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IELORLTDUH Tot ationol ldvisory Council
Fron: Secretory of the Council

Subject: TFlototion of Securities of the International Bonk

The attached rcport fron Ilir, Collado, dealing with sone
problens facing the International Bonk in the issuing of its
securities, is tronsmitted for the informotion of Council menbers in
connection with the discussions to bec held at the joint mecting with

the Aldrich Committce on October 28, 1946,
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MEMORAIDUM To: National Advisory Council

From: lr. E. G. Collado, U, S. Evecutive Director,
International Bank

Subject: Report No. 21 on Activities of the International
Bank

There is attached a survey, prepared by Mr, Corbett, of
the staff of the International Bank, of problems facing the
International Bank in the issuing of its securities.

Attachment.

CONFIDENTIAL

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



CONFIDENTIAL lational Advisory Council
Document Mo. 261

SURVEY OF PROBLENS FACING THE INTERILTIONAL
SAKX IN THE ISSUE OF ITS SECURITIES

Il

Before the International Bank can safely make appreciable loan commit-
ments, it must be able to market its obligations in member countries
capable of exporting capital. The principal country is the United States,
and in this country significant legal and regulatory barriers exist which
render the obligations of the Bank ineligible for purchase by the
principal fiduciary investors., These obstructions take several forms,
the most noteworthy of which are failure of the Bank's obligations to
qualify as "legal investments" under State laws governing insurance
companies, mutual savings banks, and building and loan associations;
absence of regulatory rulings on the part of national banking authorities
(the Comptroller of the Currency, the F,D.I.C.): registration under the
Securities Acts of 1933 and 193Y4; stotutory limitations on the amount of
funds that may be invested by national and State banks; and, finally,
State "blue sky" laws.

lirs Z, G. Collado, U, S. Executive Director, has recently undertaken,
for the National Advisory Council, tho task of obtaining eligibility for
the Bank's obligations for purchase by thec various State and national
financial institutions. He may count upon the assistance of the Council,
U. S. Government agencies, and the staff of the Bank.

The complexity of the problem cannot be underestimated, The variety
in State laws is great; the number of associations, groups, and authorities
involved (and which must be rcached) are many; the time element is
important, because all but four of the Stote legislatures meet in Januery
and, then, are only in session for relatively short periods. Thus, the
whole attack on the problcm must be on a broad front, ZFailure of the
Bank's obligations to bc made "eligible" in certain states for purchase
by certain investors would materially limit the potential markect for
the Bank's obligations.

ALTE

Mumerous steps have been taken and the ultimate and satisfactory
solution of the problem has been brought much ncarcr., liuch remains to be
donc and definite nlons must be laid if substantial success is to be
obtaincd.
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The Nationel Advisory Council authorized a small working party to
study the problem of cligibility of the Bank's obligations and to bring
the natter to the attention of banking and insurance authorities in the
states as well as the principal banking and insurance interests. Work
was done in New York, liassachusetts, and New Jersey, and considerable
interest was stimulated. In Wew York, the Savings Bank Association was
nost active and succecded in securing the passage of enabling legislation
in the 1946 scssion., In all other states, and on insurance in New York,
no action was taken. The lateness of the approach relative to the
scssions of the legislaturcs and the general lack of information on
the Bank and its obligntions were primarily responsible for the lack of
success, although this prelininary step cannot be underestimated.

This subcommittee of the Wational .Advisory Council also instituted
a survey of State bank laws to determine the eligibility of the Bank's
securities in the various states. This survey was conducted by the
National issociation of Supervisors of State Banks. The survey was only
recently complcted and the results will be discussed in detail later in
this report,

he Life Insurance fAssociation of imerica voluntecred its services
in making a survey of laws governing investments by insurance companies in
various statcs, with particular refercnce to the cligibility of the Bank's
sccuritics, This group completed a preliminary study, the rcesults of which
were rcecelved by lir, Collado in July., Attcempts have been made to obtain
the final and detailed rcport of the Association, Thus far, this rcport
has not been forthcoming,

lir. Collado was invited to speak at thc convention of the Wational
Associotion of Insursncce Cormissioncrs in Junc but found it impossible to
attond the scssion, and, in his stcad, lir, Burke Knapp of the Fcderal
Reserve Board appearcd. Since that time, further efforts have been made
to ostablish closor working rclationship with the issociation,

