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CAPITAL MARKET DEVELOPMENTS ABROAD 

I . Germany 
I I . Nine Charts on Financia l Markets Abroad. 

I , Germany: Money and Capi ta l Markets During June 

The money market in Frankfurt t ightened in the second ha l f of 
June following unexpected ease during the f i r s t ha l f of t he month. The 
t i gh tnes s was a t t r i b u t e d in l a rge pa r t to a movement of foreign funds out of 
Germany as a r e s u l t of some s h i f t i n a t t i t u d e s about the outlook f o r exchange 
r a t e s , and some f e a r of a fu tu re c r i s i s i n Ber l in . Day-to-day money was 
in ample supply f o r most of the month. A f a l l in Euro-dol lar r a t e s i n 
London, coupled with the r i s e i n Frankfur t day-to-day r a t e s , a l l but el iminated 
the gap between c a l l money r a t e s i n the two cen te r s . -

On June 26, spot do l l a r s in Frankfurt sold a t the h ighes t r a t e 
s ince the March reva lua t ion of the mark; a f t e r r i s i n g somewhat higher the 
d o l l a r eased s l i g h t l y a t the end of June. The s l i g h t improvement in l a t e June 
was a t t r i b u t e d to l i q u i d a t i o n of forward cont rac ts and some s e l l i n g by fore ign 
holders of German bonds and shares ; p ress comment has a lso implied t h a t the re 
has been some Federal Bank in te rven t ion in t he spot do l l a r market. Discounts 
on the forward d o l l a r and on forward s t e r l i n g increased in the l a t t e r pa r t 
of June. 

German bond and stock markets were genera l ly qu ie t i n June. The 
recent dec l ine in bond y i e ld s was a r r e s t ed , a t l e a s t temporar i ly , as t he 
l i q u i d a t i o n by fo re igners of some of t h e i r German holdings led to a decl ine 
in p r i ces and a rise? in y i e l d s . I ssues of publ ic a u t h o r i t i e s declined in 
p r i c e , and a new German Federal Railways issue of Ju ly k found only moderate 
demand. Late June s e l l i n g in the s tock market l e f t ea r ly Ju ly share p r i ce s 
a t the l e v e l s of ea r ly June despi te a good r a l l y i n the middle of the month. 

Money-Marketp The German money market, which had eased somewhat 
during the f i r s t ha l f of June, became t i g h t a f t e r the middle of the month 
and eased only s l i g h t l y a t the very end of the month. During t he f i r s t 
ten days of July the condi t ion of the market changed l i t t l e from t h a t a t 
the end of June0 Throughout June and i n to J u l y , r a t e s f o r one-month and 
three-months money remained around 3 per cent desp i te the June 1 cu t in 
minimum reserve requirements, much of the add i t i ona l l i q u i d i t y being a b -
sorbed by major t ax payments and t h e seasonal demand f o r funds to s e t t l e 
semi-annual ob l iga t ions . However, day-to-day money was in ample supply 
throughout the f i r s t hal f of June, and r a t e s f e l l t o as low as 2 per cent 
( b r i e f l y to 1 3/U per cent) around t he middle of the month. La te r , day- to-
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day money r a t e s rose , holding a t around 2 1/2 p e r c e n t f o r most of t he r e -
mainder of t h e month, but r i s i n g i n ea r ly J u l y t o the l e v e l of the discount 
r a t e (3 per cen t ) and on one day t o 3 1/8 pe r c e n t . The ease i n the day - to -
day r a t e e a r l i e r i n June was a t t r i b u t a b l e i n p a r t t o the genera l ly un-
expected June 1 r educ t ion i n minimum rese rve requirements , __ 

Frankfurt Inter-bank Money Rates 

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

1 9 6 1 7 ~ ' 
Apr i l (monthly range) 2.38 3 .50 3.00 - 3 .2$ 3.25 - 3.38 
May " 2.38 3 .13 2.7$ - 3.13« 2.88 - 3 .25 
June (weekly range) 1-7 2.38 2.88 2.88 - 3 .13 3.00 - 3 .25 

8-15 1.75 ' 2.50 2.75 - 3 .00 3.00 - 3.13 
16-23 2.00 2.50 2.75 - 3 .00 3.00 - 3 .13 
2U-30 2.50 3.13 2 . 8 8 - 3 . 0 0 3 . 1 3 - 3 . 2 5 

July (weekly range) 1-7 2.63 3.13 3.00 3.13 

There was no change during June or e a r l y Ju ly in the r a t e s a t 
which the Federal Bank i s prepared t o s e l l Treasury b i l l s and shor t - t e rm 
bonds in the open market and, as of Ju ly 13, they remained a t t h e l e v e l s 
s e t on May $ . 

