort, the IBA left foreign banks free of certain
federal requirements imposed on U.S. banks.
For example, it did not require prior federal
review of foreign bank entry into the U.S. mar-
ket, nor did it permit a federal role in the termi-
nation of a state-licensed branch or agency of a
foreign bank.

By 1991, the foreign bank presence in the
United States had grown substantially (see
chart). Branches and agencies of approximately
280 foreign banks held aggregate assets of $626
billion, or 18 percent of total banking assets in
this country, and operated 565 offices, the vast
majority of which were state-licensed.2 Cases of
fraud and other criminal activity by some foreign
banks in the 1980s convinced the Federal Re-
serve Board that both state and federal regula-
tors needed to pay greater coordinated attention
to the U.S. offices of these institutions. In par-
ticular, the Board came to believe that prior
federal review of foreign bank entry and expan-
sion in the U.S. market and a federal role in
terminating a branch or agency of a foreign bank
for unsafe and unsound banking practices were
desirable.

2. “‘Statement by J. Virgil Mattingly, Jr., General Counsel,
Board of Governors of the Federal Reserve System, before
the Subcommittee on Consumer and Regulatory Affairs of the
Committee on Banking, Housing, and Urban Affairs, U.S.
Senate, May 23, 1991, Federal Reserve Bulletin, vol. 77
(July 1991), p. 579.
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Growth in the number and assets of foreign banks and
their branches and agencies in the United States,
December 1980-June 1992

Data are plotted from year-end to year-end. The number of foreign countries
with branch and agency operations in the United States was thirty-four in 1980,
forty-nine in 1985, fifty-four in 1990, and fifty-seven as of June 1992.

THE BOARD’S LEGISLATIVE PROPOSAL

On May 9, 1991, the Board sent to the banking
committees a draft bill that was subsequently
introduced in the Senate and the House. The
purpose of the Board’s legislative proposal was
to ‘‘ensure that foreign bank operations in this
country are regulated, supervised, and exam-
ined in the same manner as U.S. banks.”’3 To
this end, the Federal Reserve made several
recommendations in the proposed legislation.

o The draft proposal required federal approval
for foreign banks seeking to establish state-li-
censed branches and agencies or commercial
lending subsidiaries in the United States. The
federal approval requirement was designed to
give the Federal Reserve Board, as the agency
responsible for overall supervision of foreign
banks in the United States, a role in determining
whether such institutions might establish or re-

3. Ibid.

tain a U.S. banking presence. At that time,
foreign banks wishing to establish state-licensed
banking offices were not required to undergo any
federal review or obtain any federal approval
before beginning operations.

e The proposal set forth the standards that
the Federal Reserve would apply in determining
whether to approve the establishment of a U.S.
office of a foreign bank. The key recommenda-
tion was that the Board should be able to take
into account whether a foreign bank was sub-
ject to comprehensive, consolidated supervi-
sion by its home country regulatory authorities
in considering whether to allow the foreign
bank to establish new offices in the United
States. Experience with the Bank of Credit and
Commerce International—whose far-flung op-
erations were not subject to scrutiny on a
consolidated basis by a single regulator—dem-
onstrated the importance of this standard. Ad-
ditional suggested standards included requiring
that the foreign bank have adequate financial
and managerial resources and that the Federal
Reserve have access to sufficient information
on the U.S. activities of the foreign bank and its
affiliates to be able to determine and enforce
compliance with U.S. law. The proposal would
have also required the same standards to be
applied by the Office of the Comptroller of the
Currency (OCC) in licensing new federal
branches or agencies.

e The proposal recommended that prior ap-
proval by the Federal Reserve be required for
foreign banks to establish representative offices
in the United States and that such offices be
examined to ensure that they did not engage in
unlicensed and unsupervised banking.

o The Federal Reserve also requested the au-
thority to terminate the activities of a state-
licensed branch, agency, commercial lending
company subsidiary, or representative office for
violations of law or for unsafe or unsound bank-

-ing practices as a necessary complement to the

requested authority to approve establishment of
such offices.

e The Federal Reserve sought increased au-
thority to examine regularly the U.S. operations
of foreign banks and clear authority to conduct
simultaneous examinations of multiple offices of
the same foreign bank when appropriate.
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The Foreign Bank Supervision Enhancement Act of 1991 3

e The Federal Reserve proposed that foreign
banks operating in the United States, or their
affiliates, be required to report loans they make
that are secured by 25 percent or more of the
stock of any U.S.-insured depository institution
or company that controls such a depository in-
stitution.

e The proposal required that a foreign bank
maintaining branches or agencies in the United
States obtain Federal Reserve approval before
acquiring more than 5 percent of the voting
shares of a bank or bank holding company. This
requirement, which already applied to U.S. bank
holding companies, sought to ensure that the
standards in the Bank Holding Company Act
(BHC Act) on control, financial and managerial
resources, and community convenience and
needs were satisfied in all such acquisitions.

e The Board proposed a clarification of the
IBA granting the federal banking agencies au-
thority to share supervisory information with
their foreign counterparts, subject to adequate
assurances of confidentiality, when the disclo-
sure of information was appropriate in carrying
out the federal agency’s responsibilities and
when the sharing of information would not prej-
udice the interest of the United States. This
proposal recognized that if federal regulators
were to have access to the supervisory informa-
tion of their foreign counterparts, they would be
expected to reciprocate when the foreign regula-
tor requested comparable information.

FINAL LEGISLATION

The Foreign Bank Supervision Enhancement Act
(FBSEA) passed the Congress in substantially
the same form in which it was proposed and
became effective immediately upon enactment
on December 19, 1991. A few key additions
deserve mention.

The FBSEA requires Federal Reserve ap-
proval for the establishment of both state-li-
censed and federally licensed branches and agen-
cies. This approach is broader than that
contained in the original proposal, which would
have granted the Federal Reserve the authority
to approve the establishment of state-licensed
branches and agencies by foreign banks, whereas

approval of the establishment of federally li-
censed branches and agencies by foreign banks
would have remained solely the responsibility of
the OCC. The statute also provided that the
Board could not approve establishment of a
branch or agency unless the foreign bank were
subject to consolidated home country supervi-
sion.

The FBSEA also limits the permissible activi-
ties of a state-licensed branch or agency to the
activities permitted by the OCC for a federally
licensed branch. A state licensed branch or
agency may engage in an activity that is permit-
ted by state law but not yet sanctioned by the
OCC only if the Board finds the activity to be
consistent with sound banking practices and, in
the case of an insured branch only, the Federal
Deposit Insurance Corporation (FDIC) finds that
the activity poses no significant risk to the de-
posit insurance fund. Unlike most substantive
portions of the FBSEA, this restriction became
effective on December 19, 1992, one year after
enactment.

The FBSEA also imposed new restrictions on
deposit taking by foreign banks. It provided that
no foreign bank may accept or maintain deposit
accounts ‘‘having balances of less than
$100,000 except through an insured banking
subsidiary.4 This provision created substantial
uncertainty in the market because it could have
been interpreted to prohibit foreign bank offices
from taking certain wholesale deposits.

Finally, the statute mandated two studies not
called for in the original Board proposal. The first
of these was a comparative analysis by the
Federal Reserve and the Treasury Department of
the capital standards applicable to foreign banks
conducting banking operations in the United
States and the risk-based capital and leverage
requirements applicable to U.S. banks; the re-
port was completed and delivered to the Con-
gress on June 19, 1992 (see box).> A second
study—on the advisability of requiring foreign
banks in the United States to ‘‘roll up’’ their
current branch and agency operations into sepa-

4. P.L. 102-242, 105 Stat. 2236, 2303-04 (Dec. 19, 1991).

5. Board of Governors of the Federal Reserve System and
U.S. Department of the Treasury, Capital Equivalency Re-
port, June 19, 1992.
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The Capital Equivalency Report

Section 214(b) of the FBSEA required the Board
and the Secretary of the Treasury jointly to submit

~ to the House and Senate banking committees a
report analyzing (1) the capital standards for mea-
surement of capital adequacy established in 1988 by
the central bank and supervisory authorities of the
G-10 countries and contained in the Basle Accord;
(2) foreign regulatory capital standards that apply to
foreign banks conducting banking operations in the
United States; and (3) the relationship of the Basle
and foreign capital standards to the risk-based
capital and leverage requirements applicable to
U.S. banks. The report, which was issued on June
19, 1992, examined capital standards in twenty-two
countries. Banks from these countries collectively
held, as of December 31, 1991, approximately 97
percent of total U.S. banking assets held by foreign
banks. All but two of the countries examined fol-
lowed a risk-based capital standard.

In broad terms, the report concluded that the
minimum capital standards established by the Basle
Accord provide a common basis for evaluating the
general equivalency of capital among banks from
various countries. In the future, when determmmg ‘
whether a foreign bank’s capital meets the mini-
mum standard, as an initial requirement, applicants
from countries that adhere to the Basle Accord will
be required, at a minimum, to meet the Basle
guidelines as administered by their home country
supervisors. An applicant from a country not sub-
scribing to the Basle Accord will be required to
provide information regarding the capital standard
applied by its home country regulator, as well as
information sufficient to evaluate the applicant’s
capital position adjusted as appropriate for ac-
counting and structural differences, and, to the
extent possible, information comparable to the
Basle framework. ;

rately incorporated domestic subsidiaries—was
completed on December 19, 1992.

IMPLEMENTATION

The immediate effectiveness of major portions of
the FBSEA required that implementation pro-
ceed quickly.