During the summer, very little work was done on this gencral problen,
although sporadic contact was maintained with intcrcsted groups, banks,
insurance companics and individuals. Plans were also laid for presentation
of a uniform statutc to the Council of Statc Governments., This statute,
if adoptcd by any Statc, would permit all types of investors in such State
to purchasc Intcrnntional Bank obligntions. In October, lr., Elting .Jrnold
of the Trcosury and ilr. Corbett of the Benk appearcd at the Council of
State CGovernments mecting in Chicago at which the proposed uniform statute
was proscnted, The Council adopted the statute for presentation at regional
meetings, but appended o poragraph to the offcct that the statute indicated
the scopc of the problem but did not apncar completely suitable as o ncans
of amending Statc investment laws. It should be pointed out that the
Council does not nccessarily endorsc the substance of the statute but
docs indicate that it is o suitablec matter to bc considered by State
Governnents.,
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lMr, Corbett, on the same trip, also made visits to lMadiscn, Wisconsing
St, Louis, llissouri; and Cincinnati, Ohio, In Wisconsin, vhere the Bank's
sccurities are not cligible, except in token amounts, for investments by
Statc commercial banks, savings banks, and insurancc companics, he held
discussions with the Commissioners of Banking and Insurancc. The officials
arc rcluctant to take any steps which would qualify the Bank's sccuritics
for investment purposes, and carcful consideration will have to be given to
the type of approach, if any, to be made in Wisconsin, In St. Louis,
discussion with a rcprescntative group indicated that the legislaturc will
toke the nccessary steps to declarc the Banl's sccuritics eligible
investnents for ingurance companics and other investors, when this matter
is prescnted to it,.

In Cincinnati, similar discussions werc held, and it may also De
concludcd that favorablec action in Ohio will cventually be obtaincd. It
should be pointed out that the Bank's sccuritics arc not eligible
investnents for any typo of institutional investor in Ohio, with the
possible cxception of nmutuel building and loan associations.

In Scptember, lir, Collado ond lir, Corbett made o two-day trip to
ew York, wherc discussions were held with vorious insuronce companics ond
banks. The net result of thesc discussions was to confirm the impression
that New York insuronce companics would not take the lead in introducing
legislation in New York to qualify thc Bank's securitics for insurance
company investnent, but would lend their support in the passage of such
legislation once introduccd., It appcars that no great problem will e
cncountered in New Jerscy, and o pledge of full support was received fron
the Prudential Insurancce Company. A nunber of discussions werc held with
cormercial bankers regording distribution of the Bank's sccurities and the
general role to be played by commercial bonks in the financing of the
International Bank, A bricf discussion was held with lir, Eugene R. Black,
Vice President of the Chasc Wational Bank, concerning the possible aid
which night be rcendered by the "Aldrich Connittec," ‘

The Aldrich Committce, in its nocting in Washington on September 26,
devoted considerable tinc to discussion of the cligibility of the Banlk's
sccuritics in the Statcs, and also to the cffect of prescnt limitations
upon national and ncmbeor banks rcgarding dealing and investrnicent in the
Intcrnational Bonk's sccuritics. Another nccting on this problenm will be
held in Washingbton October 22, ZFollowing this mecting, lir, Collado held
extensive discussions with lir, Tom K, Smith, President, Boatnen's llational
Bank, and Mr, L, li, Gionnini, President of the Bank of Anerica, After a
lapsc of scveral nonths, contact has been rcestablished with the Comptroller
of the Currency regording a pre-issuc ruling on cligibility of the Bank's
sccuritics for purchasc by national banks. This natter will be discussed
in grecater detail in the apponded ncenmorandui,
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Mecctings have also been resumed with the Sccurities and Exchange Commission,
on the subjcct of registration of the Bank!s securitics. Very close contact
has been maintained with the SEC at 211 times in an informal nanncr by
Mr, Collado. Recently, it has appeared advisable to advence discussions on
the type of registration rcquired for the issuing of sccurities by the Banlk,

A prelininary nmecting has been held by represcntatives of the Securities and
Exchange Commission and Mr., lclain, General Counsel of the Bank, It night

be noted at this point, an SEC study indicatcs that registration of the Bank's
sccuritics will Dbe of considerable assistance in necting statutory recquircnents
of Statc "bluc sky" laws.

