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ITAL MARKET DEVELOPMENTS ABROAD

T _1, Canada
II. Nine Charts on Financial Markets Abroad

I. Canada: Money and Capital Markets in July .

Funds began moving into Canadian markets in sustained volume during-
July and official reserve accruals amounted to $306 million for the month.
The inflow was chiefly made up of the unwinding of earlier shifts in commercial
transactions (leads and lags) against the Camadian currency. In addition,
some foreign funds are reported to have moved into Canadian ccmmercial paper
which offered a fully-hedged yield of about 3,60 per cent; into Treasury tills
which offered a yield (without forward exchange cover) of about 5-1/2 per
cent for the 3-month and of 5.69 per cent for the one-year bill and perhaps
also into Government of Canada tords,

Credit conditions remained tight throughout July. . The chartered
banks had to borrow from the Bank of Canada $26 million in the week cf June 18
ard $53 million in the week of July 23. Short money rates had a generally
risipg tendency early in the month but began to ease late in July. The 3-mcrth
Treasury bill yield reached a peak of 5.51 per cent on July 19 and eased“to
5.39 per cent on August 2 as the Bank of Canada acqu:xrﬁd signifi 1cam, amounts
of bills in the latter part of-July.

Bord yields were maintained throughout the month. The yisid curve
on Government of Canada securities remained virtually flat at around the ‘;-1/')
. per cent level or roughly about 20 %o 50 basis poinis above the levels prevalling
before the emergency austerity measures announced on June 24, Market yields
on Treasury securities (in per cent per annum) in recent weeks have been:

April June July Auvgust,
2 6. 20 2 A8 I
Treasury biils:
3 months 3.0L 3.62 L.92 545 5.5%1 5.39
6 months 3.24 3.83 5,16 5.73 Se7h . 2,62
Bonds s 7
196l (May) 3,58 L.05 5,12 - 5,34 5.76 5.75
1965 (Sept.) 3.93 L.50 5.32 5.55 5.58 5058
1967-68 b33 0 L3l bl7h - 5.11 5.1l 5.03
1975-78 L4.80 . LeSL  5.07  5.23 5.L2 S.il
1979 L.77 L.95 5,05 5.26 5,48 548
1996-98 .88 .9k 5.0k S.13 515 5.19 7
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o Continued heavy sales -of bonds by t.he chartered banks to finance
‘their loan expansion put substantial pressures on bond yields. In addition,
the Bank of Canada offset its purchases of Treasury bills after mid-dJuly

by sales of bonds, During the month, the chartered banks sold $350 million
of bords and the Bank of Canada $3h mll:l.on.

: Nonban.k investors found gcvernment securities attractive at prevailing
‘yields. During July, they acquired $315 million of bords and $132 million

of “Treasury bills., These figures inclule purchases of both residents and non-
residents, : ', N i

Yields continued to’ edge up in’ the co*norate and lccalug:"ernment
sectors of the bond market. Long-term yields in these sectors of the market
(in per cent per annum) were: ' R

S 1962
April 30.-° May 31 June 29 July 3 -
~.10 Provincial = 5,19 - 5.3 5.67 5.87
. 10 iunicipal- ) . 5.38 5.65 5,98 6,17
10 rublic utilities . 5,17 - - 5.27 - 5,70 5.7k
© 10 Industrials --5.15 5,39 5.71 5.77
1410 Sond yleld/axrerage 5.22 Sl 5477 5.89

: . A prevall.mg y:.elds , Canadian local govemment_ um:bs have again
become interested in borrowing in the United States. In 'the month ending
June 30, A, E; Ames & Co. reported Canadian corporate and local-government

. borrow:mbs in this cou.ntry at $37.6 mlllon.

: ‘Demands for Gank loans. continue strong a‘c, the prevailing. 6 per cent
-+ prime rate. For the seven weeks prior to July 11, bank loans ‘increased by

. 8510 million but they declined. $36 million in the two weeks erding July 25.

