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U.S. Offices of Foreign Banks: The Recent Experience
by

Henry S. Terrell* and Sydney J. Key**

I. Introduction

In our paper ''The U.S. Activities of Foreign Banks: An Analytic
Survey,' written about one year ago, We analyzed the activities of foreign
banks in the United StateS.l/ That paper focused on the growth of the for-
eign banks' U.S. activities from November 1972 to May 1977, growth that was
dramatic both by itself and in comparison with the growth of large domestic
banks. The earlier paper also examined the role of foreign banks in major
U.S. banking centers and the ability of the foreign banks to expand their.
activities into more than one state. ' R ‘

This paper expands and updates the earlier study by focusing on re-

cent growth in U.S. activities of foreign banks, which has resulted not only

*Chief and **Economist, International Banking Section, Division of Inter-
national Finance, Board of Governors of the Federal Reserve System. The
analysis and conclusions in this paper should not be interpreted as repre-
senting the view of the Board of Governors of the Federal Reserve System OT
anyone else on its staff. We are indebted to Ms. Glenda Jackson for her
computer programming assistance. <This paper was originally presented on
August 29, 1978 at 2 meeting of the Academy of intecrnational Business.

1/ Terrell, H. S., and Key, S. J., "The U.S. Activities of Foreign Banks:
An Analytic Survey," in Key Issues in International Banking, Proceedings of
a Conference Held in October 1977, Federal Reserve Bank of Boston, Confer-
ence Series No. 18. (Also available as International Finance Discussion

Paper No. 113, Board of Governors of the Federal Reserve System, November 1977.)
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from the opening of new foreign banking offices in the United States -- 61
in the one-year period ending iﬁ May 1978 -- but also from the increased
activities of established offices. The U.S. activities of foreign banks are
of particular interest at the present time, since the International Banking
Act of 1978, which provides for some degree of Federal regulation and con-
trol over these activities, has recently been passed by Congress. The
present paper deéls with the one-year period from May 1977 to May 1978,
although we have also included data for November 1972 to facilitate compar-
isons with the érevious paper.

 Before turning to an examination of recent growth in assets and lia-
bilities of U.S. offices of foreign banks, it is useful to clarify a method-
ologicél point thatjhas caused some confusion., In comparing the activities
of U.S. offices of foreign banks wiﬁh the activities of domestic banks,
commercial and industrial (C and I) lending, for example, of the foreign
banks is expressed as a per cent of similar lending by U.S. offices of the
approximately 300 large domestic banks that report weekly to the Federal
Reserve.=  Such a ratio is useful for comparing the relative size of two
groups of banksél -- the U.S. offices of foreign banks and the weekly report-

ing banks -- but it does not measure the foreign banks' share of, for example,

2/ Four foreign bank-owned subsidiary commercial banks also report weekly to
the Federal Reserve. Data for these four banks have been subtracted from

the data for the weekly reporting banks so that the weekly reporter sample
used in this paper includes only domestically owned weekly reporters.

3/ 1t is important to note that data for foreign banks are not included in
the denominator of the ratio.
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the C and I loan market in the United States. The weekly reporters were
chosen as a standard of comparison because these are the banks with which

foreign banks are in closest competition.™

II. Recent Growth of U.S. Activities of Foreign Banks

Standard banking assets. The data in Table 1 reveal that over

the past year foreign banks have continued to grow rapidly, both in absolute
terms and vis-a-vis the weekly reporting banks. Between May 1977 and May 1978,
standard banking assets of the foreign banks -- that is, assets defined to
exclude clearing balances and balances due from related institutionsé --
increased by 30 per cent from about $50 billion to about $65 billion.

Sfmiiar assets ofithe weekly reporting.banks increased by less than 15 per
cent from $488 billion to $556 billion. As a result, in May 1978 the foreign
banks' standard assets equaled almost 12 per cent of the weekly reporters'

standard assets, compared with a little over 10 per cent a year earlier.

