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(gAPITAL MARKET DEVELOPMENTS ABROAD 

I . Germany 
I I . E i g h t Cha r t s on F i n a n c i a l Markets Abroad 

I . Germany: Money and C a p i t a l Markets du r ing November 

During t h e f i r s t h a l f of November, t r e n d s p r e v a i l i n g i n German 
f i n a n c i a l markets i n October c o n t i n u e d . S h o r t - t e r m f u n d s were p l aced 
abroad , and f o r e i g n long- t e rm f u n d s con t inued t o f l o w i n t o t h e German s tock 
m a r k e t . About mid-November a r e v e r s a l i n t h e d i r e c t i o n of s h o r t - t e r m money 
f lows occurred as German commercial banks r e p a t r i a t e d f u n d s t o meet s e a s o n a l l y 
h igh domest ic r e q u i r e m e n t s , i n c l u d i n g yea r - end "window-dressing" of ba lance 
s h e e t s . T igh tness of t h e domest ic market l ed t o sha rp r i s e s i n s h o r t - t e r m 
i n t e r e s t r a t e s , p a r t i c u l a r l y one-month money. To h e l p meet s e a s o n a l demands 
f o r money t h e Bundesbank lowered cash r e s e r v e r equ i r emen t s f o r t h e n i n t h 
t ime t h i s y e a r . 

On t h e c a p i t a l marke t s , t h e upward t r e n d i n s tock p r i c e s was 
r e v e r s e d i n t h e second h a l f of November, p robab ly as a r e s u l t of p r o f i t -
t a k i n g , ' In December t h e r e was renewed i n v e s t o r i n t e r e s t i n t h e bond marke t . 
Long-term y i e l d s a r e b e l i e v e d s t a b i l i z e d , a t l e a s t f o r t h e p r e s e n t , a t 
around 6 p e r c e n t , and f u r t h e r i s s u e s a t t h i s r a t e a r e planned f o r J a n u a r y . 

German o f f i c i a l r e s e r v e s d e c l i n e d by $3U m i l l i o n du r ing November, 
A l a r g e r i s e i n r e s e r v e s du r ing t h e l a s t week of t he month—the r e s u l t 
p r i m a r i l y of Bank of England d o l l a r purchases of DM's f o r a n o t h e r prepayment 
of t h e U . K . ' s August drawing f rom t h e IMF and of some e a r l y yea r -end "window-
d r e s s i n g " r e p a t r i a t i o n by t h e commercial b a n k s — p a r t i a l l y o f f s e t d e c l i n e s 
du r ing t h e f i r s t t h r e e weeks of t h e month. The Bank of E n g l a n d ' s purchase 
l e d on November 28 t o a d e c l i n e i n t h e spo t d o l l a r r a t e t o below p a r i t y f o r 
t h e f i r s t t imp s i n c e November 3« Both t h e d o l l a r and s t e r l i n g remained a t 
lower r a t e s a g a i n s t t he DM w i t h t h e d i s c o u n t s , as of December 1$9 on t h e 
th ree-months forward d o l l a r and s t e r l i n g a t 1 pe r cen t p lus and 3«92 per 
c e n t , r e s p e c t i v e l y . 

Money Market . During t h e f i r s t h a l f of November commercial banks 
were r e p o r t e d t o have cont inued t o i n v e s t s h o r t - t e r m f u n d s abroad w i t h o u t 
caus ing more than a moderate t i g h t e n i n g of t h e money marke t . A f t e r t h e 
middle of t he month, however, t h e market t i g h t e n e d f u r t h e r , and .the r a t e 
f o r d a y - t o - d a y money exceeded 3 p e r cen t f o r t h e f i r s t t ime s i n c e t h e end 
of September . I t i s r e p o r t e d t h a t t h e banks had underes t imated t h e i r cash 
r equ i r emen t s f o r mid-month payments . 

