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Mr. Chairman, I am pleased to have an opportunity to present the 

FD IC ' s  views on S. 502, the Internat ional Lending Reform Act of 1983 

and on the regulation of foreign lending a c t i v i t i e s  of American banks.

On February 17, 1983, I appeared before the Subcommittee on 

Internat ional Finance and Monetary Pol icy  to d iscuss  the international 

and domestic impl icat ions  of U.S. commercial bank lending to foreign 

governments and corporations.  The Subcommittee members made i t  clear 

they believed we should make some changes in our po l ic ie s  and pract ices 

in order to impose some d i s c i p l i n e  on the international lending 

a c t i v i t i e s  of our banks to avoid a recurrence of the current dilemma.

We concur in that view. The only real questions are how much re s t ra in t  

i s  required and how w i l l  the d i s c ip l in e  be imposed. We are of the 

view - -  for  a va r ie ty  of reasons which we discussed that day - -  that 

the greater marketplace d i s c ip l i n e  must be brought to bear on bank 

r i s k - t a k i  ng.

As I t e s t i f i e d  on February 17, we feel that until  market 

pa rt ic ipants ,  such as large depos itors  and other major funds supp l ie r s ,  

come to understand that the ir  pos i t ion  i s  not 100% protected by the 

Federal government in the case of a large bank, marketplace d i s c ip l in e  

w i l l  be inadequate. We w i l l  soon submit a study to Congress which 

out l ines  our proposals for changing the manner in which we handle 

bank fa i lu re s .  While I w i l l  not dwell on the spec i f ic s  of those pro­

posa ls , I would report to you here that we consider those plans an 

integral part of any program to impose market d i s c i p l i n e .
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With respect to internat ional lending a c t i v i t i e s  of American 

banks, there are several areas in which we are prepared to act by 

regulat ion. With one exception, country lending l im i t s ,  they track 

c lo se ly  the th rust  of S. 502. They involve d i s c lo su re  of foreign 

exposures, accounting for fees, and the establishment of prudential 

reserves aga inst  certa in  foreign debts.

DISCLOSURE REQUIREMENTS

At present, certa in  banks are required to report semiannually on 

the i r  foreign lending a c t i v i t i e s .  This report, the Country Exposure 

Lending Survey, i s  used by regulators  to track lending patterns of 

American banks. Two problems ex i s t  in th i s  system. F i r s t ,  the data 

are not reported in a timely enough manner. We are working on a 

proposal to increase the report ing of these data to quarter ly  in an 

e f fort  to el iminate t h i s  problem.

The second, and perhaps more important, drawback of the system 

i s  that none of the information we co l lec t  i s  ava i lab le  to the public 

on an ind iv idua l bank bas i s .  I f  the market i s  to a s s i s t  us in imposing 

d i s c ip l i n e ,  i t  must have timely information. We, therefore, are working 

on a proposal to make certa in  of the information in the Country Lending 

Survey pub l ic ly  ava i lab le.  In general, we are th ink ing  along the l ines  

of making ava i lab le  information on bank exposures to countr ies  where 

those exposures exceed a spec i f ied  percentage of a bank's total assets . 

This is  not too d i s s im i l a r  from the SEC 's report ing req ui rements, 

except that we would not l im it  the d isc losure  to those countr ies
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experiencing " l i q u i d i t y  problems." By requ ir ing  banks to report 

exposures in a l l  countries where the exposures exceed one percent of 

total assets , we would allow the marketplace to judge the extent and 

nature of the r i sk  in a bank 's  international loan po r t fo l io .

FEE INCOME

The level of international lending and increased incidence of 

reschedulings over the past two years has provided many banks with 

substant ia l income in the form of front-end fees. Those fees are 

often taken into income in the period a loan i s  made, provid ing a 

boost to current earnings. A more r e a l i s t i c  approach, p a r t i c u la r l y  

for rescheduled debt, would have that portion of the fee used to 

increase the y i e l d  on the loan taken into income over the l i f e  of 

the loan. We propose that a l l  such fees not iden t i f iab le  as reim­

bursement for out-of-pocket administrative costs be amortized over 

the l i f e  of the loan. This  would discourage banks from o r ig in a t in g  

or rescheduling loans merely to boost current earnings or susta in 

past earnings  leve ls .

PRUDENTIAL RESERVES

The th i rd  area of concern re lates to how problem foreign loans 

are carried on the bank 's  books. There has been much c r i t i c i sm  of 

the regu la to r s '  f a i lu re  to force banks to write down international 

loans which appear marginal to many observers. A very va l id  question
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a r i se s  as to whether t h e i r  fa i lu re  to do so re su l t s  in a m isrepre­

sentat ion of the banks' true condition.  I t  seems obvious that the 

fu l l  co l lec t ion  of certa in  foreign loans i s  in ser ious  doubt, and we 

believe prudential reserves for those loans should be estab l ished.

Our proposal i s  that such reserves be establi shed out of the income 

stream, and we intend to require them. Moreover, these reserves w i l l  

not be included in our de f in i t ion  of capita l for purposes of capital 

adequacy ca lcu la t ion s ,  as is  the t rad it iona l  reserve for bad debts.

LENDING LIMITS

We have given a great deal of thought to the notion of country 

lending l im it s  and have concluded they would be h igh ly  inapprop r ia te . 

Lending l im i t s  based on objective c r i t e r i a  are l i k e l y  to be too r i g id .  

Such l im i t s  would fa i l  to d i s t in gu i sh  between countr ies  capable of 

carry ing  substant ia l  debt without s i g n i f i c a n t  r i sk  and countries  where 

smaller amounts of debt pose great’ r i s k .  Limits based on subjective 

c r i t e r i a  that change over time are l i k e l y  to have abrupt e f fects  on 

cred i t  f lows, imply a degree of fores ight  on the part of regulators  

that may be u n re a l i s t i c ,  and be d i f f i c u l t  to administer while avoiding 

p o l i t i c a l  complicat ions. F i n a l l y ,  in view of the already substant ia l  

exposures in many banks, a program of lending l im i t s  would need a very 

long t r a n s i t i o n  period that would tend to v i t i a t e  i t s  c r e d ib i l i t y .

DIVERSIFICATION RESERVES

An addit ional  area we at the FDIC are explor ing i s  that of 

d i v e r s i f i c a t i o n  reserves - - t h a t  i s ,  requir ing banks to in effect
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maintain higher equity capita l  pos i t ions  when those banks choose to 

concentrate the ir  foreign lending a c t i v i t i e s .  We understand a b i l l  

has been drafted that would require a minimum capital  base for all 

banks. Although we would have several suggestions  for improvements 

in the b i l l ,  we would s t rong ly  object to banks being s ing led out from 

other very s im i la r ,  insured f inanc ia l  i n s t i t u t i o n s  - -  in pa r t icu la r ,  

sav ings and loan a ssoc ia t ions  - -  we are interested in the concept of 

a minimum capital  standard. Such a requirement would add s ign i f i cance  

to mandated d i v e r s i f i c a t i o n  reserves, s ince amounts taken from capital 

to e s tab l i sh  our reserve presumably would have to be replaced i f  the 

statutory  minimum were v io lated.

Thank you Mr. Chairman and members of the Committee. I w i l l  be 

pleased to respond to any questions you may have.