4/ Using all 14,000 banks in the United States as a standard of comparison
understates the importance of foreign activity, since foreign banks compete
primarily with the major money-center banks. -

5/ Standard banking assets include loans, money-market assets and securities.
Balances due from related institutions (in the United States and abroad) are
excluded because this category involves double-counting that is generally
eliminated in analyzing aggregate banking data. Clearing balances are excluded
because they comprise volatile categories such as cash items in process of
collection and demand balances with banks; these transactions in large part
simply reflect Euro-dollar clearings that fluctuate widely, particularly at
quarter-end and when the last day of the month is a Friday.



Commercial and industrial loans. The most important asset item --

accounting for more than 40 per céht of standard assets -- for U.S. offices
of foreign banks continues to be their commercial and industrial loans to
both domestic and foreign borrowers.. By contrast, C and I loans account for
less than one-fourth of standard assets of the weekly reporters, which are
relatively more active in retail lending. From May 1977 to May 1978 the
foreign banks' C and I loans grew at about the same rate as their standard
banking assets, increasing from less than $21 billion to almost $27 billion.
By May 1978 C and I lending by the foreign banks amounted to more than 20 per
cent of similar lending by the weekly repofters, compéred with slightly less

6/2/

than 18 per cent a year earlier.—

6/ The comparisons with weekly reporters by state are even more dramatic;
see below, page 14 and Table 4.

7/ As noted at the outset, these figures are not market shares. There are
essentially three ways to compare C and I lending by U.S. offices of foreign
banks with C and I lending of domestic banks:

First, as in the present text and tables, there is the simple ratio of
C and I lending by foreign banks to similar lending by the domestically owned
weekly reporting banks (i.e., excluding the four weekly reporters that are
owned by foreign banks): the result is 20.2 per cent for May 1978.

Second, a narrowly defined market share (where the "market" consists of
the U.S. offices of foreign banks plus the domestically owned weekly reporting
banks) could be computed by taking the ratio of C and I lending by U.S. offices
of foreign banks to the sum of C and I lending by both U.S. offices of foreign
banks and the domestically owned weekly reporting banks: the result is 16.8
per cent for May 1978.

Third, a broadly defined market share could be computed by taking the
ratio of C and I lending by all U.S. offices of foreign banks to the sum of
C and I lending by both "all commercial banks" in the United States and for-
eign bank-owned agencies and New York state investment companies: the result
is 10.8 per cent for December 1977, the latest date for which necessary data
are available. (Data for "all commercial banks" include all foreign bank-owned
branches and subsidiary commercial banks, but do not irclude foreign bank-owned
agencies and New York state investment companies.)
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C and I loans to foreign borrowers continue tp account for 4 relatively
high prbportion of the foreign‘banks' Cand 1 lending, about one-fourth cgq
Pared with Jlegg than one-twentieth for the weekly reporters, 1Ip May 1978 the
absolute amount of the foreign banks' foreign ¢ and I lending -- nearly $7 pij-

lion -- was higher thap similar iending by the weekly reporters. The relatively

tions. ' Given these,conceptual difficulties, this paper will Concentrate op

analyzing loans to all borrowers from banking offices in the United States.gf

Anecdotal evidence, including Press reports ang conversationg with

8/ Some of the loans that are recorded as domestic loans may be loang to
fbreign borrowers, For example, U.S, agencies of Japanese banks loan funds
to the u.s, incorporated subsidiaries of Japanese trading companies,

9/ The concept of credit eéxtended to banking offices in the United States



earlier paper, in the initial stages of a foreign bank's U.S. operations,
loans to finance trade with the home country and with third countries and
"loans to U.S. subsidiaries of homé country corﬁorations play a dominant
role; as the bank grows and expands its U.S, activities, it becomes more
aggressive in seeking to make loans -to large U.S. corporations. It appears
that in the one-year period ending in May 1978 foreign banks have progressed
rapidly along this path and that they are increasingly moving beyond their
traditional role of servicing their home country customers. Indeed, many
foreign banks have engaged in aggressive loan pricing practices to gain
footholds in the domestic C and I loan market. Some U.S. offices of foreign
banks have instituted the practice of pricing loans iﬁ‘terms of Euro-dollar
rates ;ather than the traditional U.S. practice of the prime rate plus'gomf

10/

pensating balances.=— The aggressive competition from the foreign banks has (:}
induced some U,S. banks to price in a similar manner. While the direct com-
petitive impact of foreign banks on pricing is impossible to measure, it is

clear that the U.S. offices of foreign banks are an important source of po-

tential competition for U.S. banks and this potential competition is having an

10/ For example, the American Banker of July 6, 1978 reported a $125 million
seven-year credit facility for the AMF Corporation with twelve U.S. offices

of foreign banks that was priced (at the borrower's option) either in terms ~
of the London interbank offer rate or the U.S. prime rate.