NOT FOR PUBLICATION 

DECONTROLLED AFTER SIX MONTHS 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



MOT FOR PUBLICATION - 2 -

In a n t i c i p a t i o n of the seasonal ly heavy demand f o r money in Decem-
b e r , the Bundesbank lowered commercial bank minimum rese rve r a t i o s by U.8 
per c e n t , e f f e c t i v e December 1 , r e l e a s i n g an es t imated DM 230 mi l l i on from 
r equ i r ed r e s e r v e s . This was the n in th decrease in r e se rve requirements 
t h i s y e a r . Despi te t h i s a c t i on , and the r e p a t r i a t i o n of funds to meet 
l i q u i d i t y requirements as w e l l a s f o r window-dressing purposes, t h e money 
market continued t o t i g h t e n during t h e f i r s t h a l f of December. Lower 
fo re ign t r a d e su rp luses in October and November may a l so have con t r ibu ted 
to t i g h t n e s s . The demand f o r one-month money was p a r t i c u l a r l y s t rong , the 
r a t e fo r such funds r i s i n g to over U per c en t , t h e h ighes t s ince February , 
The r a t e f o r three-month loans rose only s l i g h t l y above the 3 -1 /2 - 3 - 3 A 
per cent range which had p reva i l ed s ince the f i r s t week in November, i n d i -
ca t ing an expec ta t ion t h a t e a s i e r condi t ions w i l l r e t u r n t o t h e money market 
a f t e r the f i r s t of the y e a r . 

On December 15, t he Bundesbank ind i ca t ed t h a t i t shared t h a t 
expec ta t ion by removing the charge of 0 .25 per cent per annum t h a t i t 
had imposed on d o l l a r swap opera t ions s ince August liw In view of the 
t i g h t money market condi t ions p r e v a i l i n g i n December, the measure i s 
not expected t o f a c i l i t a t e t he export of shor t - t e rm c a p i t a l u n t i l a f t e r 
the f i r s t of t h e y e a r , but i n t r o d u c t i o n of t h e measure i n mid-December 
enables t h e banks t o ar range t h e i r commitments so as t o t ake advantage of 
i t a t t h a t t ime. 

F rankfu r t In ter -bank Money Rates 

Day-to-day money r a t e s One-month Three-month 
Lowest Highest loans loans 

i y 6 i 
Sept . (monthly range) 2.25 3.25 2.63 - 3 .00 2.75 - 3 .13 
Oct. « 1.75 3.13 2.00 - 3.00 3.50 - L.25 
Nov. (weekly range) 1 -5 2.50 2.75 2.50 - 2.75 3.50 - 3.75 

6-12 2.50 2.88 2.63 - 2.75 3.50 - 3 .75 
" 13-19 2.13 2.63 2.50 - 2.75 3.50 - 3 .75 
" 20-26 2.63 3.25 2.50 - 2.63 3.50 - 3.75 
" 27-Dec.3 2.50 3.38 2.63 - U.25 3.50 - 3.75 

Dec. " k-10 2.63 3.25 k .00 - 1.25 3.50 - 3.75 
" 11-17 2.63 2.88 3.75 - 1 .13 3.50 - 3.88 

There have been no f u r t h e r changes s ince October 20 in the r a t e s a t 
which the Federal Ban* i s prepared to s e l l Treasury b i l l s and shor t - t e rm 
bonds; the y i e l d on 60-90 day b i l l s remains a t 2.00 per cent and on 6 -
month Treasury bonds a t 2 .25 per cen t . 
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60-90 days 6-month 
From Treasury b i l l s Treasury bonds 

Dec. 20, I960 3.75 In00 
1961 
Jan . 20 3 .25 3,50 
Mar. 23 2.50 2.75 
Apr. 26 2.38 2.63 
May 5 2.25 2.50 
Oct. U 2.13 2.38 
Oct. 20 2.00 2.25 

German commercial banks were apparent ly moving funds t o London 
on an uncovered b a s i s dur ing t h e f i r s t p a r t of November, because t h e covered 
i n c e n t i v e remained s l i g h t . From mid-November on t h e t i g h t e n i n g of German 
money markets more than o f f s e t t h e i n f l u e n c e of s t r eng then ing of r a t e s in 
some compet i t ive markets abroad, and brought a r e f l ow of funds t o Germany. 

German money-market r a t e s v s . London Euro-do l l a r r a t e s 

Rate 
Incent ive 

Rate f o r 
f o r U.S. Incen t ive U.S. d o l l a r Incen t ive 

d o l l a r i n favor depos i t s on in favor 
Day-to-day depos i t s of London 3 months 3 months of London 

money in a t c a l l Euro-do l l a r money in b a s i s Euro-do l i a r 
F rankfu r t i n London c a l l r a t e F rankfu r t i n London 3-month r a t e 

6 2.88 2.63 - 0 . 2 5 li.00 3 .25 -0 . 75 
13 2.13 2.50 0.37 3.88 3 .31 -0 .57 
20 2.00 2.63 0 .63 3 .75 3 . 3 1 -0.W1 
27 1.88 2.75 0.87 3.63 3.38 -0 .25 