Initial Guidance

On December 19, 1991, the Board and the OCC
issued a joint statement to guide foreign bank
branches and agencies with respect to the new
statutory limitation in the FBSEA on deposit
taking. The language in this limitation was
general and could have been interpreted to re-
quire uninsured foreign bank offices that ac-
cepted deposits of less than $100,000, either as an
accommodation to their customers or in connec-
tion with their wholesale operations, to cease
such activity immediately and to continue to
accept such deposits only in an insured banking
subsidiary. This could have disrupted the nonin-
sured, nondomestic deposit-taking activities of
branches and agencies previously permitted un-

der regulations of the OCC and the FDIC, which
specify the circumstances under which domestic
retail deposit-taking activities require deposit in-
surance.

In their joint statement, the agencies indicated
that the statute’s intent was to prohibit the estab-
lishment of new insured branches by foreign
banks. The agencies further indicated that they
would not consider a foreign bank branch or
agency to be in violation of the law provided it
continued to abide by the OCC and FDIC regu-
lations under section 6 of the IBA.6 A recent
technical amendment to the FBSEA, adopted in
October 1992, has clarified that the statutory
prohibition on accepting deposits under $100,000
is limited to domestic retail deposits that require
deposit insurance protection and does not apply
to the broader category of all deposits ‘‘having
balances of less than $100,000.”’7

On March 5, 1992, interim guidance was issued
by Board staff to each of the Reserve Banks,
outlining the process for applying for Board
approval to establish new foreign bank offices.
The guidance set forth procedures for the pro-

6. Supervision and Regulation 91-31 (IB) (Dec. 19, 1991).
7. P.L. 102-550, 106 Stat. 3672 (Oct. 28, 1992).
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The Foreign Bank Supervision Enhancement Act of 1991 5

cessing of applications and contained summaries
of the type of information the staff deemed
necessary to process an application.8 If a for-
eign bank desires to establish an office that was
not actually open for business and operating on
December 19, 1991, the foreign bank must file an
application and receive approval before begin-
ning operations. This requirement has meant that
certain foreign banks that had obtained approval
to begin business from applicable state authori-
ties or the OCC before December 19, 1991, but
had not done so, have had to delay their openings
until they could obtain Federal Reserve ap-
proval.

The Interim and Final Rules

On April 15, 1992, the Board issued an interim
rule amending Regulation K (International Bank-
ing Operations) and Regulation Y (Bank Holding
Companies and Change in Bank Control) to
implement significant portions of the FBSEA.®
The interim rule established procedures in Reg-
ulation K for the exercise of the Board’s respon-
sibilities relating to the approval, examination,
and termination of foreign bank operations in the
United States. It also implemented in Regulation
K provisions jof the FBSEA that permit disclo-
sure of certain information to foreign supervisors
and establish limits on loans to a single borrower
by state branches and agencies. The Board
amended Regulation Y to state that foreign bank-
ing organizations acquiring an interest of more
than 5 percent of the voting shares of a U.S. bank
or bank holding company must file an application
with the Board under the BHC Act. The interim
rule became effective immediately but provided
for a sixty-day comment period during which
interested persons could submit their written
comments on the text. The commenters to the
interim rule included individual foreign banks,
trade associations, law firms, and state bank
regulators.

On November 4, 1992, the Board approved
adoption of a final rule amending Regulations K
and Y. Except for the treatment of representative

8. Supervision and Regulation 92-6 (FIS) (Mar. 5, 1992).
9. 57 Fed. Reg. 12,992 (Apr. 15, 1992).

offices, the final rule is substantially identical to
the interim rule with minor changes made to
reflect the Board staff’s experience with applica-
tions filed under the interim rule and clarifica-
tions suggested by the public comments.

Much of the rule deals with the standards and
procedures for establishing new foreign bank
offices in the United States. The FBSEA imposes
the following two mandatory standards for the
establishment by a foreign bank of a branch,
agency, or commercial lending company subsid-

iary:

e The foreign bank must engage directly in the
business of banking outside the United States
and be subject to comprehensive supervision or
regulation on a consolidated basis by the appro-
priate authorities in its home country.

e The foreign bank must furnish to the Board
the information it needs to assess the application
adequately.10

COMPREHENSIVE CONSOLIDATED
SUPERVISION

The key standard is comprehensive consolidated
supervision. The United States is not the only
country that has come to view this requirement
as highly desirable. The Basle Committee on
Banking Supervision has recently adopted mini-
mum standards for consolidated supervision of
banking organizations operating internation-
ally.1! As defined by the Basle Committee, the
minimum acceptable level of supervision re-
quires that the home country supervisor of a
bank or banking group

(a) receive consolidated financial and pru-
dential information on the bank’s or banking
group’s global operations, have the reliabil-
ity of this information confirmed to its own

10. 12 U.S.C. § 3105(d).

11. The Basle Committee on Banking Supervision is com-
posed of representatives of the central banks and supervisory
authorities from Belgium, Canada, France, Germany, Italy,
Japan, Luxembourg, the Netherlands, Sweden, Switzerland,
the United Kingdom, and the United States. The committee
meets at the Bank for International Settlements in Basle,
Switzerland. It is currently chaired by the president of the
Federal Reserve Bank of New York.
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satisfaction through on-site examination or
other means, and assess the information as
it may bear on the safety and soundness of
the bank or banking group; (b) have the
capability to prevent corporate affiliations
or structures that either undermine efforts
to maintain consolidated financial informa-
tion or otherwise hinder effective supervi-
sion of the bank or banking group; and (c)
have the capability to prevent the bank or
banking group from creating foreign bank-
ing establishments in particular jurisdic-
tions.12

The comprehensive consolidated supervision
standard set forth in the rule is broadly consistent
with the Basle Minimum Standards but may also
go beyond the standards in certain respects. The
rule applies to both the foreign bank applicant
and to any parent foreign bank of such an appli-
cant and emphasizes the importance of access to
information on the part of the home country
supervisor. The rule requires the Board to deter-
mine the following:

whether the foreign bank is supervised or
regulated in such a manner that its home
country supervisor receives sufficient infor-
mation on the worldwide operations of the
foreign bank (including the relationship of
the bank to any affiliate) to assess the for-
eign bank’s overall financial condition and
compliance with law and regulation.!3

Illustrative Factors

The rule sets forth five illustrative factors that the
Board will consider in evaluating whether the
comprehensive supervision standard is met in
any particular case. The list of factors is' not
exhaustive, and no one factor is determinative.
The factors were included in the rule in recogni-
tion of the fact that different supervisory systems
deal with particular supervision issues in differ-
ent ways. For example, not all systems rely on

12. Basle Committee on Banking Supervision, ‘‘Minimum
Standards for the Supervision of International Banking
Groups and Their Cross Border Establishments’ (Basle
Minimum Supervision Standards), June 1992.

13. 12 C.F.R. § 211.24(c).

on-site examinations to the same extent as that of
the United States, and financial accounting prac-
tices may differ from one jurisdiction to another.
The Board will examine the extent to which the
home country supervisor does the following:

o Ensures that the foreign bank has adequate
procedures for monitoring and controlling its
activities worldwide

e Obtains information on the condition of the
foreign bank and its subsidiaries and offices out-
side the home country through regular reports of
examination, audit reports, or otherwise

e Obtains information on the dealings and re-
lationship between the foreign bank and its affil-
iates, both foreign and domestic

e Receives from the foreign bank financial re-
ports that are consolidated on a worldwide basis,
or comparable information that permits analysis
of the foreign bank’s financial condition on a
worldwide, consolidated basis

¢ Evaluates prudential standards, such as cap-
ital adequacy and risk asset exposure, on a
worldwide basis.4

The commenters on the interim rule generally
supported the standard and the five illustrative
factors and these remain the same in the final
rule. Some commenters suggested that the Board
be permitted to take into account whether a
home country supervisor, while not currently
exercising consolidated supervision, was none-
theless making significant progress toward meet-
ing the standard. This approach is advocated in
the Basle Minimum Supervision Standards.!5 In
the Board’s view, the mandatory language of the

14. Ibid.

15. As discussed above, the Basle Minimum Supervision
Standards paper sets forth certain minimum standards for
consolidated supervision of a banking group as a whole and
indicates that host countries should determine whether banks
seeking to enter their markets meet such standards. The
paper, however, goes on to say the following:

Some authorities may initially need to make either
statutory or administrative changes in order to comply
with these new standards; therefore, in cases where an
authority fails to meet one or more of these standards,
recognition should be given to the extent to which the
authority is actively working to establish the necessary
capabilities to permit it to meet all aspects of these
minimum standards.

See Basle Minimum Supervision Standards, p. 3.
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The Foreign Bank Supervision Enhancement Act of 1991 7

FBSEA does not permit this flexibility with re-
spect to applications to establish branches, agen-
cies, or commercial lending companies. The
Board, however, does retain such flexibility in
the case of applications to establish representa-
tive offices because the FBSEA provides that the
standards—such as comprehensive consolidated
supervision—which are mandatory for branches,
agencies, and commercial lending companies,
are discretionary for representative offices.

