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Now ‘that the Houss Banktng Committee Sub~Committee on financial
_ ingtitutions has begun to hold hearings on the Firancial institutions

Safety and Consumer Choice Bill you may find it helpful to have my

preliminary reactions, as seen from the Commission of the European
Communities, to the main aspscts of the proposa!s as they are likely
" to affect European Community banks.

First let mé”éxprbss'my_strong support for the liberalising objectives
of these proposais. The Commission has Jong -emphasized the need for

. the removai of the restrictions on the geographical expansion of banks

- imposed by McFadden Act and the Douglas Amendment of -the Bank Hoiding

. Company Act, .and.. the strict limitations on the range of financial
activities which banking organizations may carry out imposed by the
“Glass-Steagall Act and the Bank Holding Company Act. Their removal,
as now propdsed would be a very positive.step. It would increass
business opportunities across the financiai sector, enlarge consumer
choice and be good for both the US and the .world economy:

The_European Community’s policy is to open up its markets to both
foreign and 'EC competitors- across the- whole range of financial
services,  Cur new Community banking legisiation agreed by all twelve
_member statos and due to come into force on 1 January 1893 - will allow
banks to operate Community<wide on the. basis of a single
‘author ization. From ‘that date- duly authorlzed banks wili be able to
carry out a full range of banking and sacurities activities throughout
the Community. Moreover, it wit! be possiblie to conduct all of these
activities ‘Within. the bank. These measures will benefit US and other
foreign banks incorporated .in the COmmunity an the same way in which
they benefit EC banks.

The Honorable Frank Anpunzio

Chairman,

Subcommittee on anancial lnstntutnons.
Supervision, Regulation and Insurance
House of Representatives’

Room 212 O°Neill House Office Buildnng
WASH INGTON- Dc 20515

USA : .
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This poiicy of opening up our financial marksts is reinforced by the
offer which the Community has made in the Uruguay ~-und negotiations
on financial services to accept the right of our pariners to estabiish
or expand a commercial pressnce in the Community. This is defined to
include branches as well as subsidiaries and other forms of
establiishment. It is my understanding that the United States is
willing to make the same commitment. '

Both the EC legisiation | have described and the US Treasury'’s
proposais aim at the same objectives of removing unnecessary
limitations on bank powers as we!l as on geographic expansion. As
indicated above, the Community has opted for the most |iberal
regulatory structure under which banks are aliowed to carry out
traditional deposit taking and lending activities and tc engage in
securities transactions undar the same roof. This is an approach which
we believe is both prudentialiy sound and econcmically efficient.

| appreciate that the proposed US legislation does not seek to go $o
far and Instead would require the creation of specialized and
separately capitalized subsidiaries to carry out different kinds of
financlial business. Even if it is accepted that this approach is to be
adopted, at Jeast at present, we are concerned that certain features
in the detai] of the proposals seriously detract from their generally
positive character - to the detriment not only of foreign banks but
also the competitive environment of US financial markets.

First, if a foreign bank wishes to engage in securities or insurance
activities as wall as traditional banking activities in the United
States, it would no longer bes permitted to conduct banking activities
in the United States through branches or agencies. Existing branches
and agencies of such foreign banks would have to be converted to a
commercial bank subsidiary of a financial services hoiding company
(FSHC).

The necessity of operating through a supsidiary bank would severeliy
limit the ablilty of EC banks to compete effectively in the US market
in the way they are permitted to do at present. For a foreign bank,
the importance of being able to operate through a branch or agency is
that its US banking activities can be conducted on the basis of the
bank’s consolidated worldwide capital, with US legal iending limits
for the branch or agency calculated accordingiy. |If, however, a
foresign bank were compslled to operate through a subsidiary, it would
have to conduct its US banking activities on the basis of the
capital of the US-incorporated subsidiary alone.

We therefore urge that foreign banks that wish to conduct securities
and insurance activities In the United States be permitted to continue
to conduct a traditional banking business in the United States
through branches and agencies. As far as | am aware no prudential
probiems have arisen through this being parmlitted in the past, and the
regulatory authorities have been weil able to satisfy themsesives as to
the financial position of the foreign bank seeking to carry on
business through branches or agencies in the US.
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on the other hand under the structure as propesed, it would be
reasonable to require foreign banks to conduct their securities and
ingsurance activities through separately incorporated US sucsidiariss.