~y—



11
effect on domestic pricing practices.—-/ The U.S. offices of foreign banks

are effective competitors becausé. they can, 1f necessary, draw upon the
extensive resources of their parent banks.

Deposits and credit balaqces of non-banks. One of the most signi-

ficant developments on the liability side of thé foreign banks' balance
sheets has been.the recent rapid growth in their deposits and credit balances
from non-banks. Over the one-year period ending in May 1978, deposits and
credit balances increased by 33 per cent -- a little more rapidly than
standard assets -~ from slightly over $20 billion to nearly $27 billion.

The bulk of this increase -- 93 per cent -- was accounted for by an in-

‘ 12
crease in deposit liabilities to U.S. residents,—

il/ As pointed out in the earlier paper, the expected long~-run results of
this increased competition should be smaller interest rate spreads on domes-
tic U.S. lending and a closer convergence between domestic and Euro-currenc-—
rates. However the evidence on declining spreads in domestic lending is
largely anecdotal and is derived in part from bank stock analysts. Declin-
ing spreads are hard to document empirically since they may occur in a
variety of ways other than through reductions in posted lending rates, i.e.,
reductions in compensating balance requirements, reductions in margins over
prime for non=-prime borrowers, and some Euro-currency pricing for domestic
borrowers. Furthermore, it is difficult to disentangle the impact of for-
eign banks on domestic loan spreads from the competitive impact of commerci:z_
paper. Morgan Guaranty, in World Financial Markets, compares the costs of
Euro-dollar credits to the costs of issuing commercial paper.

12/ Although the aggregate figures conceal considerable diversity among the
foreign banking institutions the growth in their deposits represents a con-
tinuing structural change that over time is making the foreign banks as a
group more similar to domestic banks, For example, the foreign banks' over-
all loan/deposit ratio was 1.71 in November 1972; it had decreased to 1.26
by May 1977 and was 1.24 in May 1978; the comparable loan/deposit ratio for
the weekly reporters in May 1978 was .74.




The substantial growth in deposit liabilities to domestic non-banks (::
is attributable to two major factors: (1) a $3 billion increase in time
deposits of U.S. residents at brapches; and (2) a $3 billion increase in
deposits of U.S. residents at subsidiary commecrcial banks, about $1 billion
of which was an increase in demand deposits. Most of the increase in domes-
tic time deposits at branches -- which are almost exclusively large CDs --
was accounted for by branches of Japanese and European banks.lé/ Tradition-
ally, non-bank deposits from foreign sources have accounted for a substantial
portion of the deposit growth at U.S. branches of foreign banks, but recently
these deposits have been growing very slowly compared with the growth of their
deposits from U.S. residents, This rapid increase in domestic time deposits
suggests an increased acceptance of branches of foreign banks by U.S. inves-
tors, thus enhancing the branches' ability to compete with domestic banks. (::

The $1 billion growth in demand deposits of U.S. residents at sub-
sidiary commercial banks -- an increase of about one-third -- reflects the
retail-oriented nature of their activities. Most of the growth from May 1977

14/15/

to May 1978 was due to expansion of existing commercial banks. The

three major acquisitions of U.S. banks by foreign banks that have occurred in

13/ See p. 12 below regarding the Japanese banks' shift in preference from
the agency to the branch form of operation.

14/  The number of foreign bank-owned subsidiary commercial banks increased
by six from May 1977 to May 1978 but these are all still quite small; as of
May 1978 only two of these banks, both of which were located in Puerto Rico, -
had standard assets of more than $100 million.

