Merch 18, 1948

Governor Snymesek Today's NaC meeting?: proposed
J, Burke Knspp =né L. B, Dembits legislation on Internstional Bank
ssgurities

Digitized for FRASER

¥r, Bugeve Bloek, the U.8, Zrecutive Direstor of the Interns-
tional Henk, has wow sent & forwel letter (HAC Dooument No, 627) seking
the H,A,0, to ask Comgress to exept the Bank's bonds from the Seeurities
Aot of 1933 and sthe Sevurities Exehsnge Aot of 1834 sad from the prodbi-
sion of Sectiom 5136 sguinst nstional bamke® (and stete memder baske®)
dealing in =nd underwriting investment securities, The bonds would re-
wmein subjeet to the rule of Sectiom H1N6 thut = mationel band or stete
nesbery bonk may not {nvest more than 10 per cent of ite capitel and
surplus in securities of sny one obligor,

¥r, Bleck slso ssks the Uoumeil (HiC Doeument Ro, 636) o
usk Congress to permit Distriet of Columbie insurence companies to iavest
in International Bsuk securities,

The effect of the two letters i{o to pressnt in a formel way
the seme propesals that Hr, HeCloy snd Er, Blagk discussed informslly
with you sné Chairmen Bocles im Jamuary, with the following exceptionst

{2) the earlier propessl sculd have exempted Internae
tionel Bank bonds sompletely from lection 5136, e govern
ment bonds are exempted, instesd of lesving the Bank bonds
subjest to the exieting 10 per cent limit on = member bank's
holdings; amd

{b) the esrlier proposesl included = asction o exempt
Iaternationsl Hagk bouds from stute blus aky lswe, whiel has
now been dropped,

P Apri 1847 the Rational Advisery Couneil rsjected the ides
of the Beapk and of mmuum:mmtmmmumu
benk

permit 8 to deal in Interastionsl Bamk bonds, This pejection was bhased
in pert on the view mtmmmueuuuum;mm
initial 580 million dollare of debentuves whish the bomk wss then HIOPOss

ing to iseue and thet 17 such smendment should seeam nessssary to help sell
later issues, it might be better reteived in Comgress in 1248 when the
Benk would sotuelly have some bonds outstanding,
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Herorandum

Bovernor Siymezak - B e Mareh 18, 1948

While the imitial offering of the Bank's seourities in July 1947
was muccessful, there sppesr good gounds for the Bank®s view that future
offerings will run into grester difficulties and thet the sssistance of
commereliel beanks u8 distridutors snd e dealers meking & "sscondsry market®
between offerings, muy be esseatisl,

The bonds that were s0ld laet July st 100 sxd were them juoted
ia the meriket srousnd 108 are now selling syound 97, This deoline iz in
line with the declines that have oocurred i other comperable bonds, and
doss not of itself indicate any specinl weakness of the Bank's position,
Hovertheless the officials of the Bank feel that future seles will run
into difrieulties beesuse of the incressed tension in the internstionsl
situstion, ¥hile it will be 2 long time before ths volume of the Bank's
bonde cutstanding could ezeceed the amount thet is fully gusrantesd by the
unpaid sspital subseriptien of the United Stutes Govermment, it will take
more szlesmanshiy to bring this faet home %0 izvestors, It is slso undere
stooll thet some of the dealers who huve beel ™meking the market™ in the
bonds during the recent period of declining prices heve tuken loszes whieh
are subetantial in relation %e thelr capital, and thet therefore the maine
tonance of ap sctive murket in thess seeurities may require the partieipa-
tion of sbronger institutions sueh o8 the large banks,

It secns clear thst sa emendgent pormitting the banks to deal
would make the honds seex more attreetive to meny iuvestors snd would
aseist to 2t lesst some degree iz distribuling the bonde awong investors,
and in view of the juasiegovernmental statue of the Bsmk, 2u exemption
for thess bonds would not serlously sesken the principle of keeping come
mereis) banks out of the business of dealing ia corporate securities,

The langusge of the smendment proposed by Mr, Black msy be
smbigucus &g to vhether positions teakes by banks es deslers rmat be
included in the 10 per cest limitation, Our kegsl Division hes drafted

& substitute provise iam order 1o make it elear thet such positions are te
he included} this will be glesred with the International Bank »eople

this morning 80 that we ¢es ssk the Counocil to substitute it for the
provise in the Bank's drafs,
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Governor Szymezek - be- Hareh 18, 1948

Laat year the Internstionsl Bank saked for exemption of its
securitiss from » number of provisions of the Seeurities Aet mnd of the
Seeurities Eyehsnge det, Uome of there sxsmptions were granted by the
5,8,0,, on the recommendstion of the N.4,0,) others wore refused either
on the ground vthat the S.E,C, had no powsr to grant them or on the ground
that the 85,.E.C, 414 not feel adble, as & matter of poliey, to graut the
reuested sremytions without some instruetion Trom Congress to that effect,
The pressu$ yroposal therefore is %o ssk Comgress %o exempt the securiiies
by smending tbe t=o Acts,

In view of the guesiegovermmental status of the Bank, we &0
not sse sny aserious cbleetion to the proposed swendments, At the sane
time, we feel thet the Bank's cese in fsvor of the usendments {8 some-
what overdrawn) we are not entiprely convinged thut tae Bauk would heve
2ny great J1ffieuliies i operating under the lews sud regulations 28
they now stard, Therefore it uight be prefersble 17 the Counoll merely
expreseed "no oblection” to the umendmente requested by the Pamk, rather
than taking the position of the Couneil's eponsoring the smendments,

The Counsil hee previously (ia 1946) recomsended legisletion
on this sukject, snd 1t seens entirely resszonable Ior the Couneil now
te reney this recor-endation as Mr, Elack requeats,

JEESLED/ 5%

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