This approach would also address our second point of concern with the
Treasury proposal, hamely, the requirement that foreign banks create
an FSHC in the United States in orcder to establish securities or
insurance subsidiaries. This would be a significant additional
administrative burden implying increased operating costs. Morsovsr,
an FSHC would be unnecessary on prudentiai grounds because the foreign
parent bank would in any event be subject to the Financial Services
Holding Company Act, and establishment and operation of securities and
Insurance subgidiariss would therefore be subject to approval and
supervision by the appropriate US federal banking regulator as well as
the appropriate US functional reguiator. Banking operaiions in the
United States would, in any case, continue to be subject to the
approval and supervigsion of US banking regulators. What | am
suggesting here does not involve more favourable treatment for foreign
banks than for US banks, as | see no reason why the concerns about
non-banking activities should not be met by requiring foreign as well
as US Dbanks to operate their non-banking activities through
separately incorporated subsidiaries, but not necessarily by creating
a new FSHC. Such an approach would meet the legitimate concerns that
have been expressed, in a simpler and l|ess cumbersome fashion. |
understand this alternative has considearable support in responsibie
quarters within the US itself.

Finaily, we note that the Treasury intends to impocse capital standards
higher than the minimum standards agreed in the Basle Committee of
Banking Regulations and Supsrvisory Practices on US incorporated banks
that wish to provide securities or insurance services through
subsidiaries of an FSHC. We do not question the right of the US
autherities to do this, but we do consider that any attempt to impose
higher standards on foreign parent banks as a condition of
establishing or operating a branch or agency in the United States
would be inconsistent with efforts being made by international banking
authorities—including US authorities—to facijitate the international
activities of banks. The regulators of any non-banking subsidiary or
affiliate would be able to satisfy themseives as to the capital
adequacy of that concern, while the capital adequacy of the parent
bank would be assured by its compliance with the internationaily
agreed standards.

! hope that you will feel able to encourage members of your Committee
to consider very serliously whether the objectives of the Treasury’s
proposals can be met more effectively for foraign banks by the
alternative structure | have outlinsd on these various points. We
will of course be continuing our analysis of the proposals, and
consulting further with representatives of the European Iindustry. |
therefore look forward to staying in touch with you on these important
issues.

| am writing in similar terms to Henry Gonzalez, and to Don Riegle in
the Senate as well as to Nicholas Brady and Alan Greenspan.
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SiIR LEON BRITTAN. cc
VICE-PRESIDENT OF THE COMMISSION
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Now that the House Committee on Banking, Finance and Urban Affairs has
begun %o ‘hold hearings on the Financial Institutions Safety and
Congumer Choice Blll you may find It helpfuil to have my preliminary
reactions, as seen from the Commission of the European Communities, to
the main aspects of the proposals as they are likely to affect
European Community banks. . . .

First let me express my strong support for the iiberalising objectives
of these proposais. The Commisgion has long emphasized the need for
the removal of the restrictions on the geographical expansion of banks
imposad by-McFadden Act and the Douglas Amendment of the Bank Holding
Company Act, and the strict Ilimitations on the range of financial
~activities which banking organizations may carry out- imposed by the
"Glass-Steagal! Act and the Bank Holding Company Act. Their removal,
as now proposed, would be a very positive step. [t would Iincrease
business opportunities across the financial sector, enlarge consumer
choice and be good for both the US and the world sconomy.

‘The European Community‘s policy is to open up its markets to both
foreign and EC competlitors across the whole rangs of financial
services. Our new Community banking legisiation agreed bty all twelve
member statas and dus to come Into force on 1 January 1993 wiil allow
banks to operate Community-wide on the basis of a single
authoriization. From that date duly authorized banks will be able to
carry out a full range of banking and sacurltles activities throughout
the Community. Moreover, it will be pessidble to conduct "2ail of these
activities within the bank. These measures wiil benefit US and other
forsign banks- incorporated In the Community in the same WaY in which
they benefit EC banks. .