60-90 days 6-month 
From Treasury b i l l s Treasury bonds 

Dec. 20, I960 
1961 
Jan . 20 
Mar. 23 
Apr. 26 
May 5 

3.75 lt.00 

3 .25 3.50 
2.50 2.75 
2.38 2.63 
2.25 2.50 

Af t e r mid-June, r a t e s paid on Euro-dol la r depos i t s i n London de-
c l ined somewhat. Th i s , coupled with the r i s e i n day-to-day money i n Frank-
f u r t and the maintenance of a three-month Frankfur t r a t e of around 3 1/8 
per cen t , narrowed the spread between the two r a t e s . In l a t e Apr i l a 
moderate gap—in both t h e day-to-day and three-months r a t e — i n favor of 
London had widened5 i t f l u c t u a t e d i n May but remained u n t i l e a r ly J u l y . By 
July 7 , however, t h e r e was almost no incen t ive to move day-to-day funds from 
Frankfur t i n t o Euro-do l la r s i n London, and t h e gap between the three-month 
r a t e s favored London by only 3/16 per c en t . 

NOT FOR PUBLICATION 

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



NOT FOR PUBLICATION - 3 -

German money-market r a t e s vs . London Euro-dol lar r a t e s 

Rate Rate f o r 
f o r U.S. Incent ive U.S. d o l l a r Incent ive 
do l l a r i n favor depos i t s on In favor 

Day-to-day deposi ts of London 3 months 3 months of London 
money in a t c a l l Euro-dol lar money i n ba s i s Euro-dol lar 
Frankfur t i n London c a l l r a t e Frankfur t in Xondon 3-month r a t e 

Apri l 7 3.19 3.00 > 0 . 1 9 3.38 3.63 0.25 
m 3.00 3.00 —— 3.38 3.63 0.25 
21 2.75 3.00 0.25 3.38 3.63 0.25 
28 2.63 2.88 0.25 2.9k 3.56 0.62 

May 5 2.82 3.00 0.18 3.00 3.56 0 .56 
12 2.88 2.88 3.00 3.56 0.56 
19 2.88 2.88 — — 3.13 y.bk ^ ' 0 .31 
26 2.75 2.88 0.13 3.13 3.1ih 0.31 

June 2 2.50 2.88 0.38 3.13 3.UI1 0 .31 
9 2.50 2.88 0.38 3.07 3.50 0.43 

16 2.13 2.88 0.75 3.07 3.50 0.1*3 
23 2.50 2.88 0.38 3.07 3.38 0 .31 
30 2.50 2.75 0.25 3.13 3.38 0.25 

Ju ly 7 2.63 2.75 0.12 3.13 3 .31 0.18 

During June and ea r l y July t he spread between Treasury b i l l y i e ld s 
i n the United States and Germany continued to f a v o r , but only neg l ig ib ly , the 
U.S. b i l l over the German b i l l on a ne t incent ive b a s i s . There was almost no 
change i n the spread between the U.S. b i l l r a t e and the German inter-bank loan 
r a t e , with the German r a t e s t i l l favored on a ne t incent ive bas i s (see char t s 
3 and U); as of Ju ly 7 the re was an incent ive of about 0.83 per cent per 
annum on the bas i s of the Frankfur t in ter -bank loan r a t e . There was thus no 
apparent incent ive f o r a movement of German bank funds to the United S t a t e s . 

German Inter-bank loan rate Bundesbank's Treasury bill 
vs. U.S. bill rate selling rate vs. U.S. bill rate 

German Spread Net Spread Net 
3 mos. over Spread incentive 3 mos. over incentive 

inter-bank U.S. over on covered bill U.S. on covered 
loan rate bill U.S. basis]/ rate bill basis!/ 

1961 " — ~ 
May 5 3.00 2.18 0.82 0.82 2.25 0.07 0.07 

12 3.00 2.22 0.78 0.78 2.25 0.03 0.03 
19 3.13 2.29 0.8U 0.8U 2.25 -0.0U -0.0U 
26 3.13 2.39 0.7U 0.7b 2.25 -Q.lU -0 .14 

June 2 3.13 2.U7 0.66 0.66 2.25 -0 .22 -0 .22 
9 3.07 2.35 0.72 0.72 2.25 -0 .10 -0 .10 

