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TO:

MEMORANDUM

CATE March 1D, 1943

Comgls sioner Bdmond L. Ha gl

FRrROM: falter C. Louchh Py’ iser on Forelpn Investment

suBJecT. Iaternational Bank for Reconsiruction and Development

I attach hereto National Advisory Council Document No, £Q7 of
March 10, 1948, which incorporates a letter of March %th to the
Chairman of the NAC [{rem Eugene R, Black, U, 3. Execnutive Director
of the Intermational Banx for Heconstruction and Development. This
letter contalins a recommendabtion that the Council take appropriate
steps to bring before the Congress legislation Yo amend the Jecuri-
ties st of 1933 and the Securities Fxchange Act of 19734 sc as to
cexempt securities issued or guarantesd by the International Bank.

The Chairman of the National Advisory Council has asked me
to epovey its invitsation to the Commission that its Chatrman be
present at the rext meeting of the Counell tentatively szet for Tues-
dey, March 1oth, at which this matter will be discusazed.

I nave asked the Secretary of the Comnmission to give me an
epportunity to disguss this matter briz{fly with the Comnission

LOMOIToW Morning.

W tder £, zﬁamgwmj Ir
Aduteex ou Forelam Juvesbmords, boyx #£E7

Crie conen 3 TPeabdRo_Y
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THTZRNATTONAL BANK FCOR
EECAOMETRUCTION WD DEVELORMEFT

WASHINGTOD 25, D.C,

March 9, 1948

Feonorable John W, Snvder
Crhairman, Natiopal advisory Council

on International Yonetary and Financisl Problems
Washington, O. GC.

Degay Mr, Chairmam

4is vou know, 1n april of last year I rscommended that
the National Advisory Council on International Monetary and
Financial Problems proaposs to the Congress legislatlen tao
permit member banks of the Federal Feserve Pystenm to deal in
securities of the Interrmational Bank for Heeconstruetion and
Development. I 2lae at that %ime recommernded lepislatien to
amend the Securities Act of 1932 50 85 to exempt gecurities of
the Bank from that Act. My reguest was bazad on the need for
removing unnecessary restrietions on the borrowing operations
.of the Hank in order te facllitste the flotation of its securi-
ties and the mazintensnce of an crderly market in them, after
considerable discusgsion I agreed to withdraw my request on the
understanding that I might renew it ot a later date, if ex-
pericncg should domonstrate -the need for such legislatisng

Tha Internatlional Bark 1s now and wild for some tine so
coma be dependent mainly on the securdties rarkstis of the United
States for the raising of funds for use in its lending eperations.
In July of last ycar the Bank floated twe issuss of its bends
aggregating ¥250,000,0C0, principal smbunt. #lthough the ini4ial
distributlon was successful, the subsequens market for the bonds
has bgzn narrow, Furthermore, as the aggregats ampount of its

. bonds outstanding increases, the Bank undsubtedly will enceuanter
increesing difficulsy in placing new issuss, It 1s, therefore,
important that the Bank's bends shall bs dlstrlhuted to a8 widerming
girele of investors.

In view of the pressing need for loanz which the Bank will
face during the next few years, it is alss of importance that,
in 3o far as shall be consistent with proper nrotectlan to
United States investors, legsl rastrictions which tend to hampor
the Hank 1n its borrowing operations should be romoved, I be-
lieve that the 1mternatlonal character of the Bank and its
estanlished reputation Ffor ppen and sound methods -f soerztion
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entitle it to a confidence which makes many of the restrictions
that now impade its operations unnecesaary in the public interest.
T am, tharafore, writing in order to bring to your attention the
facts with regord te such restrictions and to request your aid

in having thar removed,

The restrictions to wshich I ref-~r are contsined in or
arise mmt of ths following statatses:

The Securdtiss Lot of 1933
The Securitios Exchange dct of 1634
Sectlon 5236 of the Revised Statutes

I shall here discuss them In the abowe order. T 2lza
enclose with this letter a memorandum setting forth concrete
suggeations for Iegislation to remove sueh rostristions,

1. Tho Szcuritlos &ct of 1933

Az you know, .this Act regulates the publiec offering of
securitizs in interstatc commercocs DBefore any such offuring can
be made gpn elaborate registration statement must te filed with
the Securditiecs and Bxckenge Lommission and must have becoma
el fectlve.