Other Standards

The FBSEA also contains other standards that
the Board may consider in determining whether
to approve any U.S. office of a foreign bank.
These are the following:

e Whether the home country supervisor of the
foreign bank has consented to the proposed
establishment of a branch, agency, or commer-
cial lending company subsidiary

o The financial resources of the foreign bank
(including the foreign bank’s capital position,
projected capital position, profitability, level of
indebtedness, and future prospects) and the con-
dition of any U.S. office of the foreign bank

e The managerial resources of the foreign
bank, including the competence, experience, and
integrity of the officers and directors; the integ-
rity of the principal shareholders; management’s
experience and capacity to engage in interna-
tional banking; and the record of the foreign bank
and its management of complying with laws and
regulations, and of fulfilling any commitments to,
and any conditions imposed by, the Board in
connection with any prior application

e Whether the foreign bank’s home country
supervisor and the home country supervisor of
any parent of the foreign bank share with other
supervisory authorities material information re-
garding the operations of the foreign bank

e Whether the foreign bank has provided the
Board with adequate assurances that information
will be made available to the Board on the
operations or activities of the foreign bank and
any of its affiliates that the Board deems neces-
sary to determine and enforce compliance with

the IBA, the BHC Act, and other applicable
federal banking statutes; these assurances shall
include a statement from the foreign bank de-
scribing any laws or other impediments existing
in any jurisdiction in which the foreign bank or
any of its affiliates has material operations that
would restrict the foreign bank or any of its
parents from providing information to the Board

e Whether the foreign bank and its U.S. affili-
ates are in compliance with applicable U.S. law,
and whether the applicant has established ade-
quate controls and procedures in each of its
offices to ensure continuing compliance with
U.S. law, including controls directed to detection
of money laundering and other unsafe or un-
sound banking practices.16

The standard that has attracted the most attention
from foreign banks and commenters has been the
requirement to provide adequate assurances of
access to information. This standard is intended
primarily to address bank operations in so-called
secrecy jurisdictions—those jurisdictions whose
laws deliberately restrict access to information in
an effort to attract offshore banking business. The
standard is not intended to require that the Board
have access to routine customer information. In
general, this information would be sought only in
those instances in which the Board had reason to
believe that U.S. laws—such as the prohibition
against money laundering—had been or were be-
ing violated. In some of the first applications
considered by the Board’s staff, it became clear
that requiring information about the secrecy laws
of every jurisdiction in which an applicant or its
affiliates conducted business could be impractical
and burdensome on applicants, particularly in the
case of foreign banks with extensive operations
outside their home countries. The Board has
refined its information requirements to include a
materiality test. This test will require an applicant
to submit information on the secrecy laws only of
those jurisdictions in which it or its affiliates

" conduct material operations, defined as direct or

indirect activities that, in the aggregate, account
for 5 percent or more of the consolidated world-
wide assets of the bank or its ultimate parent.

16. 12 C.F.R. § 211.24(c).
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EXPANDED AUTHORITY OVER
REPRESENTATIVE OFFICES

Another major area addressed by the rule is the
Board’s expanded powers with respect to repre-
sentative offices. Under the FBSEA, the Board
has for the first time the authority to approve
establishment of and examine such offices. The
interim rule contained a definition of representa-
tive office that limited the types of activities such
offices could conduct to traditional representa-
tional and administrative functions. In certain
cases, these limitations went beyond those in
applicable state law, which merely specifies the
types of activities that a representative office
may not conduct.

Relationship to State Law

This definition provoked several comments in-
cluding the assertion that the Board had no
authority to supersede state law. In the Board’s
view, the FBSEA requires that all direct U.S.
activities of a foreign bank, including those con-
ducted through a representative office, be subject
to federal supervision. The IBA defines branches
and agencies in terms of what they are permitted
to do, but the statute is silent as to the permissi-
ble activities of a representative office. Nonethe-
less, the Board believes that determining the
permissible activities of a representative office is
not solely a function of state law.

For example, state law clearly could not per-
mit a representative office to engage in the busi-
ness of banking. The legislative history of the
FBSEA states that a representative office may
not conduct ‘‘any banking activities, including
deposit-taking, securities trading, foreign ex-
change dealing, and other similar activities.”’?
No further prohibitions are noted. The legislative
history gives examples of permissible activities
of representative offices but these examples are
not characterized as all inclusive. For example,
the Senate report states that

17. Comprehensive Deposit Insurance Reform and Tax-
payer Protection Act of 1991: Report of the Senate Commit-
tee on Banking, Housing, and Urban Affairs, Senate Report
167, 102 Cong. 1 Sess. (GPO, 1991), p. 118.

A representative office generally operates as
a loan production office for a foreign bank;
the office may conduct representational and
administrative work on behalf of the bank
but no credit or other business decisions
may be made at the office or by its person-
nel.18

These references to ‘‘credit or other business
decisions’’ are best understood as references to
those credit or other business decisions related to
banking.

The FBSEA reflects this critical distinction
between banking offices and representative of-
fices by imposing a lower standard for the ap-
proval of the establishment of representative
offices than for the approval of branches and
agencies that are permitted to conduct a banking
business. Accordingly, the FBSEA implicitly re-
quires the Board to establish guidelines as to
what activities do and do not constitute the
business of banking.

Determining Permissible Activities

The problem of defining the activities of a repre-
sentative office is further complicated by certain
provisions of the BHC Act that impose limita-
tions on the ability of a foreign bank subject to
that act to conduct nonbanking business through
a representative office. These limitations raise
the issue of whether the permitted activities of a
representative office should vary depending on
whether the foreign bank is or is not subject to
the BHC Act. (A foreign bank that operates a
U.S. branch or agency or owns a U.S. bank is
subject to the BHC Act, whereas a foreign bank
that operates only a representative office is not.)

The Board has attempted to resolve these
issues in a manner that is consistent with the
letter and purpose of the FBSEA. The rule
provides that any new direct office of a foreign
bank that is not a branch or agency is subject to
Board approval as a representative office. Exist-
ing direct offices that previously did not fall
within the definition of representative office are
required to register with the Federal Reserve but

18. Ibid.
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The Foreign Bank Supervision Enhancement Act of 1991 9

will not otherwise be required to seek Federal
Reserve approval to continue to operate.

All newly approved and existing representa-
tive offices will be permitted to engage in core
representational and administrative activities.
These activities include those traditionally asso-
ciated with representative offices, such as loan
production. New representative offices will be
permitted to engage, on a case-by-case basis, in
other nonbanking activities not prohibited by
state or federal law; existing representative of-
fices may continue to perform nonbanking activ-
ities not prohibited by state or federal law. Dur-
ing the next year, the Federal Reserve will
examine representative offices to obtain more
accurate information on such activities. After
such examinations, if the Federal Reserve de-
cides that representative offices should not con-
duct certain nonbanking activities, it will conduct
further rulemaking on the issue.

The Board has also established a procedure for
more expedited approval of a representative of-
fice that functions as a regional headquarters
office for a foreign bank with existing banking
operations in the United States. A foreign bank
wishing to establish this type of representative
office will be required to provide the Board with
prior notice of its intent. If the Board does not
object to the proposal within a prescribed period,
the foreign bank may establish the representative
office. The rule also permits the establishment by
general consent of representative offices that
conduct only limited back office operations.
These provisions also make clear that the Fed-
eral Reserve has the authority to examine such
offices under its general and specific examination
authority. '

THE APPLICATIONS PROCESS

The processing of applications has proved to be
more cumbersome than had been anticipated.
Delays have been caused by several factors,
including the length of time required to conduct
background checks of applicants and related
parties with other federal agencies. The Board is
committed to reducing the delays that are attrib-
utable to factors under its control and is taking
specific steps in this regard.

The Board has decided not to make determina-
tions of consolidated supervision on a country-by-
country basis, but rather for individual banks;
nonetheless, applicants chartered in the same
country may rely on information previously sub-
mitted and considered by the Board on consoli-
dated supervision in that country. Subsequent
applicants need only describe the extent to which
the supervision system already evaluated applies
to them and how, if at all, that system has changed
since the Board last considered it. The same
approach will be taken with respect to descrip-
tions of secrecy laws in particular jurisdictions.

The Board, the OCC, and state supervisors will
continue working toward a common application
form. Until the form is available, the Board will
accept a copy of the state or OCC application as
an application under the FBSEA. Of course,
matters addressed in the FBSEA or in the Board’s
rule and not in the state or OCC application will
need to be handled separately. State and OCC
applications and applications to the Board under
the FBSEA will be processed simultaneously.

The Board has received some criticism for
pursuing background checks with other federal
agencies, primarily because of the lengthy delays
caused by conducting such checks. The Board
believes that checks can provide useful informa-
tion and that, on occasion, such information can
be critical.. Accordingly, the Board has deter-
mined to continue conducting checks on appli-
cants and related parties. Checks will be initiated
at the beginning of the process to help minimize
delays.

In the rule, the Board has indicated that it will
delegate approval of certain applications to the
Reserve Banks. Delegation is permitted for sub-
sequent FBSEA applications from a foreign bank
that has received an FBSEA approval from the
Board when such applications present no signif-
icant supervisory issues. The Board anticipates
that delegated applications could be processed
more expeditiously than applications requiring

- Board approval.

EXAMINATIONS

The rule provides for annual on-site examina-
tions of branches, agencies, and commercial
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lending companies by a U.S. banking supervi-
sor, .as well as coordination of such examina-
tions. Accordingly, each U.S. branch and
agency of a foreign bank will have been exam-
ined in 1992 by either a state or a federal
regulator and will be examined annually there-
after. All representative offices will be exam-
ined by the responsible Reserve Bank in 1993
and regularly thereafter.

In implementing its coordinated examination
program for foreign banks, the Board has applied
a flexible approach designed to use resources

efficiently and to minimize the burdens on the
office examined. The Board may conduct its own
examination of foreign bank branches and agen-
cies, alternate its examination with the primary
supervisor every other year, rely on the exami-
nation of the primary supervisor, or participate in
a joint examination. The Reserve Banks will try
to avoid duplicating the work of other federal or
state examiners if a branch or agency is subject
to more than one on-site examination in a twelve-
month period. When possible, a joint report will
be issued on a joint examination. O
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Treasury and Federal Reserve
Foreign Exchange Operations

This quarterly report, covering the period August
through October 1992, provides information on
Treasury and System foreign exchange operations.
It was presented by William J. McDonough, Execu-
tive Vice President of the Federal Reserve Bank of
New York and Manager of the System Open Market
Account.!