15/ This growth includes the purchase of branches by the Sumitomo Bank
from the Bank of California. '



recent years were completed prior to May 1977 and are reflected in the de-
16 f s
posit data for that date.”‘j The three major acquisitions recently announced

- 17
have not been completed and are thus not reflected in the May 1978 data.‘—/

Net interbank liabilities. As part of the management of the dollar

positions of their parent organizations, many U.S, offices of foreign banks
engage actively in both deposit-placing and deposit-taking activities in
interbank markets, both domestic (largely Federal funds and time deposits
with and from banks) and foreign (Euro-dollars), From May 1977 to May 1978
U.S. offices of foreign banks increased their net domestic intefbank
liabilities by about $3-1/2 billion, and had a net decrease in interbank
liabilities in foreign markets of about $2 fillion. B; May 1978,.U.S. offices_
of foreign banks' net borrowings in the domestic interbank market were nearly
$6 billion; in foreign interbank markets U.S. offices of foreign banks haa,
in the aggregate, a net asset position of almost $6 billion. >
These overall net interbank positions of foreign banks do not, of
course, reveal the diversity in the use of these markets by individual banks.
Examining the aggregates by parent country gives some indication of this

diversity. U.S. offices of Japanese banks appear to be continuing their

16/ These acquisitions included Franklin National Bank by the European-
American Group, First Western Bank and Trust (now Lloyd's Bank of California)
by Lloyd's International Bank, and Southern California First National Bank
(now California First Bank) by the Bank of Tokyo.

17/ See pp. 12-13 below.
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practice of establishing and drawing on credit lines with a large number of

U.S. banks. In May 1978 Japanese institutions had a net liability position

of about $6 billion in the domeﬁtic interbank market. By contrast, European
banks, taken as a group, used the domestic interbank maket as an investment

outlet for their liquid dollar balances; as of May 1978 U.S. offices of

European banks were net placers of $1-1/4 billion in the domestic interbank

market.

Net liagbilities to foreign related institutions. U.S. offices of

foreign banks increased their net funding from related institutions abroad
between May 1977 and May 1978 from about $9 billion to $13 billion. European
banks accounted for more than half of this increase; as of May 1978 the U.S.
offices of European Banks had net advances from their parents amounting to more
than'$6;1/2 billion.  Data for individual foreign banks' U.,S, -operatioms .sug-
gest that banks that rely heavily on funds from their parents tend to be less
reliant on net funding from both domestic and foreign interbank markets.

Comparison with foreign branches of U.S. banks. While foreign

activities of U.S. banks increased rapidly during the one-year period ending
May 1978, they did not match the rate of growth of U.S. offices of foreign
banks. Total assets (minus claims on related institutions) of foreign
branches of U.S. banks rose by about 15 per cent over this period, compared
with the 30 per cent increase in standard banking assets of U.S. offices of

foreign banks noted earlier.

.
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A striking similarity between U.S. offices of foreign banks and
foreign branches of U.S. banks éontinues to be their reliance on funds ad-
vance& from their head offices. As of May 1978, offices of foreign banks
owed about $13 billion on a net basis to their related offices outside the
United States, while foreign branches of U.S. banks owed approximately
$23 billion on a net basis to their head offices. This "cross-hauling' of
funds appears to be a basic characteristic of international banking: at given
levels of lending and deposit rates, non-indigenous banks find more cus-
tomers who are willing to borrow than they can accommdate with local funds

and thus must rely on advances from their head offices.

ITI. Institutional Structure

Type of organization and country of parent bank. Foréign banks in

the United States operate through three major types of banking facilities:
agencies, branches and subsidiary commercial banks. Although individual
state laws permitting their establishment diffef, agencies are usually bank-
ing offices that lend and transfer funds but do not accept deposits; however,
they may accept credit balances, which for many purposes are the functional

18/19/

equivalent of deposits. Branches of foreign banks conduct a

18/ 1In California, an agency, subject to the approval of the Superintendent
of Banks, may accept deposits from foreign sources. The definition of
"agency" in the International Banking Act 1nc1udes agencies that actept
deposits from foreign sources.