16 3.07 2.33 0.71; 0 .71 2.25 -0 .08 -0 .08 
23 3.07 2.28 0.79 0.79 2.25 -0 .03 -0 .03 
30 3.13 2.27 0.86 0,86 2.25 -0 .02 -0 .02 

July 7 3.13 2.30 0.83 0.83 2.25 -0 .05 -0 .05 " 

~y To encourage c a p i t a l outflow the Bundesbank provides forward do l l a r s 
f l a t to German banks. 
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The l a t e June t i gh ten ing of the German money-market caused some 
German banking c i r c l e s t o express concern over the f a c t t h a t the market 
could a t any time come under more severe s t r a i n i f f o r e i g n inves to r s moved 
more funds out of Germany as a r e s u l t of exchange developments and t h e s i t u a -
t i o n i n Ber l in . Some observers c a l l e d f o r a f u r t h e r easing of r e s e r v e r e -
quirements in order to inc rease market l i q u i d i t y , Other observers , without 
r e f e rence to rese rve requirements , have pointed out t h a t t he present s i t u a -
t i o n i n t h e German money market i s not f avorab le to any f u r t h e r reduc t ion in 
r a t e s as has been des i r ed by t h e German Federal Bank. Some have ca l l ed f o r 
a f u r t h e r r educ t ion in t h e Bank's s e l l i n g r a t e f o r Treasury b i l l s and s h o r t -
term bonds i f the Bank d e s i r e s a f u r t h e r lowering of the German i n t e r e s t r a t e 
s t r u c t u r e . 

Foreign Exchange, On the fo r e ign exchange markets the spot 
r a t e s f o r both the d o l l a r and the pound s t e r l i n g s t rengthened a f t e r mid-June. 
The improvement i n the spot r a t e was due l a r g e l y t o t he l i q u i d a t i o n of matur-
ing fo rward-con t rac t s through the purchase of spot d o l l a r s , and t o some 
s e l l i n g of German bonds and shares by f o r e i g n e r s , p a r t l y i n response t o the 
Ber l in s i t u a t i o n . On June 26, spot d o l l a r s (which on June lb had been a t 
DM 3 . 9 7 1 1 ) sold a t DM 3 0 9 7 7 6 , t he h i g h e s t r a t e s ince r e v a l u a t i o n , and were 
a t higher l e v e l s of DM 3 o 9 7 8 6 on June 2 7 and DM 3 o 9 7 9 6 on June 2 8 . By June 
3 0 t he r a t e was down s l i g h t l y to 3 * 9 7 7 0 and cont inued a t t h i s l e v e l f o r t h e 
f i r s t few days of Ju ly , 

In t h e forward market , however, d iscounts increased i n the 
l a t t e r p a r t of June; on June 27, 90-day d o l l a r s were quoted a t a discount of 
2.52 per cent per annum and 90-day s t e r l i n g a t 6.88 per cen t , compared wi th 
1.72 per cen t and 3.83 per cen t r e s p e c t i v e l y on June lit* 

DM-Dollar middle r a t e par (DM I4..OO = $1) 

Apr i l 28 3,9701 
May 26 3.9701 
June 2 3.9701 

9 3.9701 
lit 3.9711 
22 3.9757 
23 3.9769 
26 3.9776 
27 3.9786 
28 3.9796 

- 30 3.9770 
Ju ly 7 3.9772 

Bond Market, The German bond market was calm throughout June 
and i n e a r l y J u l y , The s t rengthening of t he spot d o l l a r had a decided 
e f f e c t on the c a p i t a l market . The German p r e s s c i r c u l a t e d r e p o r t s t h a t t h e 
German Federal Bank was in te rven ing in t h e exchange markets " in dec i s ive 
f a s h i o n , " and t h e s e r e p o r t s increased f e a r s on the p a r t of fo re ign inves to r s 
t h a t t h e r e might be a f u r t h e r drop i n the mark as aga ins t t he d o l l a r and 
poss ib ly the Swiss f r a n c . These f e a r s caused f o r e i g n e r s , p r i n c i p a l l y 
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Americans, JSwiss, and Dutch, t o s e l l some of t h e i r German holdings . ' Fears 
about t h e Ber l in s i t u a t i o n may a l so have been a f a c t o r i n expla ining t h e s e 
s a l e s . At the end of t h e month, f o r e i g n e r s slowed t h e pace of t h e i r s a l e s , 
although t h e u n r e s t on t he exchange markets cont inued. 