The August—October period was marked by serious
strains in European exchange rate relationships and
shifting market views about the outlook for interest
rates in the major countries. Although the dollar
briefly reached all-time lows against the mark and
yen in September, it closed the period up on bal-
ance 4.5 percent against the German mark, down
about 3.0 percent against the Japanese yen, and up
6.8 percent on a trade-weighted basis.2

The U.S. monetary authorities intervened in the
exchange markets in two episodes during Augustin
their only operations during the period. Entering
the market on a total of four days that month, they
sought to counter persistent downward pressure on
the dollar by buying $1.1 billion against the Ger-
man mark in amounts shared equally by the U.S.
Treasury and the Federal Reserve.

DOLLAR DECLINES AGAINST THE MARK IN
RESPONSE TO INTEREST RATE PRESSURES

Interest rate considerations were the dominant fac-
tor in exchange rate movements during the period.
Interest rate differentials provided a strong incen-
tive for capital flows into the higher-yielding secu-

1. The charts for the report are available from Publications
Services, Board of Governors of the Federal Reserve System, mail
stop 138, Washington, DC 20551.

2. The dollar’s movements on a trade-weighted basis are mea-
sured using an index developed by the staff of the Board of
Governors of the Federal Reserve System.

rities denominated in German marks and in other
currencies thought to be closely linked to the mark.
They also made it attractive for U.S.-based entities
that were building up foreign currency receivables
to postpone the repatriation of these funds to bene-
fit from higher interest rates overseas and, perhaps,
from a continued depreciation of dollar exchange
rates.

For many market participants, however, the dol-
lar’s position in the exchange market carried a
two-sided risk. On the one hand, the fact that the
dollar was already trading relatively close to the
historical low reached in 1991 against the German
currency gave rise to fears that if selling pressures
against the dollar became intense enough to break
through this level, the dollar’s decline might gain
significant momentum. On the other hand, market
participants were still mindful of the experience the
previous month, when the authorities of the United
States and other industrialized countries intervened
to buy dollars, triggering a sharp short-covering
rally.

Under these circumstances, market participants
were particularly sensitive to indications either that
the interest differentials might widen further—
thereby putting renewed selling pressure on dollar
rates—or that the authorities might again intervene.
The economic data for the United States released
early in August gave no clear indication of serious
further deterioration, but neither did they offer
assurance of a sustained upswing. The Federal
Reserve had eased monetary policy in early July,
and markets expected further ease in the absence of
a stronger recovery. Meanwhile, in the face of
rapid monetary growth in Germany, the Bundes-
bank had tightened monetary policy in mid-July.
But above-target money growth continued, and it
was thought that the Bundesbank would keep mon-
etary policy firm—perhaps even tighten policy
once more—despite data suggesting that the Ger-
man economy might be beginning to slow.
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Market participants looked to the release of
monthly U.S. labor force data early in August to
give direction to dollar rates. They expected that if
the data proved to be weaker than expected, the
Federal Reserve would soon ease pressures on
bank reserves. When the data, released on Friday,
August 7, appeared to confirm economic weakness,
the dollar showed some initial resistance but then
came on offer later that same day, and the U.S.
authorities intervened to stabilize the dollar. When
pressures re-emerged the following Tuesday, the
U.S. authorities again intervened in an operation
joined by other central banks. Over the two days,
the U.S. authorities bought a total of $600 million
against the German mark. The interventions
blunted selling pressures somewhat, but the opera-
tions did not interrupt the tendency of the dollar to
decline.

By late August, the German mark was strength-
ening not only against the dollar but also against
other ‘European currencies in response to strains
that were to become far more intense later in the
period. As the dollar again approached its 1991
low, the U.S. authorities intervened on August 21
and 24, in cooperation with other monetary author-
ities, buying a total of $500 million. But when
these operations did not appear to discourage the
bidding for marks, the U.S. authorities refrained
from further intervention.

The dollar continued to ease, establishing a new
historic low against the mark of DM1.3862 on
September 2. But trading conditions for the dollar
were relatively orderly, even in the face of the
disappointing labor ‘market statistics released in
early September and the continuing market expec-
tations of declining U.S. interest rates, which
appeared to be confirmed by Federal Reserve oper-
ations on September 4 that eased conditions in the
federal funds market.

EUROPEAN CURRENCIES FACE SEVERE
PRESSURES

By late August and during most of September,
market attention focused on pressures within the
exchange rate mechanism (ERM) of the European
Monetary System (EMS) and between the EMS
and those currencies linked to it through the Euro-
pean currency unit (ECU)—for example, the Finn-

ish markka and Swedish krone. During the lengthy
negotiations among European Community coun-
tries on European Monetary Union that had led up
to the December 1991 Maastricht Treaty, market
participants had become impressed by the partici-
pating governments’ evident commitment to
exchange rate stability. Although the treaty did not
provide for fixed exchange rates within the system
for several more years, market participants came to
assume that few of these governments would coun-
tenance devaluation in the interim. As a result,
investors felt increasingly secure holding securities
denominated in ERM currencies other than the
mark. Investors purchasing assets that carried even
higher yields than DM-denominated assets ap-
peared to give little weight to exchange rate risk in
ex ante calculations of risk-adjusted returns. Dur-
ing the long interval since the last general ERM
realignment in 1987, the total amount of assets
allocated on the basis of this view reached substan-
tial sums.

Doubts had begun to develop as to the durability
of existing exchange rate relationships and the
effectiveness of efforts to achieve greater economic
convergence within Europe after Danish voters
rejected a referendum on the Maastricht Treaty in
June. In mid-August, reports began to spread that
voters in France might also vote “no” on a referen-
dum on the Maastricht Treaty, and pressures on
exchange rates within Europe intensified. In the
ensuing weeks, an exchange crisis swept through
the EMS and related currencies that entailed inter-
ventions of unprecedented size, large changes in
interest rate differentials within Europe, a small cut
in German official interest rates, two realignments,
the suspension of the pound sterling and the Italian
lira from the ERM. The French franc came under
selling pressure but stabilized amid intervention
purchases of francs and a rise in French interest
rates. Outside the EMS, severe pressures had
developed on the Nordic currencies, resulting in
sizable interventions and considerable increases in
short-term interest rates, particularly in Sweden.
The Finnish markka’s peg to the ECU was also
suspended.

Although dollar exchange rates responded at
times to pressures among European currencies in
September, the dollar was not the focal point of
market attention at that time. It initially encoun-
tered selling pressure against the mark as investors
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1. Federal Reserve reciprocal currency arrangements
Millions of dollars

Institution

sought to cover their intra-European exposures by
buying marks. Then, in mid-September, the dollar
snapped up rather quickly against the mark when
dollar-based investors and U.S. entities sought
refuge from the European tensions by converting
foreign currency investments or balances into dol-
lars. As the European intervention was being con-
ducted in European currencies—mostly in German
marks—the financial intermediaries effecting these
transactions sold marks in the market to get
dollars demanded by their customers. Once the
pressures began to subside late in September, the
dollar began to drift down toward the levels of late
August.

DEVELOPMENTS IN THE DOLLAR-YEN
EXCHANGE RATE

The movements of the dollar against the yen during
August and September were, in contrast to those
against the European currencies, relatively muted.
The interest differentials between the United States
and Japan were narrower, and market participants
believed that the authorities in Japan, like their
counterparts in the United States, would be tending
to ease monetary conditions. The dollar reached its
high for the period of ¥128.19 on August 10 as
evidence mounted that the slowdown in the Japa-
nese economy was intensifying and as the Japanese
equity market showed persistent weakness. But the

yen then appreciated during September. This move
reflected some repatriation of capital by Japa-
nese companies with the approach of the fiscal
half-year-end on September 30, a reaction to a
rebound in the Japanese equity market, and some
flows into yen-denominated assets in response to
the developments taking place in the EMS. The
dollar gradually declined against the yen through
September, setting a new historic low against that
currency of ¥118.60 on September 30.

MARKET TENSIONS SUBSIDE
DURING OCTOBER

Early in October, the pressures in the EMS started
to wane. After the British and Italian governments
had chosen to suspend their currencies’ participa-
tion in the ERM, the pound and the lira depreciated
to trade well below their previous ERM floors.
These and other changes in exchange rates in
Europe led to an effective appreciation of the Ger-
man mark. The Bundesbank lowered both of its
official interest rates in mid-September, and money
market rates also subsequently eased. Although
market participants remained uncertain about the
outlook for monetary union and the eventual con-
figuration of the EMS, funds started to flow back to
France and short-term interest rates in most of the
EMS countries were lowered from the crisis levels
reached the previous month. As market participants
noted that the slowdown in European economic
activity was increasingly evident, they came to
believe that the trend of interest rates abroad might
turn supportive of the dollar.

2. Net profits or losses (—)
on U.S. Treasury and Federal Reserve
foreign exchange operations !
Millions of dollars

USS. Treasury
. wl o
Period and item Reseite bilizat
: Fund
Valuation and losses on
asof July31,1992 ~ . ... 4,536.7 2,503.9
Realized, July 31-Oetober 31. 1992. ' 358.1 119.9
Valuation profits and : S
on outsmdmg
and liabilities as of i
October 31,1992 .. ... .. ..... 3,746.3 2,293.8

1. Data are on a value-date basis.
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Meanwhile, in the United States expectations
diminished that monetary policy would continue to
be eased. The labor market data for September,
released in early October, were seen as insuffi-
ciently weak to trigger a policy reaction. As the
month progressed, talk spread that a fiscal stimulus
package would be introduced early in the next year.
Under these circumstances, the outlook for interest
differentials became more favorable to the dollar.
As some of the leads and lags that had built up
against the dollar earlier in the year are now being
reversed, the dollar recovered substantially against
the mark and to a lesser extent against the yen in
fairly active trading through the rest of October.