It is as yet too early to have any indication of the impact of the June 2)4
.aus\terltv measures upon Canadian business develcpments.

toney market. Short-term interest rates on the Canadian money market
continued to rise slightly during.the first half of July from the preyious
high attaized in late June, and then declined somewhat during the last two
" weeks of the ionth. The rate’on 2=month Cahedian Treasury bills.rose from 5.45
“per cent on June 28 tc a high of 5.51 per cent on July 19, ther declined to
5.39 per cent on August 2, (See Table and Chart 1.). The rate-on 6-menth
Treasury bills hévered near its June 27 level of 5.73.per cent, and then
declined to 5.62 per cent on Aubust 2, X

' - The short-term money merket in Canada has been held tlght--partlcularly
during the first half of July--by substantial net sales of Treasury bills by
‘both the Bank of Canada and the Canadian:chartered banks, (See Table.) The

Bank of Canada sold $56¢ million during the last week of June, and ancther

$23 million during the first two weeks of July. However, the Bank cf Canada
acoulred \;53 riillion in Treasury bills in the last three weeks of July. The

S
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chartered banks remained sellers of Treasury bills during most of June and
July--sales amounted to $152 million between June 6 and July 25. During the
week ended August 1, however, purchases of $6l million of bills by the chartered
banks contributed to the easing of the short-term market, the largest acquisition

for any week in 1962, . -

After a decline during.mid-June and a jump late in the same menth,
the covered arbitrage incentive in favor of the Canadian Treasury bill against
the U.S. bill remained during most of July at about the same level it occupied
during late May--about one-half of 1 per cent. (See Table &nd Chart 1,) Early
in July, forward Canadian covering was reported to be scmewhat limited in
availability. The covered arbitrage incentive in favor of the Canadian bill
drepped to 0.42 per cent on June 26, and then rose to 0,68 per zent on August 2.

The spread in favor of Canadian finamce paper widened as finance
paper rates rose with other short-term rates in late June, and some funds
/ reportedly flowed into Canada from abroad. Comparative yields on 30-to=89

day paper for leading houses (in per cent per annum) were as followss .

90=Day .
. Forward Net
bl Canada U, S, Spread Exchange Incentive
June 15 3050-3.75 . 2,88=3.00 0469 =1,02 -0,33
29 5,50 . 3,00 2,50 =190 +0660
July 6 5.25-5.50 3023 2,55 ~1.89 +0,66
2 - 3,00 - -1.95 . -

Bankers' acceptance market., A move to broaden the Canadian- money
market with the introduction of a market for bankers'! acceptances on June 1i
was reported in "Capital Market Developments" for May and June, dated July 6.
While the introduction did take place on schedule, the new medium was introduced
in an atmosphere of increasing short-term money-market rates so that the new
market was not able to start funstioning. Acceptances were tc be offered in
the money market beginning June 11 in various dencminations from $200,000 to
$1,000,000 for terms ranging from 30 to 90 days., At the time of iﬁtrod\ntion,
it appeared that these acceptances could sell on the market for yield
approximating L per cent., After allowing a 1-1/L per cent bank charge for
guaranteeing the paper; it would still be possible for a borrower to ocbtain
short-term funds at a cost of about 5-1/L4 per cent, which was below the ’
5~1/2 per cent prime lending rate of the banks then prevailing. This situation,
however, lasted for only a very few days during which dealers estimated a total
of only two or three acceptances were issued., Thereafter, rising short-term .
interest rates made acceptances a more costly source of funds (after accounting
for the charge by banks) than loans directly from banks. The increase on
June 25 from 5-1/2 to 6 per.cent in the prime lending rate by chartered banks,
moreover, has not been sufficient to revive the acceptance market., With the
prime rate now equal to the maximum lending rate of the chartered banks
under Canadian law at 6 per cent, an acceptance must sell te yield something
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Sales of New Canadian Securities Payable in Us,S. Funds -
(Can.$ millions)

Provincial, Direct

Total and Guaranteed Municipal Corporation
1960 . ,
T o ka 37.0 . 82.1 2540
II 93.9 Lo 28,6 2503
1961 ' ' , i
I 11,0 - - 11.0
T 106,k T - 26,4 80.0
1962 .
I 3.0 - ) - ® 3.0
II 101.5 - 1.5 100.0
Monthly:
April 1.5 - 1.5 -
May 100.0 . - 100,0
June - e - -
July - 37.6 -- 13.8 23.8
BN ) Source: Ao, E. Ames & Co., Weekly Bond Sales Summary.