As a r e s u l t of s e l l i n g by fo re ign i n v e s t o r s , bond p r i c e s f e l l 
and y i e l d s rose s l i g h t l y . The recent downward t r end i n German bond y i e l d s 
was a r r e s t e d , a t l e a s t t empora r i ly , and t h e p r e v a i l i n g r a t e i n t h e German 
c a p i t a l market , which had been about S i per cent i n May, was up s l i g h t l y 
above t h i s l e v e l i n June. The t rend toward a long-term i n t e r e s t r a t e of 
around 5 per c e n t , r e f l e c t e d by the f a c t t h a t about h a l f of t h e mortgage 
bonds i s sued i n May had been i s sued a t 5 per c e n t , was temporar i ly s topped. 
There was l i t t l e a c t i v i t y in mortgage bonds i n June. At the end of t he 
month, f i v e per cent mortgages dropped to 9h 3/h pe r c e n t , down f r a c t i o n a l l y 
from the end of May. 

During June, i s s u e s of the pub l i c a u t h o r i t i e s dec l ined gene ra l l y 
i n p r i c e from 1 t o 1 3 A p o i n t s . The 5& per cent German Federa l Railways 
i s sue s tood a t 96 5 / 8 , down a po in t from e a r l y June. The 5 i per cent pub l i c 
a u t h o r i t i e s i s s u e s were quoted a t around 100 3 /8 whi le t he 5 i Ber l in Loan 
of 1955 was a t par of 100. The 1958 German Federal Hallways 5& per cent 
25-year i ssue of 1958 was a t 100 as of Ju ly 7 , down from 101 5/8 as of June 9, 

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.h 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 5.7 
May 5.8 5 . 6 5 . 6 

The new DM 250 m i l l i o n ($62.5 m i l l i o n ) 12-year 5 per cent German 
Federal Railways i s s u e o f f e r e d between Ju ly U and 12 a t a p r i c e of 98 (an 
e f f e c t i v e y i e l d of 5 .17) was not f u l l y p laced on the f i r s t day of i s s u e , 
and demand was repor ted as mi ld . The i s sue was expected t o be p laced by 
the l a s t day of o f f e r , however. F inanc ia l c i r c l e s had expected lower r e -
serve requirements to be i n s t i t u t e d i n connection with t h e pub l ic o f f e r i n g 
of t h i s l a t e s t government i s s u e , but the Cen t ra l Banking Committee of t he 
German Federal Bank took no ac t i on a t i t s meeting of June 29. 

Japanese o f f i c i a l s , who have he ld d i scuss ions a t var ious t imes 
over t h e p a s t two months with German r e p r e s e n t a t i v e s on the poss ib le i s s u e 
of Japanese bonds i n the German market , have r e c e n t l y sen t r e p r e s e n t a t i v e s 
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t o Germany t o complete arrangements f o r a previous ly-d iscussed loan f o r t h e 
mun ic ipa l i t y of Osaka. According to Foreign Di rec tor I s h i i of the Fuj i= 
Bank (Tokyo) the Japanese a u t h o r i t i e s are now seeking to f l o a t t h i s loan on 
the German market wi th in the next few weeks. The i s s u e , i n an amount of DM 
100 m i l l i o n ($2£ m i l l i o n ) , would run from 7 to 20 years and would o f f e r an 
i n t e r e s t r a t e of 7 per c e n t . No i s sue p r i c e has been mentioned* A consortium 
of German banks would underwri te t h i s i s s u e as we l l as other Japanese i s s u e s , 
planned but not y e t i d e n t i f i e d . 

Stock Market. The German stock market has entered a per iod of 
" u n c e r t a i n t y and cau t ion ,* ascr ibed l a r g e l y to "exchange instability*® but 
a l so t o the developing s i t u a t i o n i n Be r l i n . As i n the case of the bond 
market , i n June the s tock market was adverse ly a f f e c t e d by t h i s i n s t a b i l i t y 
as fo re ign ho lders of shares p a r t i a l l y l i q u i d a t e d t h e i r holdings i n the face 
of t h e p o s s i b i l i t y of f u r t h e r s t rengthening of t h e d o l l a r and Swiss f r anc 
v i s - a - v i s the mark. 

However ̂  German stock p r i c e s a t the end of June were about a t 
the end of May l e v e l , eas ing"at the end of June fol lowing a good r a l l y during 
t h e f i r s t h a l f of the month. 