This policy of openlng up our financial markets is reinforced by the
offer which the Community has made in the Uruguay Round negotiations
on-financial services to accept the right of our partners to establish
or expand a commercial presence in the Community. This is defined to
includs branches as well as subsidiaries and other forms of

. establighment. It Iis. my understanding that the United States is
willing -to make the same commitment.

The Honorabie Hanry B GONZALEZ
Chairman, Committee on Banking, F:nance
and Urban Affairs

House of Representatives -

2413 Rayburn House Office Bullding
WASHINGTON DC 20515 - 4320

USA -
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Both the EC legislation | bhave described and the US Treasury's
proposals aim at the sames objectives of removing unnecessary
limitations on bank powers as well as on geographic sxpansion. As
Indicated above, the Community has opted for the most 1iberal
regulatory structure under which DbDanks are aliowed to carry out
traditional deposit taking and lending aztivities a2nd %o engage in
securities transactions under the same roof. This is an approach which
we believe is both prudentialliy sound and economically efficient.

| appreciate that the proposed US legisiation does not seek to go so
far and instead would require the creation of specialized and
separately capitalized subsidiaries to carry out different kinds of
financial business. Even if it is accapted that this approach is to be
adopted, at least at present, we are concernad that certain features
in the detail of the proposais serious{y detract from their generally
positive character — to the detriment not only of foreign banks but
also the competitive environment of US financiai markets.

First, if a foreign bank wishes to engage in securities or insurance
activities as well as traditional banking activities in the United
States, it would no longer be permittad to conduct banking activities
in the United States through branches or agencies. Existing branches
and agencies of such foreign banks would have to be converted to a
commercial bank subsidiary of a financial services holding company
(FSHC).

The necessity of operating through a subsidiary bank would severely
limit the ability of EC banks to compete effectivaiy In the US market
in the way they are permitted to do at present. For a foreign bank,
the importance of being able to operate through a branch or agency is
that its US banking activities can be conducted on the basis of the
bank‘s consoiidated worldwide capital, with US legal! lending limits
for the branch or agency calculated accordingly. If, however, a
foreign bank were compelled to operate through a subsidiary, it would
have to conduct its US banking activities on the basis of the
capital of the US—-incorporated subsidiary alone.

We therefore urge that foreign banks that wish to conduct securities
and insurance activities In the United States be permitted to continue
to conduct a traditional banking tusiness in the United States
through branches and agencies. As far as ! am aware no prudential
problems have arisen through this being permitted in the pagt, and the
regulatory authorities have been well able to satisfy themseives as to
the financial position of the foreign bank seeking to carry on
business through branches or agencies in the US.

On the other hand under the structure as proposed, it would be
reasonable to require foreign banks to conduct their securities and
Insurance activities through separately incorporated US subsidiaries.
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This approach would also address our second point of concern with the
Treasury proposal, namely, the reguirement that foreign banks create
an FSHC In the United States in order to establish securities or
insurance subsidiaries. This would be a significant additicnal
administrative burden implying increased operating costs. Moreover,
an FSHC would be unnecessary on prudential grounds because the foreign
parent bank would In any event be subject to the Financial Services
Holding Company Act, and estabtishment and operation of securities and
insurance sutsidiaries would therefore be subject to approval and
supervision by the appropriate US federa! banking reguliator as well as
the appropriate US functional regutator. Banking operations in the
United States would, in any case, continue to be subject to the
approval and suparvision of US banking regulators. What [ am
suggesting here does not involve more favourable treatmsnt for foreign
banks than for US banks, as ] see no reason why the concerns about
non-banking activities should not be met by requiring foreign as we!!
as US banks to operate their non-banking activities through
separately incorporated subsidiaries, but not necsssarily by creating
a new FSHC. Such an approach would meet the legitimate concernsg that
have been expressed, iIn a simpier and less cumbersome fashicen. |
understand this alternative has considerable support In responsible
quarters within the US itself,

Finally, we note that the Treasury intends to impose capital standards
higher than the minimum standards agreed in the Basle Committee of
Banking Regulations and Supervisory Practices on US incorporated banks
that wish to provide securities or Insurance services through
subsidiaries of an FSHC. We do not question the right of the US
authorities to do this, but we do consider that any attempt to impose
higher standards on foreign parent banks as a condition of
establishing or operating a branch or agency in the United States
would be inconsistent with efforts being made by international banking
authorities—including US authorittes—to facilitate the international
activities of banks. The regulators of any non=banking subsidiary or
affiliate would be able to gzatisfy themselves as to the capital
adequacy of that concern, while the capital adequacy of the parent
bank would be assured by Its compiiance with the internationally
agreed standards.