OTHER OPERATIONS

In other activity, a total of $1,873.1 million in
off-market spot and forward foreign currency sales,
executed by the U.S. monetary authorities, settled
during the period.

e Forward purchases of $740.1 million and
$733.0 million against German marks from the
Deutsche Bundesbank settled on August 21 and
October 21 respectively. These mark sales consti-
tuted a portion of the original $6,176.6 million of
spot and forward transactions initiated in May. As
previously reported, 60 percent of each transaction
was executed for the Federal Reserve and 40 per-
cent was executed for the Exchange Stabilization
Fund (ESF) account.

* On September 8, the Federal Reserve agreed to
purchase $400 million against German marks in an
off-market transaction at the request of a foreign
monetary authority.

The Federal Reserve realized profits of
$358.1 million, including $230.3 million from off-
market transactions that settled during the August—
October period. The Treasury realized profits of
$119.9 million, which included $33.5 million from
off-market transactions that settled during the same
three-month period. Cumulative bookkeeping or
valuation gains on outstanding foreign currency
balances were $3,746.3 million for the Federal
Reserve and $2,293.8 million for the Treasury’s
ESF. These valuation gains represent the increase
in dollar value of outstanding currency assets val-
ued at end-of-period exchange rates, compared
with rates prevailing at the time the foreign curren-
cies were acquired.

The Federal Reserve and the ESF regularly
invest their foreign currency balances in a variety
of instruments that yield market-related rates of
return and that have a high degree of quality and
liquidity. A portion of the balances is invested in
securities issued by foreign governments. As of the
end of October, holdings of such securities by the
Federal Reserve amounted to the equivalent of
$8,146.1 million, and holdings by the Treasury
amounted to the equivalent of $8,666.9 million
valued at end-of-period exchange rates. O
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Industrial Production and Capacity Utilization

Released for publication November 16

Industrial production increased 0.3 percent in Octo-
ber after having fallen 0.2 percent in September.
Much of the October gain reflected a significant
hike in light truck assemblies; excluding motor
vehicles and parts, production increased only
0.1 percent. At 109.0 percent of its 1987 annual

Industrial production indexes
Twelve-month percent change

average, total industrial production in October was
0.6 percent above its year-ago level. Total indus-
trial capacity utilization edged up 0.1 percent in
October, to 78.5 percent.

When analyzed by market group, the data show
that the output of consumer goods grew 0.5 percent
in October, while the production of business equip-
ment picked up 1.1 percent; both were buoyed by

Twelve-month percent change
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All series are seasonally adjusted. Latest series, October. Capacity is an index of potential industrial production.
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Industrial production and capacity utilization

Industrial production, index, 1987 =100
Percentage change
Category 1992
19922 Oct. 1991
to
July* l Aug.* l Sept.* T Oct.? July* \ Aug.® ! Sept.© \ Oct.? Oct. 1992
Total ...l 1094 109.0 108.7 109.0 8 -3 -2 3 .6
Previous estimate ............... 109.3 108.9 108.6 8 -4 -2
Major market groups
Products, total .................. 109.6 109.6 1094 109.9 5 0 -2 5 .8
Consumer goods . 1104 1104 1103 110.8 N 0 -1 5 1.1
Business equipment . 1244 125.5 125.4 126.7 2 9 -1 1.1 3.6
Construction supplies .. 98.6 98.4 97.0 97.0 14 -2 -15 0 1.8
Materials ....................... 109.0 108.0 107.7 107.7 13 -9 -3 0 2
Major industry groups
Manufacturing 110.2 109.9 109.5 1099 6 -3 -4 3 8
Durable .... 109.0 109.0 108.1 108.8 5 0 -9 N 6
Nondurable 111.7 111.1 111.2 111.2 N -6 2 0 1.0
Mining .... . 100.6 98.8 977 98.1 2.6 -1.8 -1.1 .5 -2.5
Utilities .................o0ve, 109.3 109.1 111.2 110.7 24 -2 20 -5 12
Capacity utilization, percent Cr::)];}gi(t)y
per-
1991 1992 centage
Average, Low, High, Occ‘:anlg931
1967-91 1982 1988-89 &
Oct. July* Aug.” Sept.” Oct.? Oct ‘;992
Total .............c..coiel, 82.1 71.8 85.0 79.8 79.1 78.7 784 78.5 22
Manufacturing .................. 814 70.0 85.1 787 78.1 778 713 77.4 2.4
Advanced processing ......... 81.0 714 83.6 77.6 76.2 76.2 75.7 759 2.9
Primary processing ........... 82.3 66.8 89.0 814 82.7 81.6 81.2 81.2 1.2
Mining ... 874 80.6 87.2 879 87.6 86.1 85.1 85.5 1
Utilities ...l 86.7 76.2 923 84.8 84.1 83.8 854 84.9 1.0
1. Seasonally adjusted. r Revised.
2. Change from preceding month. p Preliminary.

the gain in light trucks. The output of durable
consumer goods other than automotive products
decreased (0.2 percent, with a decline in appliance
production partly offset by increases elsewhere.
The output of nondurable consumer goods edged
up 0.1 percent; the output of gasoline increased,
but the production of clothing declined.

The production of business equipment rose
sharply in October, a move reflecting primarily the
strength in trucks and a continuation of the strong
upward trend in the output of information-
processing equipment, especially computers. In ad-
dition, the production of industrial equipment rose
in October, although the level of output was still
below that of around midyear. The index for de-
fense and space equipment fell 1 percent in Octo-
ber, continuing the steady decline it has shown
since late 1990. The production of construction
supplies, business supplies, and industrial materials

were all unchanged in October. Materials for both
durable and nondurable goods edged up in October,
after having declined, on balance, in August and
September; energy materials fell, as the output
from coal mines and utilities decreased.

When analyzed by industry group, data show
that manufacturing output increased 0.3 percent in
October; the factory operating rate advanced
0.1 percentage point, to 77.4 percent. The produc-
tion of durables rose 0.7 percent, nearly retracing
its September decline, while the production of non-
durables was unchanged. The increase in durables
in October resulted mainly from gains in light
trucks, furniture, and nonelectrical machinery.
Despite this improvement, the output of durable
goods has changed little since May, after having
increased steadily earlier in the year. Growth in the
output of nondurable goods has also slowed since
spring. Chemicals, rubber and plastic products, and
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textiles have been the major contributors to this
deceleration; the output of these industries grew
steadily in the first part of the year but plateaued by
early summer.

The output in the mining industry picked up
0.5 percent in October. Natural gas production

increased, as most platforms in the Gulf of Mexico
came back on line after having been disrupted by
Hurricane Andrew in late August. The drilling of
oil and gas wells also increased in October, but coal
mining fell again. Utilities output dropped back a
bit after its September gain. ]
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Announcements

AMENDMENT TO REGULATION C

The Federal Reserve Board issued on Novem-
ber 25, 1992, an amendment to its Regulation C
(Home Mortgage Disclosure) that will expand the
regulation’s coverage of mortgage companies.

The rule will require a mortgage company with
an office in a metropolitan area to disclose data
about home lending activity if its assets exceeded
$10 million or if the company made 100 or more
home purchase loans in the preceding calendar
year,

The new rule carries out a provision in the Fed-
eral Deposit Insurance Corporation Improvement
Act authorizing the Board to set a small-institution
exemption standard for mortgage companies that
is comparable to the exemption for depository
institutions.

FEE SCHEDULES IN 1993
FOR SERVICES PROVIDED
BY THE FEDERAL RESERVE BANKS

The Federal Reserve Board announced on Novem-
ber 10, 1992, the 1993 fee schedules for services
provided by the Reserve Banks. The fees became
effective January 1, 1993.

The fee schedules apply to check collection,
automated clearinghouse services, funds transfer
and net settlement, book-entry securities, defini-
tive safekeeping, noncash collection, special cash
services, and electronic connections to the Federal
Reserve. The 1993 fee schedules are available from
the Reserve Banks.

In 1993, total costs for priced services, including
float and the private sector adjustment factor
(PSAF), are projected to be $773.3 million. The
PSAF is an allowance for taxes that would have
been paid and the return on capital that would have
been provided had the Federal Reserve’s priced
services been furnished by a private business firm.

Total revenue is projected to be $784.2 million,
resulting in a 101.4 percent recovery rate. The fees
for 1993 are based on total costs, including the
PSAF, and a portion of special project costs.

At the same time, the Board approved the 1993
PSAF for Reserve Bank priced services of
$91.4 million, an increase of $11.5 million or
14.4 percent from the $79.9 million targeted for
1992.

INCREASE IN THE NET TRANSACTION
ACCOUNTS TO WHICH A 3 PERCENT
RESERVE REQUIREMENT WILL APPLY

The Federal Reserve Board announced on Novem-
ber 24, 1992, an increase from $42.2 million to
$46.8 million in the net transaction accounts to
which a 3 percent reserve requirement will apply in
1993.

The Board also changed from $3.6 million to
$3.8 million the amount of reservable liabilities of
each depository institution that is subject to a
reserve requirement of O percent.

Additionally, the Board maintained at $44.8 mil-
lion the deposit cutoff level that is used in con-
junction with the exemption amount for reservable
liabilities to determine the frequency of deposit
reporting.

PROPOSED ACTION

The Federal Reserve Board on December 1, 1992,
issued for public comment proposed revisions to its
staff commentary for Regulation Z (Truth in Lend-
ing). Comments are requested by January 29, 1993,

CHANGES IN BOARD STAFF

The Board of Governors announced on Novem-
ber 19, 1992, the restructuring of the Division of

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



19

Consumer and Community Affairs. The new align-
ment is designed to meet the increased responsibil-
ities associated with the passage of the Truth in
Savings Act, as well as deal with the upsurge in the
division’s work that has expanded the scope, vol-
ume, and complexity of the Federal Reserve’s con-
sumer and community affairs activities. As a result
of the restructuring, the Board announced the fol-
lowing official staff promotions and appointments:
the promotions of Glenn E. Loney and Dolores S.
Smith to the position of Associate Director, and
the appointments of Maureen P. English and
Irene Shawn McNulty to the position of Assistant
Director.

