BOARD OF GOVERNORS
- OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_December 12, 1946, _

To. Chai ccle Subject:_Peper concerning member bank
distribution of International Bank

From Mr., Knapp ‘ securities.

The etteched paper concerning member bank distribution
of International Bank securities has just arrived. I would sug-
gest that you look at the conclusion and the alternative reccmmended
actions on page 3. The Staff Committee has definitely rejected
the idea of commercial banks acting as dealers in securities of
the International Bank, but I hope thet you will feel able to go
along with the suggestion thet legislation might be sought author-
izing their functioning as distributors of these securities on a
comunission basis if Congressional leaders react favorasbly to such
a proposal. It would be up to Secretary Snyder to sound out the
Congressional leaders. Incidentally, Pete Collado hes recently re-
ceived a communicetion from Ed Brown arguing the advantages of
having the commercizl banks assist in the distribution of Inter-
national Bank securities.

The Counecil will slso need to consider today whether
or not its conclusions should be communiceted in writing to the
Aldrich Committee. If it is desired to do this, the Staff Committee
has prepared a draft paper stating the Council's conclusions and
the reasons therefor.
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Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



C

Digitized for FRASER

http:/fraser.stlouisfed.ofghCl. 2

SECRET National Advisory Council
Docunent No. 305
Deceuber 10, 1946

MEIORAIDUL: To: National Advisory Council
From: 1Tational Advisory Council Staff Cormittee

Subject: Mmr”etlah of International Ronlz Securities through
ilenber Banks

The Stoff Committee has Li'en further studr to the nronosal that
rmerber banks be nerritted to distribute or to deal in sccurities of the
International Bani:.

1. Legel ispecis ond Background

ilember bonks are prohibited br thie Federal banrking laws from under-

writing, or dealing in, all excert certain ¢ sl excrmpted sececurities,

S
Jiith respect to exempted sccurities, a bani: mny buy anc sell freely for
its ovn account, underirite or dis LrLbutc and cnrnge in nromotional active
ities and in 507101LatJon of orders. Tic cxisting laws nernit a bank
to distribute securitics in the for: of sxeccution of customurs' orders

(not involvins solicitsotion on thic pert of the bank) for a fee approxi-
mating costs of handling,

Legislation enabling member banlis to assist on a more active basis
than nrcsently nervidthed in the moerleting of International 2ank scecuritics
might take either of two forns (L) on authorization for the banks to dis-
tribute as agents for the International Bonk on - ecomission basis only
or (2) z complete cieption of the sccuritics of the International Bani,
tiws ncrhittin? not oniy suci aistribution but clso buying and sclling
fOI‘ +l../ Bu.nk Ol SCCOUTY w\.).

The cxemption of federcl, state rnd municipal sccuritics may be
justificd on two grounds: (1) such sceuritics arc of rclatively high
quality and, thercfore, involve « minirum of undervriting risk ond (2)
sincc the banks! officirs can have no pers sonzl financial Intercst in the
affairs of a governmental issucr, there is no incontive to cbuse the
undervriting function, Similer grounds odight be used to justify rcvisions
which would cnable momber baiks cither to iuul in or 61str*uutc (or both)
International Bank sccuritics. Nevertheless, on o ?orpt to ¢xcrpt Inter-
national Baonk sccuritics from the prohibitions of the Barking Act might
invite vigorous criticism.

If the member banks shoull be authorized to cct as distributors or
dealers of International Bank sccuritius, the hUuuuLOn ariscs vhether
the member banks would be willins to cssume cny legal liability that might
be hecld to attach to mebcr banks under the Sceuritics het of 1933, The
information obtaincd from rcpresuntotive commoreiel banic interest indicatcs
that some banks would be willing to assumc any such liability, whilc others
would not.,
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iuch of the criticism, pcrticularly from security dealcrs, which
rdght result from a »roposcl wholly to cxampt International Bank securities
from the restrictions of the federal statutes mizht be avoided by projgos~
ing only that the nerber banks be autnorized to distribute the sccurities
on a conmission basis and for the account =f the International Bank.

