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Dear Marriner:

There is attached the replies
received from Mr, Edward E. Brown to a
list of cuestions prepared by the N.A.C.
staff committee, on the subject of commercial

bank dealing in the obligations of the
International Bank,

Sincerely yours,
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Emilio G. Collado
U. S. Executive Director

Mr, Marriner S. Eccles,
Chairman, Board of Governors,
Federal Reserve System,
Washington, D.C.



1, With respect to dealing and distridbuting by the commercial banks:

{a) What present dealing and distributing facilities are
available to the International Bank among (1) investment
bankers, (2) brokers and dealers, (3) others?

(b) would legislation o permit dealing and distributing
of Benk's bonde by commercisl banke generate mny resentment
or antagonism from the regular brokers and dealers?

{e) Would 4% be mmn or disadvantageous from the
voint of view of the market stability of the Benk's bonds that
there should be additional dealere, to wit the commercial banks?

(4) To what extent do commercial banks now deal and
distridute mumiclipal bondes and others of the erxempt claszs?

{e) How meny banks heve distriduting departmente or
facilities,anmd how are these banks located geograrhically?

(£) wWith what types of investors de cormercial banks mow
place bonds of the exempt clars? Ip it enticipated thet the
seme types of imvesters would be customers for the Bank's bonde?

{2) What kinds of selling methods do the commereial banks
uge in desling and 8istridutingeee.p, do they ervecute orders
on a commission basis; do they execute orders as dealers on
& diecomnt basls; Go they offer bonds for sale over the tele-
phone; do they employ bond salesmen?

(h) vhat kind of selling methods would the banks use in
dealing in and dfetributing the Bank's bondsl

{1) Avproximately vhat comnmissior would the commerciel
benkes charge on orders or at what diccount would they be
interected in teking down for ressle bonde of the International
Bank?

(J) Po what extent would commercisl banks act az dealers
andé ddstridutors in (1) shert term bBonds of the Bank, (2) medium
term bonds, and (3) long Serm bonds?

(k) vould commercial danks as dealers carry substantial
inventorier of (1) short term bends of the Dank, (2) mediwm
term bonds, and (3) long term donds? Would they take short
vositions in the Bonk's bonde?

(1) vould commercisl backs in distributing the bonds of the
International Bank sssume their lisbilitles as wnderwriters
under the Securities fct of 19321
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There are apuroximately 2200 members of the Hational
Association of Security Dealers, and it seems fair to
ssewse that prectically all of them would De interested
in bends of The International Bank,

While a great many brokers and dealers are pleased with
the present prohibition ageinst coumercial banks dealing
in corporate securities, bonds of The International Bank
would be something mew and unfanilier o the investing
publie, and I believe the dealers would feel that it was
helpful to public confidemce in the bonds to have commer-
¢ial banks dealing in them,

Permitting commercial banks to deal in the bonds would
broaden the market and would be advantageous the
point of view of market stability.

from
There are about 100 commercial banks who are members of
the Imvestment Bankers Association, snd at least 75§ of
this number are active in the purchase and sale of
municipal bonds. These banks distribubte several humdred
million dollars of municipal bonds annually, and those
trading in Government bPonds do a volume rumning inte
Pillions of dollare,

The commereial banks dealing in munieipal bonds have
regular departments for this purpose, and they are located
in all of the larger cities in the country.

Commercial banks gemerally place exempt bonds with their
larger commercial customers and with imstitutional investors.
If %he bonds are to De exempt from Income Taxes, the same
types of imvestors would be customers for the bonds of The
International Bank, If the bonds are not exempt from Income
Taxes, the interest retwn would be higher and the commercisl
banks would reach a much larger group of investors by reason
of their customer relatiomship in other depariments of the
bank,

Selling methods used by commercial banks are substantially

the same as those used by dealers. The commercial banks

take a position in the securities which they sell, and sell

as prineipal in the great majority of instances. Occasionally
orders are executed on a discoumt basis. Bonds are offered

to customers by telephone, circulariszation by mail, and
personal solicitation dy the dond salesmen,

Presumably, the selling methods the commercial banks would
use in distributing bonds of The Internmational Bank would
be similar to those describded in (g) adove,
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(1) At the present time the margin of profit in municipal
bonds varies from 1% to 13#; there arc times whea the
spread is less, The attit of the commercisl banks as
te the amount of discouvmt would net differ greatly from
that of the dealers.

(3) Commercial banks probsdly would deal in any maturity of
The Internstional Baak Bonds o the exteat of thelr
distriduting capseity.

(k) Most commercial banks as dealers would carry inventories
of any maturities of The Internalicnal Bank tm-. $he
size of the inventory depending on the market activity.
It 1s unlikely that a commercial bank would take a sherd
position in the bends.

(1) 1If it should be held that there was a 1 14ability on the
part of danks for distriduting bonds of The International Bank
under the Securities Act of 1933, banks with bond departments
undoubtedly would be willing to assume this liability.

Neov, 27, 1946
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