Ms. English joined the Board in 1976 as an
attorney in the Office of Saver and Consumer

Affairs. In 1986, she became Assistant to the Direc-
tor with responsibility for consumer education,
information systems, special projects, and adminis-
tration. Under the realignment, along with her cur-
rent duties, Ms. English will oversee the Consumer
Complaint Section. She holds a B.A. from Trinity
College in Washington, D.C., and a J.D. from the
Georgetown University Law Center.

Ms. McNulty joined the Board’s staff in 1981 as
a Review Examiner. In 1986, she was promoted to
a Program Manager in the Compliance Section. As
Assistant Director for Compliance, she will super-
vise the newly established Reserve Bank Oversight
Section and the Applications Section. Ms. McNulty
holds a B.B.A. degree from Southern Methodist
University. O
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Record of Policy Actions
of the Federal Open Market Committee

MEETING HELD ON OCTOBER 6, 1992

The information reviewed at this meeting sug-
gested that economic activity was expanding at a
subdued pace. Domestic final sales appeared to
have picked up in the third quarter, led by an
increase in consumer spending and another sharp
gain in business purchases of office and computing
equipment, but demand had remained sluggish in
most other sectors of the economy. The limited
growth in overall demand was being met in part
through higher imports, and as a consequence,
industrial production and employment had been
weak. Recent data on wages and prices continued
to suggest that inflation was slowing.

Total nonfarm payroll employment fell some-
what further in September, reflecting a drop in
government jobs associated with the end of a feder-
ally funded summer jobs program. Employment in
the private sector was up in September, as new
hiring in the services industry more than offset job
losses in manufacturing and construction; employ-
ment in other industries was little changed after a
sizable decline in August. The civilian unemploy-
ment rate edged down to 7.5 percent in September
when the labor force registered another decrease.

After a considerable gain in July, industrial pro-
duction declined appreciably in August, and avail-
able information suggested further weakness in
September. The decline in industrial output since
July partly reflected the disruptive effects of Hurri-
cane Andrew on oil and gas production and of a
labor strike on the manufacture of automobiles and
parts. However, output of a broad range of other
goods also was down. One area of continuing
strength was the production of business equipment,
notably office and computing equipment. The utili-
zation of total industrial capacity fell on balance
over July and August, retracing a portion of the
increase that occurred over the first half of the year.

Real personal consumption expenditures were

little changed in August after increasing apprecia-
bly in the two previous months; for July and
August combined, spending was moderately higher
than in the second quarter. In August, outlays for
services continued to rise, while expenditures for
most major categories of goods declined. Housing
starts climbed in August, with starts of single-
family homes reaching their highest level since
March. By contrast, permit issuance and sales of
new and existing homes edged lower in August.

Shipments of nondefense capital goods slowed
considerably in July and August, retracing much of
the sharp gain recorded in June. Shipments of
office and computing equipment slackened on bal-
ance over the two months; however, after adjusting
for ongoing rapid declines in prices, the underlying
upward trend in demand for such equipment
remained robust. Recent data on orders and ship-
ments of nondefense capital goods suggested that
business outlays for durable equipment, particu-
larly for items other than computers, would grow
more slowly in coming months. Outlays for nonres-
idential construction contracted again in August,
with steep decreases occurring for commercial and
industrial structures. Data on contracts continued to
indicate that spending for new construction would
remain sluggish over the months ahead.

Total business inventories rose somewhat further
in July following a large increase in June. In manu-
facturing, inventory stocks were little changed over
June and July but were up sharply in August as
factory shipments of goods slowed; as a result, the
ratio of inventories to shipments for all manufactur-
ing rebounded to the middle of the range that had
prevailed over the previous year. At the wholesale
level, inventories were trimmed a little in July after
a sizable rise in June, and the stocks-to-shipments
ratio remained relatively high. Retail trade invento-
ries expanded at a considerable pace in July, but a
rebound in sales lowered the inventory-to-sales
ratio somewhat at most types of stores.
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The nominal U.S. merchandise trade deficit wid-
ened somewhat in July from its average rate in the
second quarter. Imports, particularly of capital
goods and consumer goods, remained on the fairly
strong upward path evident during the first half of
the year. Exports increased by a smaller amount in
July; exports of agricultural products rose notice-
ably, but exports of nonagricultural goods were
about unchanged from the pace of the previous
three quarters. Recent indicators of economic activ-
ity in the major foreign industrial countries sug-
gested a continuation of sluggish growth on aver-
age in those countries.

Producer prices of finished goods edged up in
August in association with a rebound in prices of
fresh fruits and vegetables. Abstracting from the
volatile food and energy components, the increase
in prices of other finished goods over the twelve
months ended in August was considerably smaller
than the rise over the previous twelve-month
period. At the consumer level, prices of nonfood,
non-energy items registered another modest in-
crease, and the twelve-month change in this mea-
sure also was down substantially from a year
earlier. In September, a drop in the average hourly
earnings of production or nonsupervisory workers
retraced part of a sizable rise in August. Over the
twelve months ended in September, these earnings
grew at a significantly slower rate than in the
preceding twelve-month period.

At its meeting on August 18, the Committee
adopted a directive that called for maintaining the
existing degree of pressure on reserve positions and
that included a bias toward possible easing during
the intermeeting period. Accordingly, the directive
indicated that in the context of the Committee’s
long-run objectives for price stability and sustain-
able economic growth, and giving careful consider-
ation to economic, financial, and monetary devel-
opments, slightly greater reserve restraint might be
acceptable or slightly lesser reserve restraint would
be acceptable during the intermeeting period. The
contemplated reserve conditions were expected to
be consistent with growth in M2 and M3 at annual
rates of about 2 percent and %2 percent respectively
over the six-month period from June through
December.

Open market operations during the intermeeting
period were directed initially toward maintaining
the existing degree of pressure on reserve posi-

tions. In early September, operations were adjusted
to implement some easing in reserve pressures.
This action was taken in response to incoming
information that suggested unexpected sluggish-
ness in economic activity and a smaller-than-
anticipated pickup in the growth of the broad
monetary aggregates. Adjustment plus seasonal
borrowing tended to run a little above expected
levels during the intermeeting interval, reflecting
in part reserve shortfalls that produced sharp
increases in borrowing at the end of two reserve
maintenance periods. The reserve shortfalls along
with quarter-end pressures contributed to a some-
what higher federal funds rate than had been
expected following the monetary easing action.

Other short-term interest rates also declined
somewhat, while longer-term rates were about
unchanged since the Committee meeting on
August 18. Short-term debt markets reacted to the
Committee’s easing action in early September and
subsequently to growing expectations of further
System easing in the context of continued indica-
tions of a sluggish economic expansion. Yields on
intermediate-term securities also fell. However,
rates on long-term obligations were little changed
on balance; the System’s policy easing and gener-
ally weak economic data tended to reduce bond
yields, but long-term debt markets also appeared to
reflect growing concerns about the fiscal outlook
and increased uncertainty stemming in part from
volatility in the foreign exchange markets and pol-
icy developments abroad.

In foreign exchange markets, the trade-weighted
value of the dollar in terms of the other G-10
currencies fluctuated widely over the intermeeting
period but ended somewhat higher on balance. The
dollar weakened considerably early in the period
on disappointing reports about the U.S. economy
and related expectations of Federal Reserve easing.
In mid-September, the dollar moved sharply higher
as turmoil in European currency markets prompted
some safe-haven buying of dollars and resulted in
interest rate reductions in Germany. More recently,
reduced tensions within the European Monetary
System and heightened expectations of further
easing by the Federal Reserve induced renewed
declines in the dollar.

Expansion of M2 and M3 resumed in August,
though at fairly slow rates, and limited growth
appeared to have continued in September. Through
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September, both aggregates were estimated to have
grown at rates somewhat below the lower ends of
the ranges established by the Committee for the
year. The pickup in the broad aggregates seemed to
reflect the cumulative effects on demand deposits
and liquid retail deposits of declines in market
interest rates since midyear and a related drop in
opportunity costs. Currency growth strengthened
further in August and September, evidently owing
in part to further foreign demand. Bank credit
growth also picked up in both months in conjunc-
tion with an upturn in bank loans.

The staff projection prepared for this meeting
indicated that economic activity would expand at a
slow pace in the current quarter and that growth
would pick up gradually in 1993 to a rate that
would remain quite moderate by past cyclical stan-
dards. The declines that had occurred in interest
rates were expected to boost housing activity to
some extent, particularly in the single-family sec-
tor. Gains in expenditures for equipment were pro-
jected to be large enough to raise business fixed
investment despite sluggish spending for nonresi-
dential construction. As employment growth was
restored and further improvements in household
balance sheets were achieved, consumer spending
would strengthen. The projection pointed to some
decline in federal government purchases, reflecting
further cutbacks in defense expenditures, and weak
spending by state and local governments. The per-
sisting slack in resource utilization in this forecast
was projected to be associated with additional
progress in reducing inflation.