Bank loans and bank 1§uidit§o" The rapid expansicn of bank loans
continued through the first half of » During the first two weeks of the
month, general loans of Canadian chartered banks increased by $166 millicn.
For the seven-week prior to July 11, the increase in general loans by chartered
banks amounted to $510 million., Between July 11 and July 25, however, these
loans contracted by $36 million. :

The expansion in general bank loans has taken place at a time when
the Bank of Canada has been keeping an extremely tight hold on bank reserves.
The degree of austerity exercised during the period can be clearly seen by the
following data on cash reserves and liquid assets of chartered banks. After”
a slight increase due to advances from the Bank of Canada received one week
and repaid the next, cash reserves of chartered banks were lower by $50
million on August 1 than the average for the week ending the preceeding
June 27-~the week during which the emergency austerity program was begun.
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. In these circumstances, ‘the chartered banks financed the expansion
* > " in loans by massive sales of Treasury bonds and bills., Since June 6, the
chartered banks have ‘sold $608 million of their holdings of Government bonds --
about 22 -per cent of their total holdings of such securities on June €. Since
June 20, net -sales of Government bonds by the \,hartered banks have amounted to

$hlh million (see Table). TR

~ : Canadié_n Chartered Banks:

o
. Cash Reserves & Other Assets -

(In millions of dollers or per cent)

. Liquid Canadian
o Cash Cash Liquid Asset General . Treasury Government
i Reserves -~ Ratio Assets. Ratio Loans .2/ Bills a/ -Bonds a/

- Averaée

-for months g
Mareh 110 8.1 2,451 18.04 5,905 - 1,181 -~ 2,708
April. 1,113 ° 8.1 2,.55L  17.12 6,033 1,075 2,679 -
May [ 5 5 ) 1 8.1 2,358 17,13 7. 76,261 1,048 - 2,719
& June 1,165 -~ 8.18 - 2,286 16.05 < 6,519~ 1,009 ] h57
Cduly 1,159 8.20 . 2,155 15.53 6,6L9 -'908 T2,212
Average for . . =
week endmg., B o> -
. June 13 - 1,150 8.1 2,313 16.2 - 6,350 1,05k - 2,6u6
.20 1,170 - 8.2 2,268. 15.9 S 6,432 11,023 2,521
- A 0T 8. - 2,265 15.9 6,519 - 1,009 2,157
Juiy ©o10135  8.03. -2,2187 15.69° - 6,623 1,010 - 2,l37
o1 _.J.j L0809 25226 15,75 6,6857 995 2,347
s 18 - LAh7 8.1l 2,179 i5.hi 0 6,662 L7 2,280
oo 25 L‘ABJ 8.39° 2,181 i5.u3 - 66h9 . 908 2,212
as” of: ' L L : o
Thagy 1 o 1,1k6¢ 3*0? = naa. 972 " 2,107

a/; WeekIy data are-for the last: Weduesday c-f the- month., Weekly figures are
ho*dlngs as;.of date indic atedo 7w ) X : E

- Sourcet Bu'lk of Canada Wesk*y Fmanc,.al S5 at,isti-:e,s and Statistical Summary, June, 1962,

: “Sales of T'eas ury b]._LLs have reduzed the liquid-asset ratio of the
~ chartered benks 1< ver ¥ooiu-tke agreeu—l.pon minimum of 15 ver cent., The cash
. reserve ratio of these b - heid very near the 8 per cent legal minimum.
“Perhaps illustrative of the tlgthES; in the +1qu1d1ty and reserve position of
" the chartered banks is the £ thet the Bank of Canada. in July. began to
report .these ratios in terms of. Mo dec1mal’ places rather than one; as they had
formerly dors. .= .