A fairly detailed rovicw of the currcnt position of the Bank'!'s securitics
in the various states was given to Dr., Randolph Burgess, prior to his attcendance
at the Chicago convention of the American Bankers Association., During the
coursc of his specch at the convention, he had occasion to bring this problen
of ecligibility of the Bank's sccurities to thc attention of the convention
as a whole, and called upon the Association and the individusl bankers to
ronder their support.

The Amcrican Bar Association has formed a subcomaittee on Bretton Woods
institutions, and this group, under the choirmanship of Hr, Charles Taft of
R Cincinnati, has rcpcatedly offercd its assistonce to the Bank, During
Mr, Corbett's trip to St. Louis and Cincinnati, Mr, Taft and another mnember
of his committce arronged very useful nectings. It is belicved that committee
nenbers in other states will be able to render the sane type of assistance.

Mr, Collado has tolked with Mr, Vogelius of loody's Rating Service
regarding the rating of International Benk securitics. This talk was purcly
cxploratory, but it bears on the ecligibility of the 3ank's sccuritics in
a nunber of states where a satisfactory rating by these bond services is
one of the statutory rcguircnents for an investment sccurity.

Finally, the WAC is planning to cstablish o snoll working committee
to investigote and corrclatc the activitics of the principal Federal agencics
having to do with the Bank'!s sccurities. This comnittce will investigote the
desirability of a pre—issuc ruling by the Comptroller, as well as the adviso-
bility of anending national laws to pernit distribution by commercial banks.

EEES

It is nccessary at this point to devote some attention to o plan of
operations designed to qualify the Bank's sccuritics as eligible investicnts
for principal investors in the nost important states. While the ultinate
objective is to obtain lecgislation in all the statcs for all types of
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investors, it must be recognized that only a relatively small number of states
are of financial importance, It must also be recognized that success in
obtaining favorable legislation in any state depends a great deal upon
personal approaches to the various interested groups and authorities.
Therefore, considering the limited personnel available to approach the
various states, it will be necessary to exercise some economies in the use

of personnel, In other words, efforts must be directed to those areas

where the potential return is greatest.

Some states are recognized leaders in matters of investment laws
governing fiduciary investors. Among these are lMassachusctts, New Yorl,
New Jersey, Connecticut, and Pennsylvania. These arc likewise states which
offer the greatest potential market for the Bank's securities —- at lcast
in the immediate future. Illany stetes follow the actions of these states in
matters of legiglation on securities, and it is believed that if substantial
success is obtained in these states other arcas not so familiar with the
International Bank will De more inclined to adopt favorable legislation,

Present plans are for lir, Collado to visit cach of these states.
In New York, Mr, Robert Dincen, Superintcndent of Insurance, and lir, Shelby
Davis, his Deputy, havc both been scen. They will be visited again in the
coming months, Thc hope is that the enabling lecgislation on insurance
companies will be included in the Governor's program in Now York, which
would facilitatc its passage. Conversations have been held with lir. George
L. Harrison of Wew York Lifc and lir, Lewis W. Douglas of lutual Lifc of
New York, A mecting is also planned with the legislative committee of
the Life Insurance Association, to dectermine just what role it will play.
This committee is headed by Ir. Charles G, Taylor, Ixzccutive Vice President
of Metropolitan Life Insurance Company, The importance of obtaining the
necessary legislation in New York Statce cannot be overemphasized, In
New Jersey, a meeting has becn held with lir, Donald Crusc of thc Prudential
Insurance Company, iir. Cruse voluntecred thc cooperation of the Frudential,
which will, no doubt, prove most useful, lir, Collado and lir, Corbett will
sec the Commissioner of Insurance and Banking in Trenton on October 23, 1946,
There is no rcason to belicve there will be any apnrcciable difficulty in
having appropriate lecgislation on insurance companics and savings banks
introduced and approved in New Jerscy. In Pennsylvania, a meomber of the
Amcrican Bar Association Committee on the Bretton Woods Agrccments,
lMr, Robert Deckert of Philadelphia, will be consulted on the principal
pcoplc and institutions, other than the Statc authoritics, to be scen in
that statec. Inasmuch as the FAC subcommittece has alrcady cstablished
rclations with the Commissioncrs of Banking and Insurance in Massachusctts,
these will be further developed. licetings also werc held with Massachusctts
insurancc comany cxecutives and these preliminary conversations will be
renewed and extended. The Ilew York insurance companies should be ablec to
make valuable suggestions as to companies and pcrsons to be secn in
Massachusctts.
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A list of insurancec companies and savings banks to be visited in
Connecticut will be developcd and these, as well as the Commissioners of
Banking and Insurance, will be secn in November,