19/ 1In general, agencies are not subject to lending limitations for 1ndiv1dua1

borrowers; California agencies that accept deposits from foreigners are subject
to such lending limits.

e,
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full-service banking business, including the accepténce of deposits and the
lending of funds to domestic and_foreign borrowers.gg/ In contrast to
branches, which are integral parﬁs of their pérent banks, subsidiary commer-
cial banks are Separately incorporated U.S. banks with lending limits and

deposit support derived from their own capital,

agencies relative to branches and subsidiaries that was noted in the earlier
Paper is continuing., Inp the one-year period ending in May 1978 standard

banking assets of branches grew by more than 50 Per cent compared with 27 per

cent for subsidiary commercial banks and only 8 per cent for agencies,

emphasis by Japanese banks from agencies to branches and the growth in activ-
ities of branches of European banks. In thelone-year Period ending in
May 1978, eight New York agencies of Japanese banks converted to branches,

Primarily to enable the Japanese banks to compete for domestic CDs.

20/ Branches are limited in the amount of credit they can provide to single
borrowers, but these limits are not uniform in all states,



of Hong Kong and Shanghai Banking Corporation to pufchase Marine Midland
Bank, National Westminster Bank to purchase National Bank of North America,
and Standard Chartered Bank to purchase Unioh Bank of California are consum-
mated. As of December 1977 the total domestic office assets of these three
banks were about $17 billion. Thus, in the near future the aggregate stand-
ard assets of subsidiary commercial banks could roughly equal the standard

assaets of branches.gl/

In addition to increasing substantially the aggregate assets of
commercial bank subsidiaries of foreign banks, these three pending acquisi-
tions will create a new phenomenon of money-market banks that have related
banking offices in more than one state. ‘All three acquiring foreign bank;
already have branches or agencies in New York, California, and Illinois. - In
addition, Hong Kong and Shanghai and Standard Chartered both have branches

in Washington, and Standard Chartered also has an agency in Florida.gg/gé/

21/ In addition to these three major acquisitions, GATX Corporation has
recently announced its intention to sell its 84 per cent interest in La Salle
National Bank of Chicago (which had total assets of $0.8 billion as of
December 1977) to Algemene Bank Neder land.

22/ Moreover the International Banking Act of 1978 would not prevent these
banks from opening agencies or branches (with limited deposit-taking powers)
in additional states. (See below, p. 17.)

23/ Both Hong Kong and Shanghai and Standard Chartered have subsidiary com-
mercial banks in California; Hong Kong and Shanghai has recently announced

an agreement to sell its California bank to Central National Bank to comply
with the Bank Holding Company Act.



Operations by state. Most of the U.S. offices of foreign banks (:?

are located in New York, California, and Illinois. Because of their inter-
national trade and money-market orientation, these states have been the most
attractive to foreign banks and as of May 1978 accounted for 96 per cent of
the assets of foreign banks in the United States. Several other states do,
however, permit foreign banks to operate. There have been offices of foreign
banks in Massachusetts, Washington, Oregon, and Hawaii for some time. Within
the last few years, Georgia, Florida and Pennsylvania have passed legislation
allowing foreign banks to establish agencies, and as of May 1978, two foreign

banks were operating agencies in Florida and four foreign banks wore operatin
g

agencies in Georgia,

The data in Table 4 compare the growth in activities of the foreign
banks with thé weekly repbrting banks in’thé three major states. 1In all
threé-states C and I lending has continued to expand more rapidly than ’ €:>
similar lending by the weekly reporting banks, their major competitors. In
New York State, for example, as of May 1978 C and I lending of U.S. offices
of foreign banks amounted to 43 per cent of similar lending by weekly re-
porters located in New York; in California, C and I loans of the foreign
banks amounted to 35 per cent of comparable loans by weekly reporters. In
New York and California, deposits of non-banks at offices of foreign banks

grew more rapidly than similar deposits as weekly reporting banks. -

Multi-state activities. With few exceptions, U.S. banks are

prohibited from operating banking facilities in more than one state. By

contrast, foreign banks can open agencies and branches in more than one



state, and they have taken advantage of this situation to continue to expand
their multi-state banking facilities. Table 5 shows that in May 1978, 123
foreign parent banks operated 268 banking offices in the United States.
Slightly less than half of the parent banks had banking facilities in only
one state; 31 had offices in two gtates and 32 had offices in three or more

states,

Activities of foreign banks outside their principal state of oper-
ation have continued to grow very rapidly.gﬁ/ Standard banking assets and
C and I loans of offices outside a parent's principal state of operation
each grew by more than 40 per cent in the one-year period ending in May 1978.
As of that date, standard banking assets of offices outside a parent's prin-
cipal state of operafion amounted to a little over $18 hillion, or about

28 per cent of aggregate standard assets of U.S. offices of foreign banks.