In the Committee discussion of current and pro-
spective economic developments, many of the
members expressed disappointment and concern
about the sluggish pace of the expansion, and a
number commented that the softening in several
recent business indicators could portend quite slow
economic growth over the months immediately
ahead. Business and consumer sentiment was rela-
tively depressed and seemed to have worsened a bit
further recently in some parts of the country. While
further deterioration in business activity culminat-
ing in an economic downturn could not be ruled
out, some of the very latest data had a slightly more
positive tone, and the members generally continued
to view somewhat stronger economic growth as a
reasonable prospect for the year ahead. However,
no important sector of the economy seemed poised

to provide much impetus to business activity, and
the timing of the acceleration from the presently
sluggish advance remained uncertain. Nonetheless,
declines over the third quarter in the foreign
exchange value of the dollar and in domestic inter-
est rates—the latter along the entire maturity
spectrum—suggested improved conditions for
greater expansion. Recently, these more favorable
conditions had been reflected in an upturn in money
growth and bank lending activity. With regard to
the outlook for inflation, the available statistics and
anecdotal information continued to indicate appre-
ciable progress toward the goal of price stability.
In the course of the Committee’s discussion, the
members gave a great deal of emphasis to the
uncertainties that surrounded the economic out-
look, including potential developments abroad.
Several members commented that against the back-
ground of a relatively weak expansion, the recent
volatility in some domestic financial markets and in
the foreign exchange market tended to underscore
the risks of developments that could have adverse
effects on the economy. Another key uncertainty
related to the ongoing restructuring of business
firms and of business and consumer balance sheets.
Those activities were continuing to divert financial
flows from spending to savings or debt reduction,
and prior experience provided little basis for deter-
mining when such restructuring might come closer
to being completed and flows of funds redirected
on balance into more normal spending channels.
Nonetheless, the members drew considerable
encouragement from the substantial progress that
already had been made by business firms in
improving their balance sheets and by many lend-
ers, notably banking institutions. While some banks
clearly were continuing to experience financial dif-
ficulties, many had pared their problem assets and
strengthened their capital positions. Moreover, a
growing number of reports suggested that banks
were intensifying their efforts to find creditworthy
borrowers, though when such efforts might become
more general was another source of uncertainty.
Consumer spending seemed to have been reason-
ably well maintained in most parts of the country,
including indications of some growth in a number
of areas where overall business activity appeared to
be moving sideways or even edging lower. At least
in some parts of the country, retailers were express-
ing moderate optimism with regard to their pro-
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spective sales during the upcoming holiday season.
Even so, very cautious consumer attitudes, associ-
ated especially with concerns about employment
prospects, seemed likely to restrain overall growth
in consumer spending over the next several months.
Indeed, barring unanticipated economic develop-
ments leading to a major strengthening in employ-
ment opportunities, continuing efforts by many
households to improve their financial positions
could be expected in the context of an already low
saving rate to limit the contribution of the con-
sumer sector to faster economic growth for some
considerable period.

In their comments about developments in other
key sectors of the economy, members also cited
single-family housing construction as a source of
some stimulus in many regions. The manufacturing
of related building materials had exhibited a corre-
sponding pickup recently. Other construction activ-
ity, notably that of office structures, remained weak,
but there were reports of some improvement or
continuing growth in the construction of industrial
facilities and public works projects in some parts of
the country. In the energy sector, a firming of gas
prices was encouraging somewhat greater produc-
tion. On balance, there was little current evidence
that construction, other than in the single-family
sector, would provide significant impetus to the
overall expansion in the year ahead. Likewise, flag-
ging demand was curtailing the production of air-
craft and inducing at least temporary cutbacks in
auto assemblies. In addition, the foreign trade sec-
tor was not expected to add significantly to
demands on the U.S. economy despite the decline
in the foreign exchange value of the dollar. While
the latter had fostered large increases in tourism
from abroad in a number of areas and some domes-
tic producers reportedly were gaining market share,
recessions or weak expansion in major foreign
trading nations were likely to limit the growth in
foreign demand for U.S. goods.

The fiscal outlook remained uncertain. The large
federal deficit was still tending to preclude the
adoption of spending or tax reduction programs
that would increase fiscal stimulus, but some mem-
bers suggested that continued sluggishness in the
economy might well overcome current inhibitions
against new initiatives. In any event, defense
spending was on a clear downtrend and was exert-
ing an adverse effect on overall economic activity

in many parts of the country. At the state and local
government levels, severe fiscal problems probably
would continue to curb spending and force many
jurisdictions to raise taxes so long as a relatively
weak economy continued to hold down revenues.

With regard to the outlook for inflation, the
members were encouraged by the further indica-
tions of a disinflationary trend in prices and wages,
and they saw little likelihood that upward pressures
on prices would emerge over the next year or two,
even in the context of some pickup in the expan-
sion of economic activity. While medical, tuition,
and some other costs were rising at relatively rapid
rates, members cited widespread examples of very
strong competitive pressures in markets for goods,
including key agricultural products, and ongoing
efforts by firms to cut costs in the face of steady or
even declining prices in the markets for their prod-
ucts. Nonetheless, business contacts still seemed to
anticipate rising inflation at some point for the
economy generally if not in their own industries,
and long-term interest rates still appeared to
embody higher rates of inflation.

In the Committee’s discussion of policy for the
intermeeting period ahead, the members generally
agreed that current uncertainties made an assess-
ment of the economic outlook and the determina-
tion of an appropriate course for monetary policy
particularly difficult. While the members’ prefer-
ences for policy implementation ranged from the
maintenance of unchanged reserve conditions to an
immediate easing move, a majority indicated that
they could support a policy prescription of main-
taining unchanged reserve conditions for the
present while biasing the directive strongly toward
possible easing during the intermeeting period.

Members who favored an unchanged policy
stance argued that despite the softness in a number
of recent economic indicators they could see no
currently persuasive evidence of a cumulative dete-
rioration in the economy. Moreover, earlier mone-
tary policy easing actions had provided a substan-
tial amount of stimulus to the economy that would
continue to exert its effects over time. Real short-
term interest rates were at very low levels, and
intermediate-term rates had declined considerably
since midyear. The reductions in interest rates had
greatly facilitated the progress already achieved by
business firms and households in restructuring their
debts and reducing their debt service burdens,
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thereby strengthening the financial underpinnings
of the economy. The dollar recently had been
subject to considerable volatility in the foreign
exchange markets, and there was some risk that an
easing of monetary policy at this time might tend to
destabilize it. These members concluded that the
present stance of monetary policy continued to
reflect an appropriate balancing of the need to
sustain progress toward price stability while en-
couraging an acceptable rate of economic growth.

Members who favored an immediate easing of
policy believed that the outlook for the economy
and prices argued for a policy move at this time.
These members acknowledged that a good deal of
uncertainty surrounded the economic outlook.
However, there were some risks that an already
sluggish economy might weaken further. In the
circumstances, a prompt easing move would be a
desirable and prudent course, particularly in a situ-
ation in which they saw a minimal risk that infla-
tion would be deflected from its downward trend.
In the view of some of these members, continued
expansion in the broad monetary aggregates at
rates below the Committee’s ranges suggested that
financial conditions were not yet conducive to a
pickup in business activity that was sufficiently
robust to reduce margins of underutilized re-
sources. An easing in monetary policy seemed to
be widely anticipated in financial markets, and a
failure to take action at this time might well result
in an undesirable backup in market interest rates,
thus further weakening the outlook.

A majority of the members noted that they could
support an unchanged directive that included a
decided presumption of some easing if indications
of stronger economic activity failed to emerge or
the recent firming in money and credit flows
showed signs of ebbing materially. It was antici-
pated that any decision to ease reserve conditions
during this period would be coordinated with the
consideration of a reduction in the discount rate by
the Board of Governors. Two members felt
strongly that a directive calling for unchanged
reserve conditions should also provide for an
unbiased intermeeting instruction. While such a
directive would not rule out an intermeeting
adjustment—in either direction—it would require
more substantial evidence of changing or unex-
pected economic or financial information before a
policy action was implemented. Several members,

including some who favored an immediate easing
of policy, expressed some discomfort about the
extent to which the Committee might be seen as
reacting to individual pieces of incoming data
rather than to an accumulation of information and
analysis regarding the course of the economy and
prices.

In the course of the discussion, members com-
mented that the pickup in the growth of the broad
monetary aggregates in August and September was
a reassuring development, even though the rates of
expansion were still quite sluggish. According to a
staff analysis prepared for this meeting, the growth
of both aggregates was likely to remain quite lim-
ited over the balance of the year and to fall some-
what short of the lower bounds of the Committee’s
ranges for 1992 as a whole. Despite the lingering
effects of earlier declines in short-term interest
rates, the projected expansion of M2 and especially
that of M3 would be expected to remain below the
growth of nominal GDP, and the velocity of these
monetary aggregates would continue to display
unusual strength in comparison with past patterns.
The persistence of slow growth in the broader
aggregates probably would involve further
decreases in deposit offering rates and shifts of
funds to higher-yielding alternatives such as bond
and stock mutual funds, with little effect on con-
sumer spending or overall economic activity. The
members nonetheless recognized the need to assure
adequate monetary expansion for a growing econ-
omy and noted that money growth appreciably
below current expectations would be a matter of
increasing concern. A differing view focused on
the growth of M1 and reserves, which had been
very rapid since the latter months of 1991. In this
view, the outsized growth in narrow measures of
money was indicative of a quite stimulative mone-
tary policy, but given the long lags that were
involved, the inflationary consequences of such
growth, if allowed to continue, might not become
evident until much later, perhaps not until well into
1994.

At the conclusion of the Committee’s discussion,
a majority of the members indicated their accep-
tance of a directive that called for maintaining the
existing degree of pressure on reserve positions and
an understanding that there would be a marked bias
toward possible easing during the intermeeting
period. Two of the members expressed a strong
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preference for a symmetric directive with regard to
possible intermeeting policy adjustments, while
two others were firmly persuaded of the desirability
of an immediate increase in reserve availability to
strengthen the growth of M2. Accordingly, in the
context of the Committee’s long-run objectives for
price stability and sustainable economic growth,
and giving careful consideration to economic,
financial, and monetary developments, it was
decided that slightly greater monetary restraint
might be acceptable or slightly lesser monetary
restraint would be acceptable during the intermeet-
ing period. The reserve conditions contemplated at
this meeting were expected to be consistent with
growth in M2 and M3 at annual rates of about 2
and 1 percent respectively over the three-month
period from September through December.