Bazause cf she zigh‘*e:s wof ;redh’ the chartered banks on July 1
Dlgltlzed for F%ﬂ%ﬁz the interest rate .on savings deposits from 2»!3/)4 to 3 per cent, and ox’\ .
http://fraser. stlduﬂgfeﬁi they raised the orime lending rate from 5- .L/2 .o 6 per cent, the maximum
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t’n?t banks can charge under the Bank Act. lost loans have been made a*
this rate, though some have been reported at fractionally less.

The chartered banks Fave also announced their intention to try tc
do away with overdrafts as a means of exterding credit. The Canadian banks
have several times in the past tried and failed to do away with the accepted
use of overdrafts, which for many years has been a part of Canadian banking.
Under the present circumstances, however, the banks feel that conditions favor
them, and hope to be able to rid themselves of the system by the beginning
of September., This change is presumably an attempt on their part to br:.ng
under better control their loan commitments to the:l.r customers.

Dual Bank rate. Since November 1, 1956 the Bank of Canada has
maintained a "floating" discount rate at a level 1/L of 1 per cent above the
preceeding week's average auction rate on 3-month Treasury bills. As a part
of the emergency program begun in late June, however, the Bank rate was
diverced from the Treaswry bill rate and fixed at 6 per cent. The result is
that Canada now has a dual Bank rate whenever the auction rate on 3-month
Treasury bills is less than 5-3/L per cent, For, vhile the official rate is
row set at 6 per cent, money market dealers are still allowed to borrow from
the Bank of Canada (under purchase and resale agreements) at 1/l of 1 per cent
above the Treasury bill auction rate, or at 6 per cent, whichever is lower.

Operations of Canadian banks in non-Canadian currencies., Following
an increase of $82.5 million increase in April, non-Canadian dollar deposits
increased by $207,.9 million in May, and then fell $92 3 million in June; the
latest period for which data are available.

P

Call loans by Canadian banks in.the New York market declined sharply
in June and July, as shown by the following estimates (in U.S. $ mllions)
of the New York State Banking Department.

1960 1961 - . ) 1962
Dec, Dec, Apr. May June - Juy
- U.S. banks 1,L96 1,963 . 1,828 1,430 /1,36; 1,042
Foreign agencies 8lg 859 959 752 610 187
Compare a/ - ) '
Canadian 829 809 - 8L8 727 SLi No2o
Other (residual) 20 50 111 25 69 Noe2o

a/ Call loans, as reported by Canadian banks, converted into U.S. doilars
at end-of -month exchange rates, .

Foreign exchange. The Canadian dollar strengthened almsst continually
through the last week of June and throughout July., This strengthening began
almost immediately after Prime Minister Diefenbaker's announsemsnt on June 22
of impending emergency measures by the Government of Canada to strengthen the’
dollar, It was reinforced when the austerity program was announced on June Zk.
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(For details, see "Capital Markst Devel opments" Ju_..y 6, 1962,) Combined with
over $1 billion in external help aimed at increasing Canada's ability to
carry out its announced intenticns, these measures urderscored the Government
of Canada's determination to defend ﬂ'le 92.5-U.S. cent rate for the Canadian
" dollar established.on May 2 e A

The market rate on the Canadm dollar had hovered at or near its
1ower support price of 91.75 centz throughcut the first three weeks of Jums,
with Bank of Canada losing some $350-$400 million in defending this lower
limit, Selling pressure on the Canadian dollar eased, however, immediately
in the wake of the announced stabilization program, and the rate clinbed to
slightly above par by June 26, with the Bank of Canada. pigking up reserves