3 2.63 2.63 3 .63 3 .31 -0 .32 
10 2.69 2.63 -0 .06 3 .63 3 .31 -0 .32 
17 2.56 2.63 0.07 3.63 3.16 - 0 . 1 9 
2h 3.13 2.63 - 0 . 5 0 3.63 3.50 -0 .13 
1 3.32 2.75 -0 .57 3 .63 3.63 - = » 

8 2.69 2.63 -0 .06 3.63 3 .81 0.18 
15 2 .81 2.50 - 0 . 3 1 3.75 3.75 — 

I n t e r e s t i ncen t ives remained too s l i g h t t o induce any movement of 
funds t o t h e United S t a t e s through mid-December0 Despite r i s e s in the r a t e 
on the U.S. 3-month t r e a s u r y b i l l , i t remained 1 per cent below the German 
3-month in te r -bank r a t e , and whi le the comparable German t r ea su ry b i l l was 
about 50 t o 60 b a s i s po in t s below the U„ S„ b i l l , t h i s i n c e n t i v e was almost 
halved by the cos t of forward cover of 0.25 per c en t , which was s t i l l i n 
e f f e c t through the 15th of December. 
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German In ter -bank loan r a t e 
v s . U.S. b i l l r a t e 

Bundesbank1s Treasury b i l l 

Net Net 
covered covered 

Spread incen t ive German Spread incen t ive 
0 . 3 . over in favor 3 mos. over i n favor 

In te r -bank b i l l U.S. of German b i l l U.S. of German 
loan r a t e r a t e b i l l r a t e a / r a t e b i l l r a t e a / 

Oct. 6 lw00 2 .31 1.69 1.9b 2.13 -0 .18 0.07 
13 3.88 2.37 1 . 5 1 1.76 2.13 -0.2U 0 .01 
20 3 .75 2.30 1.U5 1.70 2.00 -0 .30 - 0 . 0 5 
27 3 ,63 2.29 1.3U 1.59 2.00 -0 .29 -o.oU 

Nov. 3 3.63 2.28 1.35 1.60 2.00 -0 .28 -0 .03 
10 3 .63 2.17 1.16 1.U1 2.00 -o.l t? -0 .22 
17 3 .63 2.53 1.10 1.35 2.00 -0 .53 -0 .28 
2h 3.63 2.55 1.08 1.33 2.00 - 0 . 5 5 -0 .30 

Dec. 1 3 .63 2.53 1.10 1 .35 2.00 -0 .53 -0 .28 
8 3 .63 2.57 1.06 1 .31 2.00 -0 .57 -0 .32 

15 3 .63 2.63 1.00 1.25 2.00 -0 .63 - 0 . 3 8 

a / From February 13 t o August lU the Bundesbank provided forward d o l l a r s 
f l a t t o German banks; a charge of 0 .25 per cent per annum was imposed from 
August 1L to December 15, a f t e r which such d o l l a r swap opera t ions were again 

Z f r e e of charge. 

Bond Market. The unexpected ove r - subsc r ip t ion of a DM 60 m i l l i o n , 
6 to 15-year loan with a 6 per cent coupon i ssued by the Indus t r i ek red i tbank 
a t 99-3/U per cent of par on November 20 ind i ca t ed a s t rengthening of both 
f o r e i g n and domestic demand i n t h e German bond market , which had been s t a g -
nant f o r s eve ra l months. The market consensus, r epor ted l a s t month, t h a t 
y i e l d s had s t a b i l i z e d a t around 6 per c e n t , and t h a t no f u r t h e r f a l l in p r i c e s 
could be expected probably con t r ibu ted , along with the easing of i n t e r n a t i o n a l 
t ens ions over Be r l i n , t o t h e renewed i n t e r e s t i n bonds. In view of the appar-
ent s t rengthening of the market , t h e Federa l Loan Consortium approved issuance 
by t h e Federal Post Of f i c e of one-half of a DM 210 mi l l i on 6 t o 15-year loan 
a t 6 per cen t in e a r l y December. Siemens-Schuckert A. G. a l so i s sued a DM 
150 m i l l i o n , 6 per cent loan i n the f i r s t h a l f of December. Severa l o ther 
pub l i c and p r i v a t e i s s u e s are expected t o be i ssued i n January a t the 6 pe r 
cent r a t e . 
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Yield of F i x e d - i n t e r e s t - b e a r i n g s e c u r i t i e s (per cent ) 