At the conclusion of the meeting, the following
domestic policy directive was issued to the Federal
Reserve Bank of New York:

The information reviewed at this meeting suggests
that economic activity is expanding at a subdued pace.
Total nonfarm payroll employment declined somewhat
further in September, but the civilian unemployment rate
edged down to 7.5 percent. Industrial production is esti-
mated to have declined appreciably since July. Real
personal consumption expenditures appear to have risen
moderately in the third quarter. Data on housing have
been mixed, but on balance they continue to suggest a
gradual uptrend in housing expenditures. Recent data on
orders and shipments of nondefense capital goods indi-
cate slower growth in outlays for business equipment,
while expenditures for nonresidential construction have
been weak. The nominal U.S. merchandise trade deficit
widened somewhat in July from its average rate in the
second quarter. Incoming data on wages and prices sug-
gest that inflation is slowing.

Short-term interest rates have declined somewhat,
while longer-term rates are about unchanged since the
Committee meeting on August 18. In foreign exchange
markets, the trade-weighted value of the dollar in terms
of the other G-10 currencies fluctuated widely over the
intermeeting period but ended the period higher on
balance.

Expansion of M2 and M3 resumed in August, though
at fairly slow rates, and limited growth appears to have
continued in September. Through September both aggre-
gates were estimated to have grown at rates somewhat
below the lower ends of the ranges established by the
Commiittee for the year.

The Federal Open Market Committee seeks monetary
and financial conditions that will foster price stability
and promote sustainable growth in output. In furtherance
of these objectives, the Committee at its meeting on
June 30-July 1 reaffirmed the ranges it had established

in February for growth of M2 and M3 of 2% to 6'2 per-
cent and 1 to 5 percent respectively, measured from the
fourth quarter of 1991 to the fourth quarter of 1992. The
Committee anticipated that developments contributing to
unusual velocity increases could persist in the second
half of the year. The monitoring range for growth of total
domestic nonfinancial debt also was maintained at 4 to
84 percent for the year. For 1993, the Committee on a
tentative basis set the same ranges as in 1992 for growth
of the monetary aggregates and debt measured from the
fourth quarter of 1992 to the fourth quarter of 1993. The
behavior of the monetary aggregates will continue to be
evaluated in the light of progress toward price level
stability, movements in their velocities, and develop-
ments in the economy and financial markets.

In the implementation of policy for the immediate
future, the Committee seeks to maintain the existing
degree of pressure on reserve positions. In the context of
the Committee’s long-run objectives for price stability
and sustainable economic growth, and giving careful
consideration to economic, financial, and monetary
developments, slightly greater reserve restraint might or
slightly lesser reserve restraint would be acceptable in
the intermeeting period. The contemplated reserve con-
ditions are expected to be consistent with growth of M2
and M3 over the period from September through Decem-
ber at annual rates of about 2 and 1 percent, respectively.

Votes for this action: Chairman Greenspan, Vice
Chairman Corrigan, Messrs. Angell, Hoenig, Kelley,
Mullins, Ms. Phillips, and Mr. Syron. Votes against
this action: Messrs. Jordan, LaWare, Lindsey, and
Melzer.

Messrs. Jordan and Lindsey preferred immediate
action by the Committee to increase the availability
of bank reserves sufficiently to achieve the Com-
mittee’s pre-announced target growth for M2 in
1992. Such reserve provision would likely be asso-
ciated with further declines in short-term market
interest rates. They believed that this policy action
by the Committee should be accompanied by an
announcement of reductions.of the upper and lower
limits of the range for M2 growth in 1993. They
felt that it was important to make clear that near-
term action to increase M2 expansion was not an
abandonment of the long-term objective of non-
inflationary monetary growth.

Messrs. LaWare and Melzer dissented because
they did not want to bias the directive toward
possible easing during the intermeeting period. In
their view, a variety of indicators, including the
level of short-term interest rates and the growth of
reserves, suggested that monetary policy already
was positioned to foster an expansion in economic
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activity consistent with the economy’s long-run
potential. Moreover, further easing at this time
would incur a substantial risk of destabilizing the
dollar in the foreign exchange markets. In these
circumstances, they favored a steady monetary pol-
icy that was not disposed to react to near-term

weakness in economic data and that allowed more
time for the effects of earlier easing actions to be
felt in the economy. Mr. Melzer also expressed
concern that the progress already made toward
achieving price stability might be jeopardized if
very rapid growth in M1 were to continue. O

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



27

Legal Developments

FINAL RULE—AMENDMENT TO REGULATION C

The Board of Governors is amending 12 C.F.R. Part
203, its Regulation C (Home Mortgage Disclosure
Act). The Federal Deposit Insurance Corporation Im-
provement Act of 1991 authorized the Board, in con-
sultation with the Department of Housing and Urban
Development, to develop a new exemption standard
for nondepository mortgage lenders that is comparable
to the exemption for depository institutions. Under the
standard that has been adopted by the Board, a
nondepository mortgage lender with an office in a
metropolitan area is covered if it meets either an
asset-size test or a lending activity test.

A nondepository mortgage lender continues to be
covered if its assets exceed $10 million. Regardless of
asset size, however, under the final rule a nondeposi-
tory mortgage lender is also covered if it originated 100
or more home purchase loans (which includes refi-
nancings of home purchase loans) in the preceding
calendar year. This dual standard maintains coverage
for all nondepository mortgage lenders that currently
report under HMDA and extends coverage to firms
that are active mortgage lenders despite their smaller
asset size.

The Board also has revised the instructions for
reporting loan applications received through a loan
broker or correspondent to conform the rule for re-
porting loan approvals to the existing rule for reporting
loan denials. This revision applies to all lenders cov-
ered by HMDA, not only nondepository mortgage
lenders.

Effective January 1, 1993, 12 C.F.R. Part 203 is
amended as follows:

Part 203—Home Mortgage Disclosure
[Amended]

1. The authority citation for part 203 continues to read
as follows:

Authority: 12 U.S.C. 2801-2810.

2. Section 203.3 is amended by revising paragraph (a)

(including its caption) and by revising paragraph (c)(1)
to read as follows:

Section 203.3—Exempt institutions.

(a) Exemption based on location, asset size, or num-
ber of home purchase loans.
(1) A bank, savings association, or credit union is
exempt from the requirements of this regulation for
a given calendar year if on the preceding Decem-
ber 31:
(i) The institution had neither a home office nor a
branch office in an MSA; or
(ii) The institution’s total assets were $10 million
or less.
(2) A for-profit mortgage lending institution (other
than a bank, savings association, or credit union) is
exempt from the requirements of this regulation for
a given calendar year if:
(i) The institution had neither a home office nor a
branch office in an MSA on the preceding Decem-
ber 31; or
(ii) The institution’s total assets combined with
those of any parent corporation were $10 million
or less on the preceding December 31, and the
institution originated fewer than 100 home pur-
chase loans in the preceding calendar year.

L . .

Loss of exemption.
(1) An institution losing an exemption that was
based on the criteria set forth in paragraph (a) of this
section shall comply with this regulation beginning
with the calendar year following the year in which it
lost its exemption. * * *

* x kX %

3. Appendix A to part 203 is amended by revising
paragraphs I.A. through I.D., by revising paragraph

. IV.A.3, by redesignating paragraph IV.A.4 as IV.A.S,

by adding a new paragraph IV.A .4, and by revising
paragraphs V.B.1. and V.B.2.a. to read as follows:
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APPENDIX A TO PART 203—FORM AND
INSTRUCTIONS FOR COMPLETION OF HMDA
LOAN/APPLICATION REGISTER

* ok ok ok ok

1. Who Must File a Report

A. Depository Institutions. Subject to the exception
discussed below, banks, savings associations, and
credit unions must complete a register listing data
about loan applications received, loans originated, and
loans purchased if on the preceding December 31 an
institution:
1. Had assets of more than $10 million, and
2. Had a home or a branch office in a **metropolitan
statistical area’’ or a ‘‘primary metropolitan statis-
tical area’’ (both are referred to in these instructions
by the term ““MSA”’).
Example: 1If on December 31 you had a home or a
branch office in an MSA and your assets exceeded
$10 million, you must complete a register that lists the
home purchase and home improvement loans that you
originate or purchase (and also lists applications that
did not result in an origination) beginning January 1.
B. Depository Institutions—Exception. You need not
complete a register — even if you meet the tests for
asset size and location — if your institution is a bank,
savings association, or credit union that made no
first-lien home purchase loans (including refinancings)
on one-to-four-family dwellings in the preceding cal-
endar year. This exception does not apply in the case
of nondepository institutions.
C. Other Lending Institutions. Subject to the excep-
tion discussed below, for-profit mortgage lending in-
stitutions (other than banks, savings associations, and
credit unions) must complete a register listing data
about loan applications received, loans originated, and
loans purchased if the institution had a home or branch
office in an MSA on the preceding December 31, and:
1. Had assets of more than $10 million (based on the
combined assets of the institution and any parent
corporation) on the preceding December 31, or
2. Originated 100 or more home purchase loans
(including refinancings of such loans) during the
preceding calendar year, regardless of asset size.

D. Other Lending Institutions — Exception. You need
not complete a register — even if you meet the tests
for location and asset size or number of home pur-
chase loans — if your institution is a for-profit mort-
gage lender (other than a bank, savings association, or
credit union) and the home purchase loans that you
originated in the preceding calendar year (includ