Nelther the Szeuritics Act of 1533 nor the Seecuritiss
Exchange Act of 1534 was drawn with any instlitution such as
the Bank in mind apd their provislons are not, therefore,
adapted to the operatiens of the Bark. In fact, securities
igzued by the Bank arz within the splrit, if not the letter,
of the exemptions steedified in thoss dets. The Scouritiss and
Exchange Commiszaion taeltly recognized that fact when, pricr te
the offering by the Bank of its ponds in July, 1947, the Com-
mission adepted a rumber of rmales which in affect axemptod the
bonds from certain provisions of such Acts. Those rules, how-
ever, did net remove the basic inconsistencies which arise in
sttomoting to annly those Acts tn the borrowlng cpsrations of
the Bank. In particular, the applicaticn of the Acts to soouri-
tier of the Bank not only imposses on the Bank restrictions which
arg not imposed on the Fadsral Cwernment -r the stetcs or
muniecipalitles in the marketing of their securitiss, but, be-
cange of the mpanner in which the Banke must as & practiecsl matter
market its bonda, it even imposes on the Bank morz stringent
restrictions than are imposed upn private issuers. T shall
indizate a fow of the moare serimus of such inconsistencics ang
thelr effect upon the Bank,

In eonnsction with the offgring by the Bank in July, 1947,
of two issuga of honds aggregating $250,000,000, prineipal amount,
tha Bank decided, after g-nauliation with a numbar of invostment
bankers and securitiea dealsrs and thorough consideration of
variows suggested methods of distributing its bonds, that the
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mngt effective and economic method would be to offer the

bords for szlc on 2 commission basls through a widesanread

group of scecurities dealars. Accordingly, the Bank's bonds
were sold through over 1700 daalers in 42 states of the United
states md the Mstrigt of Columbla at a commicsion of % of 1%
an the 25 year bonds and & »r 1% on the 10 year bonds, The
perticipations of the dealers ramged from 5,000 to $3,465,000,
principal amount, of bonds and thelr commissions ranged from
512,50 to $13,950.C0,

In »rder to prepars t> market such a large issue through
such a large and far flung group of dealers, it was vnecessary
for the Bank to consult wlth bankers sand securitiss dealers
thronghout the country as to the terms »f the issue and the ar-
rangements for the offering. Since the Securdiics and Exchangs
Commission would nzt perrmit the registratisn statoment tn ba-
eome offective under the Securities Act until the prices and
torms of the bonds and the arrangements for thelr offering had
boen determined and set forth in the registraiion statement,
nest of suchk consultation toiok place befurs the registration
gtatement becane sffoctive,

The deeuritiss Act prohibits the vsze of instrumentalities
ef 1atorstate crmmerce nr the msils Pte scll or offer tn Tuy!
a security (oxecept oxemnt secarities) unless a registraticn
statepent’ is in affeet for sueh soeurity. For that parpoaa tha
tarm "sell® is defined in the act to inciude Yevoery contract of
sale or diapcsition of, attompt or cffer to dispose of, or
selicitation of an offer to buy, & security" not including
however, preliminsary negetiations or agreements betwean an
issuer end any underwriter, Under thet definition, and in view
af the Bank's meth-d of selling its PBonds through a large greup
of dealers, the Securities and Bxchange Sommissiorn was of the
apinian that the ereliminary c-ommunicatisns hetween the Bank
ard seeurities dealars bef~re the rogistratisn statement becams

" effaptive conastitutad an offering of the wonds oy s3le contrary

to the provislons of the Securities Act, The Bank 4id not and
does nat zgres with seech an agppilcation of the het, MNevertheless,
it wwmld be serlously embarrassing to both the Commission and the
Hank, if the Pank should apain offer its securities tn the public
in A matnnar which the Commission ahowld gonsider to be contrary

to the pravisions of the Securitiss fAct,

In that conrscticn 1% should be berne in mind that, o
the nne hand, securities a»f the United States Goverament and
2f any state ~r prlitical subdivisicn therenf ars exemnt from
the provisicrs »f the dAct and, on the other hand, private
igssusrs wh~ offer tleir scouriiies through underwritors arc
pernitted to make pralimirary zgreements with anderwritera
befare their registrzticr statements becmme effective. The
Bank could, »f course, dn the sams thing, if it should offer
itz bonds through underwriters, but ‘it 15 nelither practical

e i -
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nor economical far the Bark to do se. Consequently, 3s I have
83id before, #3 a practical matier the Securities Act as
interpreted by the Commlssion wouwld restriest e marketing
crerations of the Damk more than these of sackh zovornmental
of private issuers.