C and I loans of non-principal state offices accounted for 36 per cent of
total C and I loans of U.S. offices of foreign banks; non-bank deposits at

offices outside a parent's principal state accounted for nearly one-fifth of

total non-bank deposits.

It has sometimes been argued that multi-state banking activities

of U.S. offices of foreign banks are analogous to multi-state banking activ-

- ities conducted by major U.S. banks through their '"out-of-state" Edge

24/ A principal state was defined for each parent using a total asset
criterion for all operations in each state. (See Table 5.)
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C
corporations. However, the data in Table 6 suggest that activities of Edge
corporations are rather differgnt from those of U.S. agencies and branches of
foreign banks. 1In particular,AC and I lending by Edge corporations is
extremely small compared with similar lending by agencies and branches. As
of March 1978.tota1 C and I loans of Edge corporations amounted to less than
$2 billion, compared with similar lending of $12 billion by branches and
$8 billion by agencies of foreign banks.gé/gg/ As is the case with agen;
cies, total deposits and credit balances at Edge corporations are relatively
small and primarily from foreign sources. By contrast, branches»as of
March 1978 had nearly $11-1/2 billion in deposits of non-banks; nearly
two-thirds of this amount represented depoéits from U.S. residents.

Theseld;ffe;ences are not surprising, given the legal limitations
on Edge éorporations. Edge corporations can accept demand and time | ‘(::
deposits (but not savings deposits) only if such deposits are incidéntal to
international or foreign transactions. The'Federal Reserve Board has inter-
preted this requirements to allow Edge corpofations to accept deposits from

any forelgn resident and to accept deposits from U.S. residents only for an

international purpose or transaction, On the asset side, an Edge

25/ Recent data for Edge corporations are available only for end-of- -
quarter report dates.
26/ Since Edge corporations' lending limits are based upon their own

capital, Edge corporations often arrange loans that are subsequently booked
at their parent banks.



corporation is also limited to banking services that are strictly internat-
ional in character; for example, &n Edge corporation may finance the import
of merchandise for a local wholesale or retail firm.but may not finance the
operating expenses of such a firm, even if it deals strictly in imported

goods.

IV. International Banking Act of 1978

Several provisions of the recently enacted Internationaf Banking
Act of 1978 can be expected to have an impact on the banking activities of
the U.S. offiées of foreign banks. With regard to multi-state activities,
the Act contains a provision, introduced by Senator 3tcvenson, that will re-
strict the deposit-taking powers of branches that are established outside a
foreign bank's home state to the deposit-faking powers of Edge corpora-

tions.-—/ This restriction will apply only to branches for which aéplicéé

tions were filed after July 26, 1978. There is no limitation on the branches'

asset structure, and the establishment of agencies of foreign banks in more
than one state is not limited in any way. Senator Stevenson's provision
was a compromise between the Federal Reserve Board's proposal to prohibit

future establishment of branches outside a foreign bank's home state and the

version of the International Banking Act passed by the House of Representatives

earlier this year, which contained no restrictions on future establishment

of agencies or branches in more than one state.

27/ The Act allows a foreign bank to choose its home state from among those
states in which it was operating at the time of enactment.

B 13
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Under Section 7 of the International Banking Act, the Federal
Reserve Board is given the authority to impose Federal Reserve System reserve
requircments on all U.S. branches and agencies of foreign banks that have
$1 billion or more in worldwide‘assets.‘§ At present, for example, agencies
in California and branches in New York and Illinois are subject to
state-imposed reserve requirements that are similar in magnitude to Federal
Reserve System reserve requirements for member banks, but which can be satis-
fied by demand balances held at U.S, commercial banks.gg/ It seems likely,
therefore, that agencies and branches would restructure their balance sheets
somevhat to minimize the cost of holding Federal Reserve reserve requirements;

for example, they might reduce substantially their collected "due from' bal-

ances at U.S. commercial banks, particularly since they will be given access €:}
to Federal Reserve ;grvices.