State banking and insurance commissioners are, in general, extremely
sensitive to the vicws of the principal banks and insurance companies, as
well as to the views of the associations of which these institutions are
nembers., As a practical motter, it might be said thot no legislation
introducecd in any Stotc legislature would have o significant chonge of success
unless supportcd by these institutions and associntions, Therefore, considerable
attention will be devoted to cnlisting the active aid and support of the
banking and insuronce associations, Fairly detoiled plans will have to be
worked out as to the form this assistance will take. In gencral, it is hoped
that the bonking and insurance groups can be prevailed upon to take the lcead
in preparing, endorsing, and supporting the nccessary legislation, as was done
by the Mutual Savings Bank Association in New York., When such initiative is
not forthcoming, cvery cffort will be made %o secure the support of these
groups after the matter has been placed in the honds of the State authorities.

Plans will also have to bec made to moke the greatest possible use of such
groups as thc American Bar Association and the Aldrich Committec. It is not
always casy to fit thcesc less specialized bDut intercsted groups into the
general scheme, but there is adequate reason to belicve that they can be of
use and, by all means, should be cultivatcd.

It will Dec nceessary in some states to rely primarily upon the principal
financial institutions, such as the Worthwestern Mutual Life Insurance Company
in Wisconsin and thc Bonk of America in Californie. If such institutions will
toke an active role, it is felt that the rosults will be, in many cases,
greater than thosc deriving from a dircet government approach.

As for the remainder of the statcs to which personal visits cannot
be moade, reliance will be placed upon the stotutc submitted to the Council
of Statc Governments., Thore is rcason to doubt the total success of this
nethod, but is is possiblc thot with the aid of statc banking associations
and other such groups, sonc favorable action nmay be obtained., In any cvent,
it is doubtful if thesc statecs will want to kecp Intcrnational Bank obligations
incligible for investment purposes after the principal states have acted,
It is entircly probable that the statcs which do not act in 1947 will toke
the necessary action in 1948, aftor the Bank's bonds have been purchascd by
large and respected financial institutions in the principal states.
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The matter of obtaining cnabling legislation in the states would be
facilitated by a more widespread knowlcedge of the Bank and its obligations.
This lack of awarencss is not as great a handicap at the present as it will
be during the period whcen the bonds are being marketed. ZEvery opportunity
should be scized to obtain favorable publicity for the Bank, and in this
task the U, S. Government and the Intecrnational Bank can both do useful work,
Particular attention should be devoted to those publications which have

special appecal to investors, The information disscminatcd should be current,
as well as historical,
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APPETDIX Ol PRIITCIPAL POTEUTIAL IUVSSTORS

Stote Bank and Trust Companiecs:

The survey of State banks and trust companics indicates that the Banl's
securities and its guarantccs arc not recognized as legal investments in 12
states, the most important of which arc Ohio, Visconsin and Connecticut.
Investigations made by a member of the Bank'!s staff would indicate that
chances of cnabling lcgislation being passcd in Ohio arc good: in Wisconsin,
poor, Word has becen rceceived by the Federal Reserve Bonrd that the Conncecticut
Statc Bankers Association in working on a change in that state's logislation,
The rcemaining 9 states arc not important financially and no particuler
attention is being given them. In very few instances arc State laws nore
restrictive than poragraph 7 of R.S. 5136, with rcencct to the amount of
funds that a bank may invest., Since many Statc banks arc members of
the Federal Rescrve System, they arc govornod by national statutes on
investments.