& further insiance of that is to be fourd in the
liability which is imposed on dealers in the Bark's bonds by
Sgetion 12 of the 4ct., The Sommission, by rile, has exempied
such dealers from liability as underwriters under Seetion 11
of the act, bui such dealers rgmain subject *o liability under
section 12, That sgetion provides in substznce that any person
whe sells a seeurity (except certain oxempt securitiss) in
interstats commzrce by mesns of & proscectus which sontains an
untrue statemant of a metzrizl fact or vhich omits to state a
material faet shall be liable to repurchass the security or to
ray dameges 1f the security hss been dizposcd ofy unless ha
can show that he did not know, and in the evercise of reasonable
care colld not have known, of such untruth or omiszion. In the
usual case of the distribution of securities through underwriters,
they make an cxtensive invesztigation of law and fact and the
dealers through whom ths bonds are sold customarily rely on that

investigation for protection ageinst liability under Section 12

| of the dcts, Hs 15 stated above, the Bank doss not sell ita

| securitles through undervriters but sells therm directly to a

_ . large group of dealzrs., It is not feasibic for those dealsrs

| te make any inwestigatieon with rogard to the statemants containsd

| ' In the prospectus for the Bank's securitics, sspecially as many
of the statements contalned in the prospectus with regard to ths

i lending cperations of the Hank may be based an the results of
months of investigation by the Bank both in this country and

{ abroad. It is, therefors, both incongrious nd unfzir ko impose

| unon dealars in the Bank's accuritics 2epgnl resmonsibility for

| the aceuracy of the statements which are made in the prospectus,

| Hoth heecause of the internatiocrnal cheracter of the Bank

| and beeausz of the large amounts of securities which the Bank
will kave tc sell and the desirability of 2= widespread a

; distribution of its seeurities as 1s possible, offerings of

| securitics by the Bank partske more of the charsetor of offorings

[ of United Btates Goverrment securities {whick are sxpressly
exompied from the Securlties act) than of offerines by private
izsuers which are subject to the act. dccordingly, for the
reasons vhich I have set fopth zbove, T believe that the
Securltiss aet of 1933 should be amended so a8 to exempt thers-
from sequritisz issued or punrantsed by tho Bank.

2. Thg_ Szeurdtins Exchangs &ct of 1974

_ The Securities Exchange fsct of 1934 contains provisicns

for regulsting seourities exchangss and évar-thescounier markets

and transagtions on such exchahges and marksts, s4s I have gaid,
| thls Aet glso was not drawn with any instituting such as the Bank
ir mind &nd its provisions are not adapted to ths Bank,
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it the reggest of tae Bank, the Securities snd Exchange
Commission has made ecertain rulings under which the Bank's
securities are exempied from soma of the more Gurdensome pro—
visions of the 4ct. Thare arg, however, nther provisions of
the iect which tefd to hazmper the Bsnk in its operations and
with which it shoyld nct be required to cously.

For example, the hHot contains provislons regulating
purchases md salas of sscurities which, while intended to
pravent fraudulsnt manipulstien of the prices of such securi~
ties, are 50 broad or confer such broad regulatory power on
the Securltles and Exchange Commissicn zs to hampor the Bank
in its operations. EBocause of the large amount of securitias
which the Bank may ultimately issue and the operation of tha
annrtization and redemption provisions of its loana, the Bank
may frequently find it necesaary or advisgble tc purchase apo
also to sell its own sscurlties, while at the same tine it may
be nropsring for & public offering of its bondss Furthemmnre,
the Bark mey gulte properly find it advisable ot tinmes fo
atabilise the m¥rket for it bonds. IJiffercnees of opininn
a5 to the propey application of the provisicns of the acet and
the regulaticns: of the Commdssion to such transaetions are
bound to arise to the embarrassment of both the Cemmlssion and
the Bank. Thatils especially trus because the dgfinition urder
the sct of lawful "stabilization" of securitiss has not been
clearly drawn either by the Securities and Bxchange Comrdssion
or ths courts,

Seeurltics of the United Statos Governmont, =f any shats
or agency theraof [auch as, the Port of ¥ew York authority) and
of mnicipal goveotmments are exomnt from auch —rovisicns. Also
axempt, pursuant to designatisn by the Secretary of the Treasury,
are socurities of wvarious corporaticns in whieh the Unitaed States
Govarmment has an interest, such 28, Federsal Farm Leoan Bonds and
Federal Home Loan Bank Debentures. TUnder its articles of Agreement
the Banlk cannct buy and sell ith sacurdtics in the Uniied States
without the approval of the United States Usvernment (Article IV,
Section 8). Congegueontly, even if seourities of the Bank should
be exemnt fram such vorovisisns o»f the Securdtiss Exchange act,
there would be n- danger that the Benk might trade in 1ts sceouri-
ties in any way that would be contrary to the public prlicy of
the United States.

