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SEPARATION OF COMMERCIAL AND INVESTMENT BANKING
This material is for discussion purposes only and has not been approved by
the Transaction and Regulatory Committee, Federal Committee, Executive
Committee or the Board of Directors.
THE QUESTION:
Should C.A.R. support State Resolution ACR 73 (Hernandez)?
ACTION:
Action required at this time if C.A.R. is going to weigh-in on this resolution prior
to the end of the session.
POSITIONS:
1. "SUPPORT" ACR 73 (Hernandez)
2. "OPPOSE" ACR 73 (Hernandez)
3. Take a "WATCH" position on ACR 73 (Hernandez)

4. Take no action
DISCUSSION:
Efforts to reinstate Glass-Steagall's separation of commercial and investment
banking at the federal level have stalled. In an attempt to kick-start the debate,
supporters have turned to states to pass resolutions supporting the proposed
federal legislation. C.A.R. has been asked to weigh in at the state level on the
proposed resolution that would support the federal bill.
Following the Great Depression, Congress responded by passing a number of
bills including one known as the Glass-Steagall Act that created a bright line
separation between commercial banks (also known as depository institutions)
and investment banks. In 1999 Congress passed the Gramm-Leach-Bliley Act
which, among other things, allowed commercial banks to begin to partake in
activities that had been prohibited under the Glass-Steagall Act.
The intent of Glass-Steagall was to create two banking systems in the U.S.
Banks could choose if they wanted to be a commercial bank or an investment
bank. Commercial banks would benefit from a government backing through the
FDIC and would have access to cheap capital through the discount window at
the Federal Reserve. In return, commercial banks were heavily regulated and
restricted from partaking in risky investments.
Investment banks did not have a government backing or access to the
discount window; however, they were free to invest their money in riskier
ventures. Because they could take greater risk, they could also benefit from
greater returns.

Public Policy Position Paper

In 1999 Congress passed the Gramm-Leach-Bliley Act that made a number of
reforms to the nation's finance and banking system. One of those changes was
the elimination of Glass-Steagall. This allowed commercial banks to expand
their business model to include riskier ventures such as insurance, investment
banking, swaps dealing, hedge funds and private equity activities.
Support: Supporters of reinstating Glass-Steagall say:
 Stability of institutions that originate the majority of mortgage financing
should be insulated from risky ventures so as to minimize any
disruption to the flow of mortgage capital.
 Institutions that receive the backing of taxpayer money and access to
cheap capital through the discount window should be heavily regulated
and protected from risky investments.
 Many lending institutions have become "Too-Big-To-Fail" now that
many have merged with investment banks (e.g. Bank of
American/Merrill Lynch and J.P. Morgan/Chase).
Oppose: Opponents of reinstating Glass-Steagall say:
 Limiting commercial banks' activities would place them at a competitive
disadvantage to their international competitors.
 REALTORS® should not take a position on what business activities a
financial institution can and cannot participate in so long as it does not
impact their business (i.e. Banks in Real Estate).
 Given other macro-issues real estate is facing, we should not weigh in
on the issue of "Too-Big-To-Fail.":
C.A.R. Policy
C.A.R. does not have policy on the separation of commercial and investment
banking.
NAR Policy:
During the Gramm-Leach-Bliley discussions, NAR weighed in on banking
activity that may have allowed them to begin real estate agent activities;
however, they did not take a position on the separation of commercial and
investment banking as it pertains to the concerns raised by ACR 73
(Hernandez).
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