{ hope that you will fee| able to encourage members of your Committee
to congider very seriously whether the objectives of the Treasury’s
proposals can bes met more effectively for foreign banks by the
alternative structure | have outiined on these various points. We
will of course be continuing our analysis of the proposais, and
consulting further with represantatives of the European industry. |
therefore look forward to staying in touch with you on these important
issues.

| am writing in similar terms to Frank Annunzio and to Den Riegle in
the Senhate, as wall as to Nicholas Brady and Alan Greenspan
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Now that the public debate on financial sector reform in the United
States has begun you may find it helpful to have my preiiminary
reactions, as seen from the Commissicn of the European Communities, tc
the main aspects of the proposals as they are likely to affect
European COmnunity banks. .

First let me express my strong support for the liberalising cbjectives
of these proposais. The Commission. has' long emphasized the need for

_the removal of .the restrictions on the geographical expansion of banks
‘Imposed. by ucFadden Act and the Douglas Amendment of the Bank Holding

Company Act, and the strict limitations on the range of financial

.actfivities which -banking organizations may carry. out imposed by the

Glass-Steagal! Act and the Bank. Holding Company Act. Their removal,
as now.proposed, would be 2 very positive step. [t would increase

"businesa opportunitios across the financial sector, cnlarge consumer

choice and be qood for both the US and the world economy-.

The E_ulfop_ean Community’'s policy is to open up its markets to both
foreign and EC compstitors across .the whole range of financial
services. Our new Community.-banking legisiation agreed by all twelve
member states and due to come into force on 1 January 1903 will allow
banks to _operate Community-wide on the Dbasis of a single
authorization. From that date duly authcrized banks will be able to
carry out a full range of banking and securities activities throughout
the COmnunlty. Moreover, It will be possible. to conduct all of these
activities within the bank. These measures will benefit US and other
foreign banks incorporated in the Cwuumty in thc same way in which

- they benefit EC banks.i

‘This policy of opening up our financial markets is reinforced by the

offer which the Community has made in the Uruguay Round negotiations

“on finmancial services to accept the right of our partners to establish

or_expand a commercial presence in the Community. This is defined to

" .include " Branches as well as subsidiaries and other forms of

establishment. "It is my understanding that tne Umted States is
willing to make the same commitment.

Alan GREENSPAN

Chairman,

Board of Governors of the -
Federal Reserve.System '

WASHINGTON DC. 20551 ..

USA . o .
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Both the EC iegislation | have described and <the US Treasury's
proposals aim at the same objectives of removing unnecessary
limitations on bank powers as weil as on geographic expansion. As
indicated above, the Community has optsd for the most Iiberal
regulatory structure under which banks are allowed to carry out
traditionai deposit taking and lending activities and to engage in
securities transactions under the same roof. This is an apprcach which
we believe is both prudentially sound and economically afficient.

| appreciate that the proposed US legislation does not seek to go so
far and instead wouid require the creation of specialized and
separately capitalized subsidiaries to carry out different kinds of
financial business. Even if it is accepted that this approach is to be
adopted, at least at present, we are concerned that certain features
in the detail of the proposais seriousiy deiract from their generally
pogsitive character - to the detriment nct only of foreign banks but
also the competitive environment of US tinancial markets.

First, if a foreign bank wishes to sngage in securities or insurance
activities as well as traditional banking activities in the United
States, it would no longer be parmitted to conduct banking activities
in the United States through branches or agencies. Existing branches
and agencies of such foreign banks would have to be converted to 2
commercial bank subsidiary of a financial services holding company
(FSHC).

