
Foreign Purchases o f Domestic Securities
Foreign purchases of U . S. securities have con

tributed significantly to the recent shifts in the United 
States balance of payments position. Net foreign 
purchases of U . S. corporate stocks and bonds, in 
particular, helped the United States achieve its small 
external surplus in 1968, the first on a liquidity basis 
since 1957. A  decline in such purchases contributed 
to the sharp deterioration in the overall payments 
position in 1969. O f course, the flow  of capital 
across national boundaries is important for reasons 
other than balance of payments considerations. In 
ternational capital movements can contribute to eco
nomic welfare in much the same way as international 
trade in goods and services.

Net foreign purchases of U. S. securities, other 
than Treasury issues, represent a capital inflow into 
the United States, a plus item in our balance of pay
ments accounts. Conversely, net foreign sales of such 
securities represent a capital outflow, or a negative 
item. On the other hand, foreign transactions in 
marketable U. S. Treasury securities are recorded

‘ ‘below the line” as a balancing item in the official 
balance of payments accounts. Since transactions in 
both categories of securities are considered, the 
statistics used here are not strictly comparable to 
those used for official balance of payments accounting 
purposes.

The charts show net purchases and sales by 
foreigners of long-term U. S. securities by area and 
by type. Long-term securities are those with no 
contractual maturity (equities) or those with an 
original maturity of over one year. “ Foreigners” 
are defined by the Treasury Department to include 
all individuals and institutions located outside o f the 
United States, including U. S. citizens. Foreign 
institutions include foreign subsidiaries of U . S. busi
nesses and banks, foreign pension and mutual funds, 
foreign governments and central banks, other o f
ficial institutions of foreign countries, and interna
tional and regional institutions such as the Interna
tional Bank for Reconstruction and Development. 
Transactions undertaken by residents of the United

NET PU RCH ASES ( +  ) A N D  SALES  ( - )  O F  LO N G -TERM  SECURITIES  BY A R EA

1968

a C O R P O R A T E  S T O C K

C O R P O R A T E  A N D  O TH ER  B O N D S

M A R K ET A B LE  U. S. G O V T S .

1967

T C O R P O R A T E  A N D  
J O TH ER  B O N D S

1966

t 1..... 1 1  1 I I____I____ I____I____I____I____I____I____I____I____I------1------ 1------1------ 1------ 1—
— 600 - 4 0 0  - 2 0 0  0 200 400  600  800 1 ,000 1,200 1 ,400

$ M illions

N ote: N et pu rch ases or sa les  for a  given a re a  of less than  $10 m illion a re  included  a s  " O th e r" .

So urce: U. S. T re a su ry  D ep artm ent.

8Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

December 1969



States are also counted if the transactions are re
corded for the account of foreigners.

The transactions are shown for each country or 
geographical area in which the buyer or seller of 
record resides, but this may not in all cases be the 
residence of the ultimate buyer or seller. F or ex 
ample, Swiss banks handle transactions for cus
tomers in many countries, and Switzerland is 
credited with these transactions even though the 
ultimate owners are not necessarily Swiss.

M ajor Purchasers o f U. S. Securities T h e first 
chart shows that Europe continued to be the source 
of most of the foreign transactions in U. S. se
curities through 1968. The m ajor European “ pur
chaser” of U. S. corporate stock was Switzerland 
with net purchases of $822 million, followed by the 
Netherlands, France, and Germany. Part of the 
Dutch purchases were accounted for by a large direct 
investment in the United States by a Dutch company.

U. S. corporate and other bonds, which include 
issues of states and municipalities, and of agencies 
of the U. S. Government which are not guaranteed 
by the United States, were also popular among 
Europeans with Switzerland ($510 million) and the
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United Kingdom  ($522 million) the m ajor pur
chasers. Germany, France, and Belgium-Luxem- 
bourg were also large net purchasers. Though 
Europeans in general were net sellers of U . S. G ov
ernment securities in 1968, the United Kingdom 
was a net purchaser at $52 million.