F rankfur t Allgemeine Zeitung Index of I n d u s t r i a l Share P r i ces 
" """ (Dec. 31, 195U = 100) 

1961 Apr. 28 1*26.88 
May 5 1*31*. 01 

12 1*1*7.97 
- 19 U63cOU 

26 1*65.69 
June 3 167.13 

10 1*72.20 
16 1*77.88 
23 l*61*o 29 
30 1*62.67 

The German stock exchanges a re now e s p e c i a l l y s e n s i t i v e t o t h e 
r e a c t i o n s of f o r e i g n holders of s t o c k s . In recen t months, f o r e ign funds , 
p r i n c i p a l l y from the United S t a t e s , Switzer land, and the Netherlands, have 
moved i n t o German sha res . I t has been noted t h a t during the pa s t year U.S. 
investment t r u s t s have moved heav i ly i n t o German s t o c k s , e s p e c i a l l y i n t o 
such leading i s s u e s as Farbenfabrikan Bayer A0Ge, Siemens, Hoechst Farben-
werke, Dresdner Bank, and Badische Ani l in und Soda Fabr ike . Exchange market 
developments can have an important e f f e c t upon such ho lders of German s tocks 0 

European Sec t ion . v 

I I . Nine Charts on F inanc ia l Markets Abroad 
Chart 1 - I n t e r e s t Arbi t rage U0S./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/Frankfur t 
Chart 1* - I n t e r e s t Arbi t rage Frankfurt/London 
Chart 5 - Short- term I n t e r e s t Rates 
Chart 6 - Long-term Bond Yields 
Chart 7 - I n d u s t r i a l Stock Ind ices 
Chart 8 - Major Currencies in Terms of 

Spot United States Dollar 
Chart 9 - 3-month Forward Rate—London Quotations Digitized for FRASER 
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I N T E R E S T A R B I T R A G E , U N I T E D S T A T E S / C A N A D A 

Thursday figures 

T H R E E - M O N T H T R E A S U R Y B I L L R A T E S 

R A T E D I F F E R E N T I A L A N D F O R W A R D C A N A D I A N D O L L A R 

S P R E A D I N F A V O B O F C A N A D A + 

R A T E D I F F E R E N T I A L W I T H F O R W A R D E X C H A N G E C O V E R 

Y V V / l A A A 
• 

-

1 1 i i 
vv 

1 1 1 1 1 1 
V i 

N I T I N C E N T I V E I N F A V O B O F 4 

II l 1 1 l 1 - 1 1 
: A N A D A -

1 1 f 1 1 1 * 1 1 
M i S D # J $ D M J S D 
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I N T E R E S T A R B I T R A G E , N E W Y O R K / L O N D O N 

• Friday f igures 

3 - M O N T H TREASURY BILL RATES 

> W 

T 
RATE D I F F E R E N T I A L A N D 
3 - M O N T H F O R W A R D S T E R L I N G 

r / ^ 

RATE D I F F E R E N T I A L W I T H 
F O R W A R D E X C H A N G E C O V E R 

1 9 5 9 
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I N T E R E S T A R B I T R A G E , N E W Y O R K / F R A N K F U R T 
Fr iday f i g u r e s 

3 - M O N T H T R E A S U R Y BILL RATES A N D 
G E R M A N 3 - M O N T H I N T E R B A N K L O A N RATES 

/ Vt 

R A T E D I F F E R E N T I A L A N D F O R W A R D D E U T S C H E M A R K 

F x 
\ LOAN RATE 

FORWARD RATE DISCOUNT ( - ) 

RATE D I F F E R E N T I A L W I T H F O R W A R D E X C H A N G E C O V E R 

V 

s 
¥r i960, m i 

Not*: Special forward dollar role ^either flat or premium on spot) available lo German commercial banks. 

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



I N T E R E S T A R B I T R A G E , F R A N K F U R T / L O N D O N 

F r i d a y f i gu rez p . r c e n , p e r a n n u m 

3 - M O N T H T R E A S U R Y B I L L S 
— A N D L E N D I N G R A T E S / \ 

L O A N B A T E 

R A T E D I F F E R E N T I A L A N D F O R W A R D S T E R L I N G 

S P R E A D I N F A V 0 8 O F U N I T E D K I N G D O M B I L L S O V E R : 

G E R M A N T R E A S U R Y B I L L S 

G E R M A N A 
I N T E R B A N K > 

3 - M O N T H F O R W A R D S T E R L I N G 
P R E M I U M + O R D I S C O U N T -

R A T E D I F F E R E N T I A L W I T H F O R W A R D E X C H A N G E C O V E R 

~ N E T I N C E N T I V E O F U N I T E D K I N G D O M 3 I I L S O V E R : I 

W \ 
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