T cite anothsr exarmply, urndor Sactions 7 and 2 of the
Securities Exchangs Act, the Federal Ruserve Board has issusd
regulations which prohibit brokers and dealers from extending
credit oo o security roglstered on @ national escurities exchanpe
{other than an exemnted security) in exeess of 25% of its current
markot wvalue. There would chvioualy be a broader rarket far the
Barnk's sccuritiszs if they were not subject bt~ auch restricticns.
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Sectisne 12 and I3 of the Securities Ixchenge Lot requlre
the filleg of certain infermation in commectlon with the regie—
tration of securitles under thet ALct and the flling of certaln
pericdic reports designed to keep the orlginal regiptration up
to date, Although at present such requiremente impoze ng great
hurden on the Bank, nevarthelese ma the volume of the Bank's
speratlicng ingresges, the ceecesslty of f1ling euch Information,
in the form and 1n the detell prescribed by the Securitles and
Exehenge Commission, may well impoge B conslderable burden on
the Bank.

Urder Section 3(m){l2) of the Act obligatlens of the
United States and of any state or pelitical subdivision ar

. ezency thereof are classed ae "exempted securitles.” In ad-

dition, the Secretary of the Tremsury 1s authorlezed to designote
ag exempted gpecturities obligations of "earporationa in vhich

the United States has a direet or indirsct interest,” eand the
Securitizg and Exchange Commiesion 1z mutherigzed to exempt cther
securitica from the operation of ome or mare provisions of the
Aok, Epth the Secreteyy of the Treagury and the Securities apd
Exchange Ccmmisaicn bave heretofors denied rogquests by the Benk
that "ifts gacurities be exempted fram the Aok,

Acﬁardingly.'I propose that Section Z{m){12) af the Act
be amended aa ss expreenly to exempt from the Act zecurities
1sauad or. zuaranteed by the Bank,.

3, BStatube Hegtricting Power of Wational Banke to Deal in
cecurities.

Tnder Sea$lon Bl36 of the Revised Strtutee snd the
regulationz of the Comptreoller of the Curretey vhich heve Teen
igaued thercunder, nationel banke and stete member banke of the
Tederal FReserve Eyater esnnct underwrite, or engese in the
tuglness of desler or broker for proflt in, securitles of the
Bank. (Section 513¢ of the Revlged Statutes, ag Anendod;

12 Ue34Cs 24; See rlac, Section 9 of the Federel Beserve Act,
s amsnded; 12 U.S.C. 335),

In arder that the borrowineg cperntione of she Brnk ghnll
be affective, 1t 1o essentisl not only thet itc bonds be widely
dlgtributed Tut elec that thers be mn Bctive suatalned narket
for its honds.: At present, the markot for the Bank's bondz iz
narrow anfl gubject to relatively wide and evretle flusturticnse.
Thet iz not a healthful conditlon, If natiems) tanke =nd mepter
batiks of the Federpl Regerve System are permitted to desl in
the Bank's bounds, they could not only participate in the 1pltlal
ditetribution of such bends, thus broadening the group of dealers,
tut they wonld mlzo be interested in meinteinins e narket for
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gach hondes, which would have a stebilizing effsct on their
prices, : B
Accordingly, I propose that Sectlon 5136 of the' Revlsed
Statutes be amended ego that natiomal banks and state nember
banks of the Federel Reserve Syatem may be authorized to deal
in gecuritles of the Bapk, =ac they presontly wmay do 1n obll-
gatians af the United Stmntes or of eny state or politicnl sube
divislan therecf, and af the Fsderal Lend Banks, Fedetral-
Intormedlate Credlt Papks and Tedernl Eome Loan Banks,

I encloee herewlth s memorenduom of concrete sugspeations
for lexislation to effect the purposss sbove set forths As I
hiave peld, I believe that the internotlonel charaster of the
Bank and the reputation which 1t hra slresdy establlished for
cpot Aand gound methodes of operation entitle it to the cooperatlon
of the United Stotes Covernment in the remavel of the abowe—
mentioned reetrictionc,