The necessity of operating through a subsidiary bank would severely
limit the abllity of EC banks to compets effectively In the US market
Iin the way they are permitted to do at present. For a foreign bank,
the importance of being able to operate through a branch is that its
US banking activities can be conducted on the basis of the bank‘s
consoiidated worldwide capital, with US legal iending (imits for the
branch calculated accordingly. 1if, however, a foreign bank were
compe!led to opsrate through a subsidiary, it wouid have to conduct
its US banking activities on the basis of the capital of the US-
incorporated subgidiary alone.

We therefore urge that foreign banks that wish to conduct securities
and lnsurance activities in the United States be permitted to continue
to conduct a traditional banking business in the United States
through branches and agencies. As far as | am aware no prudential
problems have arisen through this being permitted in the past, and the
regulatory authorities have been well abis to satisfy themseives as to
the financial position of the foreign bank sesking to carry on
business through branches in the US.

On the other hand under the structure as proposed, it would be
reasonable to require foreign banks to conduct their securitles and
Ingurance activities through separately incorporated US subsidiaries.
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This approach would also address our second point of concern with tre
Treasury proposal, namely, the reguirement that foreign banks create
an FSHC in the United States in order t¢ establish securities cr
insurance subsidiaries. This would be a gignificant addjtional
administrative burden implying incrsased operating costs. Moreover,
an FSHC would be unnecessary on prudential grounds becauge the foreign
parent bank would In any event be sublect to the Financial Services
Holding Company Act, and sstabiishment and operation of securities and
insurance subsidiaries would therefore be subject to approval and
supervision by the appropriate US federal banking reguiator as well as
the appropriate US functional reguliator. Banking operations in the
United States would, in any case, continue to be subject to the
approval and supervision of US banking regulators. What | am
suggesting here does not involvs more favourable treatment for foreign
banks than for US banks, as | see no reason why the concerns about
non-banking activities should not be met by requiring US as well as
foreign banks to operate their non-banking activities through
separately incorporated subsidiaries, but not necessarily by creating
a new FSHC. Such an approach would meet the legitimate concerns that
have been expressed, in a simpler and less cumbersome fashion.

Finally, we note that the Treasury intends to impose capital standards
higher than the minimum standards agreed in the Basie Comnittee of
Banking Regulations and Supervisory Practices on US Incorporated banks
that wish to provide securities or insurance services through
subsidiaries of an FSHC. We do not question the right of the US
authorities to do this, but we do consider that any attempt to impose
higher standards as a condition of establishing or operating a branch
in the United States would be inconsistent with efforts being made by
international banking authorities—inciuding US authorities--to
facilitate the international activities of banks. The regulators of
any non=banking subsidiary or affiliate would be able to satisfy
themselves as to the capita! adequacy of that concern, while the
capital adequacy of the parent bank would be assured by its compliance
with the internationally agreed standards.

| was interested to note that In your recent testimony before the
Senate Banking Committee you addressed, inter alia, the implications
of the reform proposals on foreign banks. | look forward to staying in
touch with you on these important issues.

| am writing in similar terms to Henry Gonzalez and Frank Annunzio in
the House of Representatives, to Oon Riegle in the 3enate and to

Nicholas Brady.
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Now that the Senate Committee on Banking, Housing and Urban Affairs.
has begun to hold hearings on the Financial Institutions Safety and
Consumer Choice Bill you may find it heipful to have my preliminary
reactions, as ssen from the Commission of the European Communities, to

the main aspects of the proposals as they are likely to affect
European Community banks. ' o

First let me express my strong support for the .Iiberalising objectives
of these propesals. The Commission has iong emphasized the need for

. the removal of the restrictions on the geographical expansion of banks
imposed by McFadden Act and the Dougias Amendment of the Bank Holding
Company Act, and the strict limitations on the range of financia!
activities which banking organizations may carry-out imposed by the
Glass-Steagal! Act and the Bank Holding Company Act. Their removal,
28 now proposed, would be a very positive- step.. it would increase
business opportunities across the financial sector, enlarge consumer -
choice and be good for both the US and the worid economy. -

The European Community’s policy is to open up its markets to both

_ foreign and EC competitors across the whoie range of financial
services., Our new Community banking legislation agresd-by- alil-tweive
member states and due to come into force on 71" January 1993 will aliow
banks to -operate . Comnmunity-wide on the basis of a  single
authorization. From that date duly authorized banks will be able to-
carry out a full range of banking and securities activitises throughout
the Community. Morsover, it will be possible to conduct all of these
activities within the bank. These measures will benefit US and other
foreign banks incorporated in the Community in the same way in which
they benefit EC banks.

