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International Developments

a. Total amount owed by borrower country after adjustment for guarantees and external borrowing (except derivative products).
b. Commitments of cross-borrower and nonlocal–currency contingent claims after adjustment for guarantees.
c. Ratio of guarantees for third-country borrowing from U.S. banks to total amount owed to U.S. banks.
d. Share of the total amount owed to U.S. banks after adjustment for guarantees and external borrowing (except derivative products).
SOURCE: Federal Financial Institutions Examination Council, Country Exposure Lending Survey, various issues.

Data for 1999:IQ reveal a continued
drop in the exposure of U.S. banks
to key developing economies. Ex-
posure to Brazil has continued its
sharp decline, consistent with con-
cerns about the impact of Brazilian
fiscal policy on the value of the
country’s currency. However, de-
spite concerns about contagion ef-
fects within Latin America, exposure
to Mexico has increased. This may
be related to Mexican policy
changes, such as the decision to fa-
cilitate foreign ownership of Mexi-
can banks. On the other hand,

developments in the U.S. economy
might have affected the foreign-
lending exposure of our banks. In
particular, the strong U.S. stock mar-
ket has made foreign lending rela-
tively less attractive and might ex-
plain why, contrary to speculation,
flows do not appear to have been
diverted from Latin America to Asia.

The perception of increased risk
in emerging markets and the associ-
ated relatively low lending volume
might explain other trends in these
markets. For example, the use 
of contingent claims commitments,
associated with off-balance-sheet

activities of U.S. banks, has declined
for all borrowers except the G-10
countries and Switzerland. In addi-
tion, the public sectors of the G-10
countries and Switzerland have
taken on an increased proportion of
the guarantees those countries pro-
vide on U.S. loans to third countries.
Finally, there has been no percepti-
ble decrease in the money-center
banks’ share of lending, which
might indicate that smaller banks do
not find the market profitable
enough to enter or to justify expand-
ing their level of involvement.

(continued on next page)
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International Developments (cont.)

a. Foreign currency price of U.S. dollar.
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business and U.S. International Trade in Goods and Services; and
Board of Governors of the Federal Reserve System.

In May, the U.S. deficit in the bal-
ance on goods and services in-
creased $2.7 billion to $21.3 billion.
This reflected a $2.9-billion deterio-
ration in the goods balance, most
significantly for Western Europe
($0.7 billion), China ($0.5 billion),
and Mexico ($0.5 billion); the last
two of these changes resulted
mainly from import increases. The
continued strengthening of the U.S.
dollar against most currencies con-
tributed to these trends. 

Balance-of-payments data for
1999:IQ show a decline in recorded

net financial inflows from $99.2 bil-
lion to $84.1 billion. On one hand,
this reflects the change in net U.S.-
owned assets abroad, which went
from an increase of $50.6 billion in
1998:IVQ to a decrease of $9.2 bil-
lion in 1999:IQ, mainly because of a
shift to net U.S. sales of foreign se-
curities. On the other hand, the de-
cline in net financial inflows reflects
the movement in net foreign-owned
assets in the U.S., which increased
$74.9 billion in 1999:IQ following an
increase of $149.8 billion in
1998:IVQ. However, last year’s
fourth-quarter data for net financial

inflows were strongly affected by
extensive acquisitions of U.S. com-
panies by foreign ones.

The slower growth in net foreign-
owned assets in the U.S. is due partly
to a slower increase in net foreign
official assets in the U.S. Another key
development, however, was the shift
from net foreign purchases of U.S.
Treasury securities to net foreign
sales that occurred when U.S. Trea-
sury bond prices declined. Net for-
eign purchases of U.S. stocks rose,
possibly indicating the strength of
the U.S. economy relative to Europe.
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