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^ •-^•^jrqcAPITAL MARKET DEVELOPMENTS ABROAD 

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

I . Switzerland; Money and Capital Markets During June 

Short-term money rates rose i n June and ear ly July in contrast 
to t h e i r behavior e a r l i e r t h i s year . Although seasonal f a c t o r s were i n -
volved, i t appears that the demand f o r funds may also have r i s e n because 
of c y c l i c a l l y higher l e v e l s of economic a c t i v i t y , e s p e c i a l l y in the bu i ld -
ing s e c t o r . Bank cred i t outstanding in January-May of t h i s year averaged 
25 per cent greater than i n the l i k e period of l a s t year , and the Swiss 
National Bank has recommended t o the banks that they severe ly l i m i t future 
c r e d i t expansion. 

Long-term bond y i e l d s , which had turned upward in l a t e May, 
continued to r i s e i n June and the f i r s t ha l f of July . New i s s u e s of 
s e c u r i t i e s have run far ahead of l a s t year , and new fore ign loans i n June 
brought the January-June t o t a l f or fore ign borrowings to more than double 
that for the same months of I960. Stock p r i c e s continued t o r i s e i n the 
f i r s t h a l f of June but dec l ined i n the second h a l f . 

The spot d o l l a r weakened i n Zurich, and i n the l a s t week of June 
and the f i r s t ha l f of July was at or near the Swiss Nat ional Bank buying 
r a t e . For 3-months forward currencies 9 the discount on the d o l l a r continued , 
and the discount on s t e r l i n g increased. O f f i c i a l gold and fore ign exchange 
reserves rose $62 m i l l i o n i n the f i r s t two weeks of Ju ly , reportedly as a 
r e s u l t of c a p i t a l inf low prompted by reva luat ion rumors„ 

Money Market. In contrast t o t h e i r behavior i n previous months 
t h i s year , short-term i n t e r e s t r a t e s rose i n June. The r a t e s paid on three -
months depos i t s were r a i s e d from i f per cent i n May t o 1 3/U - 2 per cent 
i n the f i r s t h a l f of June. There was a further increase t o 1 3/k - 2 l/h 
per cent by the f i r s t week of July . However, the c a l l loan r a t e remained 
unchanged at 1 per cent . 

Although seasonal fac tors contributed to the r i s e i n the three -
month r a t e s , i t rpnears thr t more fundamentrl f o r e i s -nry a l so bo r a i s i n g the • 
demand for funds. Top o f f i c i a l s of the Swiss National Bank s ta ted in June 
that : (1) s ince the spring, s igns of overexpansion of the Swiss economy 
have become more pronounced5 and (2) bui lding a c t i v i t y t h i s year has r i s e n 
t o except iona l ly high l e v e l s which probably cannot be f inanced from 
t r a d i t i o n a l banking sources . In a l e t t e r to banks, the Swiss National Bank 
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pointed out that bank credit outstanding in January-May averaged 25 per 
cent above that for the l i k e period of l a s t year. I t recommended that 
banks exercise the utmost reserve in granting new credi t s , and that 
cred i t s to f inance building n o t b e further increasede 

The General Manager of the National Bank has asserted that a 
r i s e in the o f f i c i a l discount rate would not help to counteract a 
dangerous overexpansion of the money supply, s ince , by ra is ing interes t 
r a t e s , i t would at tract further foreign funds to Switzerland. He said 
that the only e f f e c t i v e weapon was capi ta l exports. 

Rate on 3-months Interbank 
deposits with large c a l l loan 
banks in Zurich rate in Zurich 

1960 High 2.25 1.50 
Low l o £ 0 1.00 
Dec. 2.08 1.13 

1961 Jan. 1 .81 1.00 
May 23 1.50 1.00 
JuAe 7 1 . 7 5 - 2 . 0 0 1.00 
June ^5 1.75 1.00 

Bond Market. Long-term bond y i e l d s have l ikewise reversed 
the i r trend of the ear l i e r months th i s year* The r i s e which began in 
the l a t t e r half of May continued throughout June and into July. The y i e l d 
to maturity on the 3% Swiss Confederation bond of 1967-7U rose from 2.83 

-per cent on May 12 to 2.95 per cent on June 30, and by July II4. stood at 
3.12 per cent. Although y i e lds on medium-term deposit c e r t i f i c a t e s de-
cl ined further in the f i r s t half of June, they were reported to be r i s ing 
in early July. 