The Honorable Donald W RIEGLE Jr
Chairman, o

-Committes on Banking, Housing and
Urban Affairs,

-US Senate

534 Dirksen Senate Office Building
WASHINGTON DC 20510

USA ‘
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This policy of opening up our financial markets is reinforced by the
offer which the Community has made in the Uruguay Round negotiations
on financial services to accept the right of our partners to establish
or expand a commercial presence in the Community. This is defined to
incilude branches as weil as subsidiaries and other forms of
establishment. It is my understanding that the United States is
willing to make the same commitment.

Both the EC legislation | have described and the US Treasury'’s
proposals aim at the same objectives of removing unnecessary
limitationg on bank powers ag well as on geographic expansion. As
indicated above, the Community has opted for the most |liberal
regulatory structure under which banks are aljowed to carry out
traditional deposit taking and lending activities and to engage in
securities transactions under the same roof. This Is an approach which
we believe is both prudentially sound and economically efficient.

| appreciate that the proposed US legisiation does not seek to go so
far and instead would require the creation of spectaiized and
ssparately cepiteiized subsidiaries to carry out different kinds of
financial business. Even if it is accepted that this approach is to be
adopted, at least at present, we are concerned that certain features
in the detail of the proposais sericusly detract from their generally
positive character - to the detriment not only of foreign banks but
also the competitive environment of US financial markets.

First, if a foreign bank wishes to engage In securities or insurance
activities as well as traditional banking activities in the United
States, it would no longer be permitted to conduct banking activities
in the United States through branchss or agencies. Existing branches
and agencies of such foreign banks would have to be converted to a
commercial bank subsidiary of a financial services holding company
(FSHC).

The necessity of operating through a subsidiary bank would severely
limit the ablility of EC banks to compate effectively in the US market
in the way they are permitted to do at present. For a foreign bank,
the importance of being able to operate through a branch or agency Is
that its US banking activities can be conducted on the baslis of the
bank‘s consolidated worldwide capital, with US lega! lending limits
for the branch or agency caliculated accordingly. {f, however, a
foreign bank were compelled to operate through a subsidiary, it would
have to conduct 1its US banking activities on the basis of the
capital of the US-incorporated subsidiary alone.

We therefore urge that foraign banks that wish to conduct securities
and insurance activities In the United States be permitted to continue
to conduct a traditional banking business in the United States
through branches and agencies. As far as | am aware no prudentijal
problems have arisen through this being permitted in the past, and the
reguiatory authorities have bsen we!l abie to satisfy themselves as to
the financial position of the foreign bank seeking to carry on
business through branches or agencies in the US.
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On the other hand undser the structure as proposed, it would be
reasonable to require foreign banks to conduct their securities and
insurance activitias through separatsiy incorporated US subsidiaries.

This approach would aiso address our sacond point of concern with the
Treasury proposal, namely, the resquirement that foreign banks create
an FSHC in the United States in order to establish securities or
insurance subsidiaries. This would bYe a =2ignificant additional
administrative burden implying increased cperating costs. Moreover,
an FSHC would be unnecessary on prudentiai grounds bscause the foreign
parent bank would in any event be subject to the Financial Ssrvices
Holding Company Act, and establishment and operation of securities and
insurance subsidiaries would therafore be subject to approval and
supervigion by the appropriate US fadera! banking regulatar as well as
the appropriate US functional! regulator. Banking operations in the
United States would, in any case, continue to be subjsct to the
approval and supervision o¢f US banking reguiators. what | am
suggesting here does not involve more favourabje treatment for foreign
banks than for US banks, as | see no reason why the concerns about
non=-banking activities shouid not be met by requiring foreign as well
as US banks to operate their non-banking actlivities through
separately incorporated subgidlaries, but not necessarily by creating
a new FSHC. Such an approach weuid meet the legitimate concerns that
have been expressed, in a simpler and less cumbersome fashion. |
undergtand this afternative has considerable support in responsible
quarters within the US itseif.