National Banlzs:

The only obstacle to be overcome here in qualifying the Bank's sccurities
for investment is to have the Comptroller of the Currcncy rule them "investment
sccurities." While it is fairly certain that he will do so, it is also
importont that o decision be reached os to when this ruling will be forthcoming.
It would bc contrary to custom for the Comptroller to issue a "pre-sale"
ruling, but therc arc strong rensons recommonding such o coursc, a staff
comnittce of the Wational Advisory Council is being created to cxplorc this

’ mattor., Among the advontages of an early ruling from the Comptroller would
be to remove doubt as to the cligibility of the Bank's sccuritics for purchasc
by national and Statc nerber bonks and to cncourage Statc authoritics to take
necessary action to legolize the Bank's sccuritics for investment by State-
controlled financial ingtitutions,

Mutual Savings Bonks:

Therc arc mutual sovings banks in 17 statest in other states, savings
deposits arc held by Statc and national banlks, vhich banks arc subject to the
laws and rulings discusscd above. The laws governing the investnent of asscts
by savings banks arc similer to those governing insurance corpany investments.
Vory littlc discretion is 2llowed as to the typc of sccurity cligible for
purchasc by o savings bonk, If a sccurity is not listed by namc or type,
there is usually no general banking authority or "prudent non® scction in
savings bank laws which would pernit purchasc. Furthernore, cligibility of a
sccurity or a type of sccurity is usually a stotutory matter and cnabling
legislation is requircd to legelize o security which docs not fall into any
of the cstablished groups. The sccuritics of the International Bank arc
faced with this condition, The cxcellent preparatory work of the INAC sub-
comittee, and the encrgetic intcrest of the lew York mutual savings banks,
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resulted in the issucd and guarantecd obligantions of the International 3Banl:
being made legal investrnents for New York savings banks in the last scssion
of the New York logislation. Tho asscts of the New York mutual savings banks
arc approxinatcly onc-half of all rutual savings bank asscts in the country.
liaryland and Delawarc lilcwisc pormit investrent in the Bank's obligations
by virtue of liberal laws — that is to say, laws which allow banks to excrcise
the judgnent of a "prudent nan"™ in noking their investnonts., It is not
anticipated that any grecat difficulty will be encountered in New Jorscy in
obtaining an ancndnent of cxisting laws. 1To recent work has becn done in
Uassachusctts, but visits arc planncd therc as well as to Ponnsylvania

and Connccticut, in the ncor futurc, Conversations held in Wisconsin nake
chances of "legolizing" the Bank's sccuritics appecar din, while the opposite
is the casc in Ohio. The forcegoing arc the principal statcs hove mutual
savings banks.

Lifc Insurancc Companies:

A prelininary study of State laws governing investments by insurance
conpanics has been received from a comnittee of the Life Insurance Association,
This study has proved to be of little usc, beyond confirming the existing
impression that lifc insuronce companics can now noke, ot nost, only token
purchascs of the Banlk'!s sccuritics. As in the casc of mutual savings banks,
laws governing investnent by insurance companics arc fairly specific and
restrictive, and it will be nccessary, usually, to have legislation before
the Bank's obligations become cligible., In addition to the work done by
the NAC subcormittce last January and February, lr, E, G. Collado has held
discussions with insurance corpany exccutives in Ifew York and New Jerscy.
Visits to Massachusetts, Conncecticut, and Pcnnsylvania arc also planned.

Mutual Building and Loan Associations:

Relatively little work has been done on this class of investor., It
is not thought that this will constitute a very important class becausc of
the general naturc of the activitics of such associntions., lost of their
asscts are in the forn of loans on real cstatc, while such idle cash as they
have is placed in U, S. Goveranents. It is also belicved that if the Bank's
securitics become legnl investnents for mutual savings banks and lifc insurance
companies, it will De a small and simple stcp to have then legalized for
thcse associations.

Firc and Casualty Insurancc Companics:

: If anything, thc laws governing thesc groups arc more liberal than
for lifc companics, ond if a State is willing to broaden its legislation
for lifc companies therc is no reason to belicve that they will not also
take the same step for the fire and casualty companies.
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Trusts:

Reference is had here to trusts administered by banks, trust companies,
and individuals. There seems to be little likelihood that important trusts
exist which do not allow trustees to exercise judgment sufficiently broad
to permit purchase of the Brnk's securities. Once again, if States are
willing to amend laws on insurance companies and savings banks, there is no
reason to believe that trust laws would not be similarly amended. This
would cover those trusts where no instrument exists,
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