Gov't bond y i e l d New mortgage rate 

Jan. 6 ^ . 2,96 3.7U 
May 12 2.83 3.7U 
June 2 2.91 3.7b 
June 30 2.95 n*a. 
July 111 3 .12 n .a . 

Yield on deposit c e r t i f i c a t e s 
12 cantonal banks - 5 large banks 

Jan. 30 3.33 3.3b 
May 30 3.29 3.27 
June 15 3.29 3.25 

New Issues . A poss ible further indicat ion of t ightening of the 
Swiss capi ta l market i s a press report that , of two recent new loan i s sues , 
one was not f u l l y subscribed, and the other (by a German firm, noted below) 
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was only barely subscribed. 

This development, i f true, i s somewhat surprising, as the de-
mand for new foreign bonds in Switzerland had greatly in tens i f i ed in the 
past year with the enormous inflows of foreign funds. The i n t e n s i f i c a -
tion was a l l the greater because, under the "gentlemen's agreement1* of 
l a s t August between the Swiss National. Bank and the banks, foreign 
residents have not been permitted to put new money into Swiss securi t ies 
and, on bank accounts opened since l a s t August, foreign residents receive 
no in teres t , and pay a service charge of \ per cent per calendar quarter 
on deposits of l e s s than s i x months. At the same time, foreign ^borrowers 
are attracted by the re la t ive ly low interest rates , and the Swiss 
authorities have been especial ly wi l l ing to authorize foreign loans th i s 
year in order to promote the outflow of money, which helps to dispose of 
excessive l iqu id i ty . 

However, as a result of a l l these developments, subscription 
to new capital issues earl ier th is year have been very heavy. New money 
raised by security f lo ta t ions in January-May to ta l l ed $268 mil l ion, U5 
per cent above the amount for the corresponding period of l a s t year and 
70-115 per cent higher than in l ike periods of 1956-59. 

New Public Issues 
(new money raised; $ mil l ions) 

Swiss bonds Swiss stocks Foreign bonds Total 
1960 
Jan.-Mar. 87.8 10.0 .27.5 125.3 
April 13.8 5.b liwO 33.2 
May 12.3 6.1* 8 .1 26.8 
1961 
Jan.-Mar. 71.9 U2.9 77.7 192.5 
April 16.2 h.9 11.6 32.7 
May 12.9 12.6 17.0 U2.U 

Foreign borrowings in June included $lL mill ion by the Brit ish 
Aluminium Company, and $U.l mil l ion by the Mont Blanc Tunnel Company of 
France. The June borrowings again exceeded those for the comparable month 
of l a s t year, and the six-months t o t a l of foreign loans of $12ii mil l ion . 
was more than double the $59 mill ion in January-June I960. In July the 
I s t i t u t o Mobiliare Italiano borrowed $11.6, and a loan of similar amount 
was raised by Robert Bosch, G.m.b.H., of Germany, the f i r s t public loan to 
be raised by a German industrial firm in Switzerland since World War I I . 

Foreign Borrowings, June-July 

June 
British Aluminium Co. 
Mont Blanc Tunnel Co. 

(France) 
July 

H I ( I ta ly) 
Robert Bosch (Germany) 

.Amount Coupon Issue Yield to 
(mil. ®) Term rate Price Maturity 

l l i .o 1966-76 4.25 100 u.25. 

u . l 1969-73 a. 50 100 lt.5o 

11.6 1968-77 u.50 100 U.5o 
11.6 1968-76 l . 5 o 100 li.So 
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Stock Marketo As was reported in the July 3 issue of t h i s 
review, stock prices continued to r i s e in the f i r s t two weeks of June, 
and on June 16 the industr ia l index, a t 285* was 1+6 per cent higher 
than at the end of 1960. After pr ices had reportedly reached new 
record l e v e l s on the 19th, "a broad decl ine se t in which continued 
throughout the remainder of the month. This was regarded principal ly 
as a technical correction and was welcomed by Swiss analysts . The de-
c l i n e followed statements by Swiss National Bank o f f i c i a l s warning of 
inf la t ionary symptoms in the economy and recommending res tra int by 
banks in extending credi t . 