M ost transactions in U. S. securities from  the 
Latin American area come from the Netherlands 
Antilles and Surinam and the Bahamas and Ber
muda. The Bahamas and Bermuda had net pur
chases of $140 million of U . S. corporate stock in
1968, the highest in the area, while the Netherlands 
Antilles and Surinam were the largest purchasers of 
corporate and other bonds. Much of this activity is 
the result of actions by investment trusts which at
tract funds largely from Europe, but also from the 
United States and other areas. Transactions in U. S. 
Government securities in this area were small in 1968.

The Asian category also showed net purchases of 
U. S. corporate stock in 1968 with the largest pur
chases ($54 million) from  the “ Other A sia” group 
which includes Vietnam. Other m ajor purchasers 
were H ong K ong ($37 m illion), the Phillipines 
($20 m illion), and Israel ($9 m illion). Transactions 
in U. S. Government securities and corporate and 
other bonds were minimal with net purchases of the 
former and net sales of the latter for 1968.

International and regional organizations, such as 
the International Bank for Reconstruction and D e
velopment, have generally invested the proceeds of 
new security offerings in the United States in non
liquid U. S. assets. In 1968, these organizations 
were net sellers of LT. S. Government securities 
($161 million) but net purchasers of corporate and 
other bonds ($117 million) and of corporate stock 
($12 m illion).

A frica and Australia have both been relatively 
inactive in U. S. long-term securities, except for $10 
million of corporate and other bonds purchased by 
Australia in 1968.

R easons for F oreign  Purchases o f U. S. Securities
The foreign demand for U . S. long-term securities 
comes from both official and private sources. Many 
foreign central banks and Treasuries hold a sizable 
part of their international reserves in the form  of 
dollars. In order to earn a return on these holdings, 
they are invested in dollar-denominated securities. 
U. S. securities are generally attractive to both o f
ficial and private investors because of the relative 
economic and political stability of the United States 
(thus a relatively low exchange risk) and because 
of the broadness of the U. S. securities markets.

The increase in foreign purchases of U. S. stocks
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through 1968 coincided with a period of rising stock 
prices; foreign purchases declined as stock prices 
turned down in 1969. The prospects of capital ap
preciation may also be a reason for the increase in 
the foreign private demand for U. S. debt securities. 
Prices of all types of bonds have fallen consistently 
since 1965. The average yield on M oody ’s corporate 
Aaa bonds in 1965 was 4.49%  per annum as com 
pared with 6.18%  in 1968. T o  the extent that rising 
yields give rise to expectations of a reversal in the 
bond market, there is an opportunity for capital 
appreciation.

Other attractions of U . S. securities have been 
relatively stringent U. S. disclosure policies applied 
to companies listed on the m ajor exchanges, the 
maintenance of overseas branches by U. S. brokers, 
and the Foreign Investors T ax A ct of 1966. The dis
closure practices in the United States are stricter than 
those in other countries thus allowing the investor 
to become better informed. The brokers’ foreign 
branches make it relatively easy, at least for E uro
peans, to make transactions in U . S. securities, and 
the Foreign Investors T ax A ct liberalized U . S. in
come tax policies on capital gains and the dividends 
for foreign individuals holding U. S. securities. In 
addition, potential foreign investors may be intro
duced to U. S. equities through convertible E uro
dollar bonds. Holders of these bonds have the option 
of converting those bonds into the common stock of 
the parent U. S. company.

R ecent D evelopm en ts N et foreign  purchases o f 
U . S. securities decreased sharply in the first half 
of 1969, contributing to a serious deterioration in 
the U. S. balance of payments. The decline in net 
foreign purchases was largely attributable to declining 
U . S. stock prices and the relative attractiveness of 
competing investments such as Eurodollar deposits. 
In June, foreigners sold more U . S. corporate stock 
than they bought, for the first time since 1966. A c 
cording to preliminary figures, sales of stock e x 
ceeded purchases in July also, but in August net 
purchases by foreigners were again recorded. Net 
sales by foreigners of corporate and other bonds 
and marketable U. S. Government notes and bonds 
also took place in June, but net purchases were re
corded for both in July and August, again according 
to preliminary data. Recent behavior would seem to 
indicate that while foreign purchases of long-term 
domestic securities have fluctuated in 1969, there has 
been a long run increase in foreign demand for 
U. S. securities.

Katherine M . Chambers
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