Finally, we note that the Treasury Intends to impose capital standards
higher than the minimum standards agreed in the Basle Committee of
Banking Regulations and Supervisory Practices on US incorporated banks
that wish to provide securitiss or insurance services through
subsidiaries of an FSHC. We do not question the right of the US
authorities to do this, but we do congider that any attempt to impose
higher standards on foreign parent banks as a condition of
establishing or operating a branch or agency in the United States
would be inconsistent with efforts being made by international banking
authorities—inciuding US authoritiss--to faciiitats the international
activities of banks. The reguiators of any non-banking subsidiary or
affiliate would be able to satisfy themselves as to the capital
adequacy of that concern, while the capital adsquacy of the parent
bank wouid be assured by Its compliance with the interrationally
agreed standards.

! hope that you wiil feal able to encourage members of your Committee
to consider very seriocusly whether the objectives of the Treasury’s
proposais can be met more effectively for foreign banks by the
alternative structure 1| have outiined on these various points. We
will of course be continuing our analysis of the proposais, and
consulting further with representatives of the European industry. |
therefore look forward to staying in touch with you on these important
issues.

| am writing in similar terms to Henry Gonzalez and to Frank Annunzio,

in the House of Representatives, as we!li as to Nicholas Brady and Alan
Greenspan.
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THE RIGHT HONOUAABLE

SIR LEON BRITTAN, aC
T VICE-PRESIDENT OF THE COMMISSION

" OF THE SUROPEAN COMMUNITIES AUE DE LA LOL 200
- ) 1049 BRUSEELS - TEL. 235 2514
235 281C
3 0 -04 1991
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 Now that the pubiic debate on your financial sector reform proposais
"has begun, you may find it helpful to have my preliminary reactions,
as seen from the Commission of the European Communities, to the main
aspects of -the proposals as they are likely to affect European

©° - Community banks.

First .let me express my strong support for the liberalising objsctives
of these proposals. The Commission has long emphasized the need for
the removal of the restrictions on the geographical expansion: of -banks
imposéd by McFadden Act and the Douglias Amendment of the Bank Hoiding
Company Act, and- the strict Ilimitations on the range of financial
activities which banking organizations may carry out impesed by the
Glass-Steagall Act and the Bank Holding Company Act. Their removal,
as now proposed, would bs a very positive step. It would increase
business opportuniities across the financial sector, enlarge consumer
choice and be good for both the US and the world economy.

The European Community‘'s policy is to open up Its markets to both
foreign and EC competitors across the whole range cf financial
‘'services. Our new Community banking legislation agreed by all twelve
member states and due to come into force on 1 January 1993 will allow
banks to operate Community-wide on the bagis of a single

- authortzation. From that date duly authorized banks will be abls to
carry out a full range of banking and securities-activities throughout
~the Community. Moreover, .it will be possible to conduct.all of these
activities within the bank. These measures will benefit US and other
foreign. banks incorporated in the Community in the same way In which
-they benefit EC banks.

The Honorable Nicholas F. BRADY
Secretary of the Treasury
.~ -~ Department of the Treasury
-Room 3330
-"15th and Pennsyjvania Avenue,
NW, WASHINGTON DC 20220
USA . .
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This policy of opening up our finarcial markets is reinforced by the
offer which the Community has made in %{he Uruguay Round negotiaticns
on Tinancial services to accept the right of sur partners to establish
or expand a commercial presence in the Community. This is defined %o
include branches as wel! as subsidiaries and other forms of
establishment. It is my understanding that the United States is
willing to make the same commitment.

Both the EC Iegisiation | have described and the US Treasury’s
proposais aim at the same objectives of removing unhnecessary
limitations on bank powers as well as on geographic expangion. As
indicated above, the Community has opted for the most liberal
reguiatory structure under which banks are allowed to carry out
traditional deposit taking and lending activities and to engage in
securities transactlions under the same roof. This is 2n approach which
we believe is both prudentially sound and economically efficient.

| appreciate that ths new legisliation which you propose does rot seek
to go so far and instead would require the creatlon of specialized and
separately capitalized subsidiaries to carry out different kinds of
financial business. Even it it g accepted that this approach is to be
adopted, at least at present, we are concerned that certain features
in the detall of the proposals seriously dstract from their generally
positive character - to the detriment not only of foreign banks but
also the competitive environment of US financial markets.