Industrial share index 

I960 - Dec. 30 195 
Mar. 17 236 
Apr. 21 233 
June 16 285 

Foreign Exchange. Foreign currencies tended to weaken against 
the Swiss franc during June. In the f i n a l week of the month the spot 
dollar in Zurich was never appreciably above the Swiss National Bank 
buying rate of SF U.315>0 per do l lar , and the National Bank purchased 
dol lars from the market. The dol lar rate has remained at about the same 
l e v e l in July to date. Pressure on s t er l ing continued in June. The 
Swiss franc has also been strengthened by rumors of revaluation. The 
discount on the 3-months forward dol lar declined in the f i r s t three weeks 
of June but rose again in the f i n a l week almost to the l e v e l of the be-
ginning of the month. The discount on 3-months forward s ter l ing i n -
creased during the month. 

O f f i c i a l gold and foreign exchange reserves rose by $U6 mi l l ion 
in the f i n a l week of June; the Swiss National Bank reported i n i t s weekly 
l e t t e r that $25 mil l ion of t h i s represented a purchase of gold from the 
United States . There was a further r i s e in reserves of $62 mi l l ion in the 
f i r s t two weeks of July, which press reports have attributed to cap i ta l i n -
flow based on continued revaluation rumors. 

Swiss National Bank^reserves 
C? mi l l ions ) 

Gold Foreign Exchange Total 

May 31 2,2li? 3'05 2,552 
June 23 2,216 306 2,552 
June 30 2,271 327 2,598 
July 15 2,331 329 2,660 

European Sect ion. 
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Nine Charts on Financial Markets Abroad 

Chart I - Interest Arbitrage U.S./Canada 
Chart 2 - Interest Arbitrage New York/London 
Chart 3 - Interest Arbitrage New York/Frankfurt 
Chart U - Interest Arbitrage Frankfurt/London 
Chart 5 - Short-term Bond Yields 
Chart 6 - Long-term Bond Yields 
Chart 7 - Industrial Stock Indices 
Chart 8 - Major Currencies in Terms of 

Spot United States Dollar 
Chart 9 - 3-month Forward Rate—London Quotations 
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Friday figures 
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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 
F r i d a y f i g u r e s 
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Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



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

Friday figui 

3 - M O N T H T R E A S U R Y BILLS 
— A N D L E N D I N G RATES 

RATE 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 IN F A V O R O f UNITED K I N G D O M BILLS O V E R : 

I G E R M A N „ \ 
I I N T E R B A N K \ 
I L O A N R A T E 

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 + OR D I S C O U N T -

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 
- NET I N C E N T I V E O f U N I T E D K I N G D O M B I L L S O V E R : 

T R E A S U R Y BILLS 

i n 

G E R M A N - I N T E R B A N K 
L O A N R A T E 

\ V I L 

D 

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



S H O R T - T E R M I N T E R E S T R A T E S * 

A — yA, ™ L _ . 

fa 

\ ./ V, J* 
\ \ n h 

\ \ f f 
i w ' 1 

- V 

\W' "l' 

1 i i i i i i i i .J _J—i— 

1958 1959 I960 19*1 
# . 

Note: 3-monlh tf toiury bill rolei far oil counlrlei except Jopon (3 month Inlerbonlt depoiil role) 
and Switzerland (,3 month depoiil role). 

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



L O N G - T E R M B O N D Y I E L D S 

G I I M A N Y 

U . S . 

S W I T Z E R L A N D 

1961 

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



= 100 

4 0 0 

350̂  

2 5 0 

1 5 0 

100 

5 0 

100 

I S O 

50 

00 

ieT 

I N D U S T R I A L S T O C K J N D I C E S * 

S W I T Z E R L A N D / 

J A P A N 

C A N A D A 

1160 1 1 5 1 

Note: Jopon: Index el oil ilecki Ircded on Tokyo •xehonge. 

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



o 
M A J O R C U R R E N C I E S I N T E R M S O F T H E S P O T U . S . D O L L A R CINT 

A b o v e por 

— ! \ -

/ \ 

B E L G I U M F R A N C 

J A S O N D J F M A M J J 

1960 1961 

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



3 - M O N T H F O R W A R D R A T E S - L O N D O N Q U O T A T I O N S / 

G E R M A N M A R K 

P R E M I U M + 

B E L G I U M F R A N C 

$ D $ 

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