Loans of 
Mortgage I n d u s t r i a l pub l i c 

bonds bonds a u t h o r i t i e s 

J u l y 6 .5 6 . 5 . 6 .7 
Oct. 6.U 6 . 1 6 .3 
Dec. 6 .2 6 . 1 6 . 1 
Jan . 6 . 2 5 .8 6 . 1 
Feb. 6 .2 5 .7 6 .0 
Mar. 6 . 1 5 . 8 5 .9 
Apr. 5 .9 5 .7 5 .7 
May 5 .8 5 . 6 5 . 6 
June 5 . 8 5 .6 5 . 6 
Ju ly 5 .8 5 . 8 5 .7 
August 5 .9 6 .0 5 .9 
September 6 .0 6 .3 6 .0 
October 6 .0 6 . 1 6 .0 

Stock Market, P r i ces rose g e n e r a l l y on the German stock market 
from about mid-October through mid-November, a f t e r which p r i c e s decl ined 
somewhat as a r e s u l t of p r o f i t - t a k i n g . I ron and s t e e l shares dec l ined 
fo l lowing p re s s r e p o r t s of a slowdown in German s t e e l p roduc t ion . American 
brokers and mutual funds were r epor t ed t o have con t r ibu ted heav i l y t o t h e 
r i s e i n demand f o r shares in German chemical companies, banks, and e l e c t r i c a l 
and automobile e n t e r p r i s e s be fo re mid-November. The t rend of the market i s 
shown by the F r a n k f u r t e r Allgemeine Zeitung index of share p r i c e s , which 
climbed from 205.03 on September 29 t o 229.72 on November 17, but dropped 
back t o 219.81 on December 12. 

On December 13 General Motors became the second U.S. corpora t ion 
i n t h e postwar per iod t o have i t s s tock o f f i c i a l l y l i s t e d on the p r i n c i p a l 
German s tock exchanges, al though s tocks of 17 U.S. corpora t ions a r e t r aded 
in Germany, only I n t e r n a t i o n a l Telephone and Telegraph and General Motors 
a re now l i s t e d . Regis tered common shares of General Motors with a t o t a l 
value of $285e2 mi l l ion were admitted t o t r a d i n g . The shares w i l l be 
t raded i n t h e form of sha re c e r t i f i c a t e s i ssued by t h e Deutsche Bank and 
endorsed t o the b e a r e r , or by t r a n s f e f i n g t i t l e to shares he ld by a c o l -
l e c t i v e s e c u r i t y depos i t of the F r a n k f u r t e r KassenVerein. In e i t h e r case 
share holders w i l l be able t o exe rc i se a l l r i g h t s , inc luding vo t ing , r e -
presented by the s h a r e s . 
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F r a n k f u r t e r Allgemeine Zeitung To ta l Index of Share Pr ices 
(12/31/58 = 100) r" 

1961 July 31 223.80 
Aug. 31 203.38 
Sept .29 205.03 
Oct. 13 206.35 

" 31 219.36 
Nov. 3 221.65 

" 17 229.72 
» 30 227.36 

Dec. 12 219.81 

Foreign Trade. Monthly averages of seasona l ly ad jus ted West 
German t rade f i g u r e s f o r the per iods ind ica ted are as shown below. 

1960 
1961 

Trade 
Exports Imports balance 

( in mi l l i ons of U.S. d o l l a r s ) 

91*8 816 lOli 
I 1,01*7 852 195 
I I 1,077 936 H i 
I I I 1,060 911 151 -
Ju ly 1,108 # 5 . 153 
August 1,005 870 135 
September 1,068 909 159 
October 1,056 97U 82 
November 987 897 90 

German Gold and Foreign Exchange Reserves i n 1961 
( in mi l l i ons of d o l l a r s ) 

• O f f i c i a l Commercial bank Change from Previous Month 
gross r ese rves holdings abroad Tota l O f f i c i a l Com'l. Bank To ta l 

Jan. 7,183 6 # 8,136 
Feb. 7 ,191 7U0 8,231 
Mar. 7,920 , 792 8,712 
Apr. 7 ,1761/ 9hh 8,120 
May 7,507 1,080 8,587 
June 7,638 1,196 8,831 
Ju ly 7,532 1,321* 8,81*3 
Aug. 7,059 1,373 8,U18 
Sept . 7,068 1,122 8,177 
Oct. 6,813 1,169 7,982 
Nov. 6,779 n . a . xxx 

1 / Af t e r s p e c i a l debt prepayment of $776 mi l l i on t o U.S. and U.K. 

