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Mr. Chairman and Members of the Committee:

I am appearing before your Committee on behalf of the National
Advisory Council on International Monetary and Financial Problems to pre-
sent its views on S# 1664* which the Committee is now considering. The
bill would amend the National Bank Act to permit national banks to deal
in the bonds of the International Bank, and would, by amendment to the
Bretton Woods Agreement Acts, exempt securities issued or guaranteed by
the International Bank from the provisions of the Securities Acts. The
National Advisory Council has given serious consideration to the proposed
legislation and believes that it should be enacted.

With your permission, I would like to address myself to the policy
considerations underlying the National Advisory Council's support of the
pending legislation. In the opinion of the National Advisory Council,
the International Bank for Reconstruction and Development will have an
increasingly important role in the future development of the international
capital market. It seems clear that, to the extent that economic and
political conditions abroad permit the Bank to assume greater responsi-
bility in financing reconstruction and development, it is in the interest
of the United States to encourage the Bank to assume that responsibility.

During the next few years, it is hoped that many more nations will
be in a position to apply for loans to finance projects and programs con-
sistent with the purposes of the Bank. The continued effectiveness of
the International Bank will depend upon its ability to meet these requests.
To do this, the Bank will have to raise additional funds in the securities
market of the United States.

It is the opinion of the National Advisory Council that the enactment
of S. 1664 would facilitate the widespread distribution in the United
States of securities issued or guaranteed by the International Bank. For
a detailed analysis of the structure and operations of the International
Bank, particularly with respect to the effect that the proposed legislation
would have on its marketing operations, I will defer to the representatives
of the Bank who will appear before you.

However, if I may, I would like to touch briefly upon one of the
principal problems which will be remedied if the proposed legislation is
enacted.
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At the present time, although national banks m y invest in securities
issued by the International 3&nk, they are not authorized under the National
Bank Act to deal in such securities• The proposed legislation would remove
this legal disability by amending the National Bank Act to permit national
banks to deal in securities issued try the International Bank.

Both the International Bank and the National Advisory Council believe
that in order that this permission may be really effective in broadening
the market for the Bank's securities they should be exempted from the
Securities Acts. The reason is that the whole marketing system of national
banks is geared to deal only in securities which are exempt from the
Federal Securities Acts, mainly federal, state, and municipal securities;
and it is not adapted to meet the various requirements pertaining to
securities subject to those Acts, The proposed legislation would meet
this practical difficulty by amending the Bretton Woods Agreements Act to
make the securities issued or guaranteed by the International Bank exempt
securities under the Securities Acts.

In connection with the enactment of the proposed legislation, careful
thought has been given to the position of investors in the United States.
I believe that the unique characteristics of the securities of the Inter~
national Bank and the nature of the safeguards provided in the proposed
legislation constitute ample protection.

It should be noted that by virtue of the large subscription of the
United States in the shares of the International Bank, there is a corre-
spondingly large official participation by the United States in the direc-
tion of the Bank. Under the guidance of the National Advisory Council, the
United States Executive Director, who holds approximately one-third of the
total votes of the Bank's Executive Board, directs his activities to
effectuating the United States policy of making the Bank a sound, strong,
effective instrumentality for financing appropriate projects for reconstruc-
tion and development. In this connection, it may be noted that the Inter-
national Bank may not sell its securities in this country without obtaining
the prior consent of the National Advisory Council; nor can the Bank buy or
deal in its securities without that consent.

It should also be borne in mind that the securities of the Inter-
national Bank are backed by the joint obligation of some 4-8 nations, each
of which is severally liable up to the full amount of its subscription. A
nation which might otherwise be tempted to default on a particular foreign
obligation might well be deterred from such action by the knowledge that a
default to the International Bank is simultaneously a default with respect
to 47 other nations upon whom the burden of meeting prorated subscription
calls would fall.

Adverting to the protection the United States investor enjoys with
respect to foreign securities which are not exempted from the Securities
Acts, it may be appropriate to note that the essence of this protection
is the requirement for full and fair disclosure of pertinent information.
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The Securities and Exchange Commission does not make a determination as to
the 7/orth of a security offered for sale. It is not the function of the
Commission to approve or disapprove any sale of securities so long as the
facts concerning the securities are fully stated.

With respect to the International Bank, it may be stated that through
its quarterly and annual reports and other statements, it makes a full
disclosure to the public of all its activities© Moreover, under the pro-
posed legislation, the Bank would be required to file with the Securities
and Exchange Commission such annual and other reports with regard to its
securities as the Commission shall determine to be appropriate. Finally,
if the Securities and Exchange Commission should at any time be of the
opinion that the interest of the United States investor requires that the
securities of the International Bank be subjected to the Securities Acts,
the Commission may, in consultation with the National Advisory Council,
suspend the exemption granted under the proposed legislation.

In my opinion, the enactment of the proposed legislation will further
the interest the United States has in the continued effective operation of
the International Bank without prejudicing the rights of United States
investors. I, therefore, recommend favorable action on the bill under
consideration.
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