The Act also provides for FDIC insurance of domestic deposits in
branches of foreign banks that accept deposits of less than $100,000.§9/ The

FDIC is authorized to exempt a branch from the deposit insurance requirement

if it determines that the branch is not engaged in domestic retail deposit

28/ All but a few of the foreign banks that have U.S. offices have worldwide
assets of $1 billion or more.

29/ Both collected and uncollected "due from" balances can be used to
satisfy state reserve requirements.

30/ FDIC insurance is not required for branches in states (such as Illinois)
that do not require state-chartered banks to be insured.

- -



activities. Thus, some branches that have only token retail deposits, such

as deposits for their employees, might not be required to have FDIC insurance.

Some branches, however, may decide to take advantage of FDIC insurance to

compete actively for retail deposits.

V. Conclusion

Data for the period from May 1977 to May 1978 confirm the trends
noted in the earlier paper. Both entry of new banks and expansion of exist-
ing banks are continuing to contribute to the growth of foreigﬁ banking

activities in the United States. The U.S. offices of foreign banks are con-

tinuing to become increasingly active participants in the C and I loan market

and to increase significantly their use of domestic deposits as a source of
funds. They continue to rely, however, on advances from their parents to
finance some portion of their U.S. activities.

The Interna&ionél Banking Act of 1978 provides a new législative-
and regulatory environment for the future growth of the U.S. activities of
foreign banks. The provisions noted above -- placing some limit on the
deposit-taking powers of future branches in additional states, giving the
Federal Reserve authority toAimpose reserve requirements on agencies and
branches, and providing FDIC insurance for branches that accept small depos-
its -~ will undoubtedly shape the pattern of their future growth. While the

recent legislation may alter the rate of growth of foreign bank activity and

S i
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Table 2

Deposits and Credit Balances at U.S. Offices of Foreign Banks*
(in millions of dollars)

November May May
1972 1977 1978
Agencies, Branches and
Investment Companies*
Deposits and credit balances
of non-banks 2,961 9,779 13,358
Due to: Domestic customers 1,446 4,392 ‘ 7,743
Demand 472 897 891
Time and savings 974 3,496 - 6,851
Foreign customers 1,516 5,385 5,615
. Demand 418 1,183 1,243
Time and savings 1,098 4,203 4,371 }
¥
Subsidiary Commercial Banks [
Deposits and credit balances
of non-banks 2,882 10,512 13,554
Due to: Domestic customers 2,496 9,482 12,305
Demand 802 3,051 4,103
Time and savings 1,694 6,430 8,202
Foreign customers 386 1,031 1,249
Demand 144 216 337
Time and savings 242 815 912
Total deposits and credit balances
of non-banks 5,843 20,291 26,912

*Includes foreign bank-owned agreement corporations.
Note: Details may not add to totals due to rounding.
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Table 5

Multi-state Activities of Foreign Banks in the United States=

November May May
1972 1977 1978
Number of U.S. banking facilities
operated by foreign banks 100 209 268
Number of foreign parents operat%?g :
these U.S. banking facilities:= 52 96 123
in only 1 state 29 46 60
in 2 states 20 27 31
in 3 or more states 3 23 _ 32
Balance sheet data for U.S. operations
of foreign banks outside their principal
state of o?eration (in billions of
dollars):é
Total assets/liabilities 5.5 18.0 24. 4
Standard banking assets 3.6 12.8 18.3
C & I loans 2.1 6.9 9.7
Deposits and credit balances
of non-banks 1.2 4.5 5.1
(Number of facilities) (35) (94) (122)

1/ Excludes offices in Puerto Rico, U.S. Virgin Islands and Guam.
2/ Consortia such as European-American counted as a single parent
nrganization.

3/ Defined using a total asset criterion for all operations in each state.
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