-137 +3L0 +203 
+ 8 + 87 + 95 
+1*29 + 52 +1*81 
-1*1*1* +152 -292 
+ 31 +136 +167 
+131 +116 +21*7 
-106 +115 + 9 
-1*73 + L8 -1*25 
+ 9 -250 -2l*l 
-255 + 1*7 -208 
- 3U • n . a . xxx 
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Fore ign Exchange, Both t h e d o l l a r and s t e r l i n g , which had 
s t r eng thened s u b s t a n t i a l l y a g a i n s t t h e DM i n e a r l y November, remained 
s t r o n g u n t i l t h e l a s t days of t h e month, when t h e d o l l a r f l u c t u a t e d a t 
lower l e v e l s and s t e r l i n g weakened* The spo t d o l l a r moved g e n e r a l l y 
downward f rom i t s p o s t r e v a l u a t i o n h igh of it,0037 on November 9 bu t 
remained above p a r i t y (DM i±o00=$l) except on one or two occas ions l a t e 
i n Novembere The d o l l a r dropped s h a r p l y t o DM 3o9992 on November 28 bu t 
l a t e r r e c o v e r e d , c l o s i n g t h e month a t It. 0017. R e p o r t e d l y , t h e break on 
November 28 was a t t r i b u t a b l e p r i m a r i l y to Bank of England d o l l a r pu rchase s 
of DM's i n p r e p a r a t i o n f o r ano the r repayment on t h e U . K . ' s drawing from 
the Monetary Fund of l a s t August, Such a purchase was advantageous t o t h e 
Bank, as t h e d o l l a r a t t h e t ime was above p a r on t h e German marke t . The 
announced d e c l i n e of $300 m i l l i o n i n t h e U.S. gold s tock a l s o a f f e c t e d 
t h e d o l l a r a d v e r s e l y and t h e Bundesbank r e p o r t e d l y i n t e r v e n e d t o b rake t h e 
d e c l i n e i n t h e spot d o l l a r r a t e . The spot d o l l a r remained above pa r through 
t h e f i r s t week of December, bu t has f l u c t u a t e d s l i g h t l y below p a r s i n c e 
December 8, The d i scoun t on th ree-months forward d o l l a r s d e c l i n e d from 
0 , 8 p e r cen t a t t h e beg inn ing of November t o 0„5 p e r c e n t i n t h e t h i r d 
week and then r o s e t o over 1 p e r c e n t on December 5 where i t has s i n c e 
remained* 

S t e r l i n g d e c l i n e d s t e a d i l y from t h e t h i r d week i n November 
through t h e f i r s t h a l f of December. The d i s coun t on th ree-months forward 
s t e r l i n g , which had narrowed from around 3 . 5 p e r cen t i n e a r l y November 
t o 3 . 2 p e r c e n t i n t h e t h i r d week, has s i n c e r i s e n and was a t 3 .92 pe r 
c e n t on December l £ 0 Throughout December t h e DM i s expected t o remain 
i n i t s improved p o s i t i o n a g a i n s t t he d o l l a r and s t e r l i n g as t he r e s u l t 
of a f u r t h e r f a v o r a b l e s h i f t i n t h e t e rms of payment, and as t h e com- ^ 
m e r c i a l banks a c c e l e r a t e f o r domest ic s e a s o n a l needs and y e a r - e n d '•window 
d r e s s i n g " t h e i r r e p a t r i a t i o n of funds h e l d abroad . 

DM-Dollar middle r a t e pa r (DM L.00 = $1) 

Oct . 20 l+o0000 
23 . lie 0008 
31 3.9968 

Nov. 3 3.9992 
10 1.0037 
27 1.0020 
28 3.9992 
30 1.0017 

Dec, 1 1 .0021 -
7 it . 0003 
8 ; 3 .9996 • 

Hi 3 .9992 

European S e c t i o n 
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Eight Charts on F inanc ia l Markets Abroad 

Chart 1 - I n t e r e s t Arb i t rage U.S./Canada 
Chart 2 - I n t e r e s t Arbi t rage New York/London 
Chart 3 - I n t e r e s t Arbi t rage New York/Frankfurt 
Chart k = Shor t - term Bond Yields 
Chart $ - Long-term Yields 
Chart 6 - I n d u s t r i a l Stock Indices 
Chart 7 - Major Currencies in Terms of Spot 

United S t a t e s Dol lar 
Chart 8 - 3-month Forward Rate—London Quotations 
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