May I interject at thle polnt that the exemptlon of
gocurlities of the Eank from the Federal end state ssouritiee
acts will not mean that the lavestling public will be deprived
ef eny informetion cencerning the Bank which would sthervlce
be evedlable toc it, The Benk would continue to putlich =
prospectus in connectlon wilth 1ts btond lssues, which will Te
as fully iInformetive Az that regulred under the Securiltiiles Act.
The Bemk will oomtinue to publish its ennusl report wns guarterly
financial statenents, which contmin even more infermatien than
is contained inm the reporte that the Tank ig raguired to flle
undar the Saguritlezs Exchange Act of 15934, !

Aocordingly, T respeetfully requeat thet the National
Advigory $ouncll take appropriate steps to bring the matter
tafore the Congrese. If you or the Couneil shall Teguire any
further infornatisn sancerning the matters hereln referred to
snl yow will ae advise me, I shell be gled to endlemsvor to
farnizh 1t,

Vary truly poilrs,

/&) Tugens R. Black

Fuperne R, Black
Unlted Stetes Executlve Direcior

Enclasnre
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ACT TO AMEND THE EECURITIES
AQT QF 1923, THE ZECTRITIES
EXCHANGE ACT OF 1934 AND THE
HATIONAL BANK ACT.

Fe it enacted by the Senate and Houese of Representatives
ef the United States of Anerlea in Corgress aseembled,

Section 1. Farazraph (a)(2) of ssction 3 of the
Seourities 4et of 1933 aeg amended (U.5.C, title 15, sec. 77¢)
iz mmended by adding to the end thereof the followling words:
Tor pny securlty isgued or guaranteed by the Intarnatiq al

.Behly for Reconastruetlion and Pevelwspnent;".

Eaétinn Ze Parapraph (e}{12} of esection T of the
Securities Fxchenge aAct of 1934 as anended (U.5.C. title 15
86C. 78c¢) is amended to remd mas follawe:

(12} The term "exempted security" or Mexemptsod sscuritieg”
shall tnclude securitles vhich are direct obligstlons of
or obligatione guarantced ss to mrinelpel or interest Ty
the United Stoategr such eeeuritiem izsued or gusrsnteed
bty corporatione in which "the United S5tatoe hns a direct

or indirect 1lnterest Aa ochall br deslgneted for exemption
by the Sacretery of the Treasury Az necezsary or AR
propriate in the publie interest or for the pratecticn

ol inveestors; securities which are direct oblirptione of
or sblipations sunrandeéed s to principal or interact

by a Btate or any politicel subdivislon thereof or ang
agency or instrunentalklity of = Stete or moy pelltical
subdivielon thereof or sany munlclpal corporate instro-
meantality of one or more States; securlties fssusd or
pusrentecd by the Internstlonml Sank for Hecohstruction
and Development; eand such other securitise {vwhich mey
inelude, smong others, unreglstersd securltles, the
morket in which is predeooinantly introstats) as the
Cormigelon mey, by such rulep ~of resulstions as it

deems necassary or appropriate in the pullic interest

or for the protecticn of lavestore, elther unconditlonally
or Ipon gpeclfied terme sl condlilone or for etated
perlods, exept from the cperation of moy one oF Mora
arovigiong of this title whieh by their terme de net
Aoply to an Vexenpted geeurity™ or to Texempted seeurities,”

%  Tnderlinipgs indlcete new metter sdded,
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Secticn 3, Paragraph seventh of section 5128 of the
Revised Statutes as amended {U,5.0,, title 12, cec, 24) {e
amonded by &dding at the end thereof the following new

sentence: "The limitmtions snd restrictions horein centsnined
Ag_to demlings in end underwritins investrnent securitiss shall

not aooly to oblipstlons iseued by or gpusrantesd ns to nrineipal
pod dinteregt by the Internstlonsl Jenk for Eeccongiruction sne

degvelopments FROVIDED, that the Jimltation hercincefore set
forth with ressrd to the rmount of investrient spcuritics of
sny _one osblicor or maker which may be held by the ssscpistion
for 1te own' acecopunt shell enply to ohlisntions co ipsued or
gueranteed by sald Bank,”

Sectlion 4, Tnis agt shall. take effect iﬂﬂEdiatElF;

TRy