Represcntatives of the International Ran!: have indicated thet an
authorization to distribute on a coimission basis might be sufficient
for the Banlt's purposcs,

2. Discussion

Apart from the question of political edvisability involved in tie
wossible recopening to Congressional debate of the Banking Act of 1933
and the Bretton “Joods Agrceoients Act if amendatory lcegislation should be
prorosed, the folloving would appecr to be the relotive advontages and
disadventages of »crmitting member banis to zct as deelers and distri-
butors in International sccuritics.

(a) Advanteges

On the basis of tiic informction ovailable to the Staff Conmittec,
it is belicved thet the member banks could contributc substentially to
the markecting of Intornotional Baonik sceuritics by acting as distributors.
The member bonks would thereby hove an incentive to disscuidncte information
to their customcrs concerning the Intermational Bank's sceuritics, and
generally to promote their sale. Advantages would also flow from the
incrcasc in the number zné caliber of rotail outlets for the Bank's bonds
which the cormercinl banlts could provide, :

Represcntative sccurit;r dealers eppear to hold the opinion that
there is an actucl nced to have commercinl bonks marticipate os distri-
butors on an agency basis for the Intcrnctional Bonk, This is partly
due to the foet thot the investient co:ammunity has epparently not been
suffficiently convinced of the :icrits of tic Bank's bonds to assure a
rcady market among vrivete investors. Investment brokers and dealers
may fcel that without the commercial banks as distributors, a sorwhet
too heovy responsibility would be nloced upon ticir own distribution
foeilities in the carly offerin; periods. This is further emphosized
in vicw of wvhat asnpears to the investment community to be indiffercence
or resistance to thic Ban':'s bonds fron som:z groups of institutioncl in-
vestors and state banking officiols.

The Staff Committce is generally of tihc view, sup-orted by information
obtaincd from renrcscntative banking intercsts, thet dealing by member
banks (os distinguished from tlicir ~cting as distributors) would aid in
develoring o continuing demand by investors for Intcrnationnl Bank
sceuritics, and vould be likely to assist gencrclly in stibilizine the
market for the sccuritics., The Staff Commitice recognizes, however, that
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the need for and mecosure of such aid from the member banks will depend
in lorge pert on the cxtent to which the International Bank itself decides
to engage in stebilization activities.,

(b) Disadvantecges

One of the pur.oses of the Banking Act of 1933 was to prevent banks
of deposit from assuming risks of sccurity morket operations and to prevent
2 bank from giving advice to an investor which was precjudiccd by the
Bank's own intercst as seller of securities or by its position in the
'sceurities as o dealer. Any cxemption of internationcl Bank sccuritics
might be regerded as an apparent weakening of the foregoing principle,

Information obtaincd from representetives of scecurity declers indi-
catcs thot legislation zuthorizing member banlks to dozi in Internationcl
Banl: sccuritics mizht cngender cetive oprosition from the sccurity dealers
and their orgonizoiion. The investment broitcers and declers might contend
that they could sup»ly o sufficiently liquid merkcet for the Berk's bonds
vithiout the addition of the troding feeilitics of the commncreicl banks,
particularly if the bondgs arc to be rgisterca for listing on national
sccurities ciichonges. However, the stic information suggests thait the
sceurity denlers nizht not opposc legislation limditced to authorizing member
banis to distributc thesc sccuritics.

3. Congclusion

The Staff Committec belicves that it would clearly be to the advantage
of the International Bonk to hove maamber banks authorizol to distribute
or deal in thc bonds of the Internationsl Bani, The Council must weigh
thesc ~dvaatoges against the nossibic disndvontoges of apnarcatly weaken-
ing the princi:les of the Banldng sAct of 1923 ond of rcopening debate in
Congress concerning that Aet ond the Brotton .oods Agrcements Act, Tae
Stalf Cormiittee foels “hnt there would be less basis for opnosition if
the logislation were limited to authoirizing co. nicreciczcl banks to et as
distributors on o coxraission brsis rather thion as deslers in sccuritics
of the Inturnztional Bani.

Recorm.ndation:
The following action is submitted for ecnsideration by the Counecil:
The Notionnl Jdvisory Council ogrees that loglslation
Zghoul§7 /should no§7 be sought authorizing cormercial banks
to act as distributors on e cormission bosis in sccurities of

: ' Ty e .
the International Barnk /if the Congressicnnl leaders rcact favor-
ably to such a proposal/.
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