First, if a foreign bank wishes to engage in securities or Insurance
activities as well 2as traditional banking activities in the United
States, It would no ionger be permitted to conduct banking activities
in the United States through branches or agencies. Existing branches
and agencies of such foreign banks would have to be converted to a
commercial bank subsidiary of a financial services holding company
(FSHC).

Ths necessity of operating through a subsidiary bank would severely
limit the ability of EC banks to compete effectlvely in the US market
in the way they are pesrmitted to do at present. For a foreign bank,
the importance of being able tc operate through a branch or agency is
that its US banking activities can be conducted on the basis of the
bank’s consolidated worldwide capital, with US legal! lending limits
for the bhranch or agency calculated accordingly. I(f, however, a
foreign bank were compel!led to operate through a subsidiary, it would
have to conduct its US banking activities on the basis of the
capital of the US-incorporated subsidiary alone. ’

We therefore urge that foreign banks that wish to conduct securities
and insurance activities in the United States be permitted to continue
to conduct a traditional banking business in the United States
through branches and agencies. As far as | am aware no prudential
problems have arisen through this being permitted in the past, and the
regulatory authorities have been weli able 10 satisfy themselves as to
the financial position of the foreign bank sesking to carry on
business through branches pr agencies in the US.
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On the other hand under the structure as proposed, [t would be
reasonable to require foreign banks to conduct their securities and
insurance activities through separately incorporated US subsidiaries.

This approach would also address our second point of concern with your
proposalis, namely, the requirement that forsign banks create an FSHC
in the United States in order to establish securities or insurance
subsidiaries. This would be a significant additional zdministrative
burden impiying increased operating costs. Moreover, an FSHC would be
unnecessary on prudential grounds because the foreign parent bank
wouid in any event be subject to the Finmancial Services Holding
Company Act, and establigshment and operation of securities and
insurance subsidiarias would therefors be subject to approval and
supervigion by the appropriate US federa) banking regulator as wall as
the appropriate US functional reguliator. Banking operations in the
United States would, in any case, continue to be subject to the
approvai and supervision of US banking regutators. Wwhat | am
suggesting here does not involve more favourable treatment for foreign
banks than for US banks, as | see no reason why the concerns about
non-banking activitises should not be met by requiring foreign as well
a3 US banks to operate their non-banking actlivitles through
separately incorporated subsidiaries, but not necessarily by creating
a new FSHC. Such an approach would meet the Isgitimate concerns that
have been expressed, in a simpler and less cumbersome fashion. )
understand this alternative has considerable support in responsible
quarters within the US itseif.

Finally, we note that the Treasury intends to imposs capital standards
higher than the minimum standards agreed in the Basie Committee of
Banking Regulations and Supervisory Practices on US incorporated banks
that wish to provide securities or insurance services through
subsidiaries of an FSHC. We do not question the right of the US
authorities to do this, but we do consider that any attempt to impose
higher standards on foreign parent banks as a condition of
establishing or operating a branch or agency in the United States
would be inconsistent with efforts being made by international banking
authorities—including US authorities—to facilitate the internaticnal
activitles of banks. The regulators of any non-banking subsidiary or
affiliate would be able to satisfy themselves as to the capital
adequacy of that concern, while the capital adequacy of the parent
bank would be assured by 1tg compliiance with the internationally
agreed standards.

1 hope that you will feel able to consider very gseriously whether the
objectives of your proposais can he met more effectively for foreign
banks by the alternative structure | have outlined on these various
points. We will of course be continuing our analysis of the
proposais, and consulting further with representatives of the European
industry. | therefore iook forward to staying in touch with you on
thege important issues.

| am writing in similar terms to Henry Gonzalez, and Frank Annunzio in

the House of Representatives, to Don Riegle in the Senate and to Alan
Greenspan.
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