‘ during the last week of ‘Junes By the¢ end of June, Canadian gold and foreign
exchange reserves stood ab $13308 million, as eompared with $1,492 million
‘at the end of May, and $1.1 b Lm repeirted by thé Prime Minister on Jurs 2l.
After allowing for the $450° rmllion increase in reserves due to external
assistance by the Internaticnal Menetary Fund, United Kingdom, and United States
Federal Reserve Barixs (and subject tc a rounding error), net increases in
Canadn._g reserves due to market transastions appsar te. have been around $58
m:ulion for the last wesk it Jum—. :

. The increase in Canaa:.a.n reserves of $305. 7 million for dJuly includes
an advance repayment from thé Frencn ressived in mid-month in the amourt of
$61 million, Nonetheless, the increass in rssefves gained from the market
amounted to $2Ll million am the spf‘ rate rsmained above par rate during the
month of July. By August 6, the "C.uar remained strong with. the Bank of Canada
continuing te add %o rzserves wni the yate at aboubh 92.8 U.S. eents.
Recent changes in Camadian ressryes (’“ mlLlO"iS Gf U.S, dollars at moni’.h-end)

were:

; . 1562 ) ) )
Fob, Mar, Apro ~ May suns 2L Jure July
Gold 962,14 . 963.7  963.2 913.0 heae  669.0  mnad.
‘U, S, dollars 78h.3 - TWELT. . 6318 579.8 . mea. 1,139.7.  n.a.
Total | 1,7h6.7 1,709.L 1,568 1,u9z & _Sm\,o 1,808.7 2,11l
Change dunng = . o :
period - 17502 -37.2 -lihb  =102,0 -.-392.8 +708.7 +3o5.7

Stock markets - ter rather mixed movemsnts d\n‘ing Jnne and July,
the Canadiar stock marEeu at the end of July stocd at virtually the same level
it had at the end of June., The New York Standard and Poors industrial Index
moved’ upward early in the month and then declinsd again to almest the same
level at the end of July as it had been al the end of June.

NOT FOR PUBLICAT ION

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



NOT FOR PUBLICATION . =9 =

Avg. for week ending DBS Industrials ~ N.Y. Standard and Poor

. Industrials

1962:
Jme 1 288,0 58.65
- 28 _285.5 55,85
July 6 282,2 58,93
13 287.5 60,12
20 279.3 59,41
27 _ 285.6 55.26

Europe and British Commonwealth Section.

II. Nine Charts on Financial Markets Abroad

Chart 1 - Interest Arbitrage, United States/Canada

Chart 2 - Interest Arbitrage, New York/London

Chart 3 - Interest Arbitrage for German Commercial Ba.nks

Chart [ - Interest Arbitrage, Frankfurt/London :

Chart 5 - Short-term Interest Rates )

Chart 6 - Long~-term Bond Yields

Chart 7 - Industrial Stock Indices

Chart 8 - Spot Exchange Rates =-- Major Currencies
Against U.S. Dollar

Chart 9 - 3-month Forward Exchange Rates
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Cenada: Treasury Bill Yields and Exchange Rates

3-mo, Treas, bill arbitrece calculation

In Spot
3-mo  favor Can.3 Finance paperd/
Canada U.S. Differ- Can.3 Can. (U.S. 90-179
a/ a/ ence b/ bilie/ cents) 30-89 days days
1962-Hign 5,51 2.98 2,59 .13 0.8h 95.75 -- --
Low 3,01 2.6l 0,22 -2.31 0,11 91.73" - --
1962-June 7 3.62 2.6l 0.98 -0.55 0,43 91.73 3-3/8-1/2  3-5/8-3/L
1 3,93 2,73 1.20 -1.02 0.18 91.75 3-1/2-3/lk k
21 L92 2.72 2,20 -2,31 -0.11 91.75 - --
28 S.LS 2,36 2,59 -2.75 .+0.8L 92,50 5-1/2 5-3/l
July S S.43 2,92 2,51 -1.96  +0.55 92.66 5-1/L-1/2 5-1/2-3/h
120 5L 2.98 2,50 -2.02 +0.4L8 92.70 - -
19 S.51 2.93 2,58 -2.02 +0,56 92.72 -- -
26 5.7 2.89 2.53 -2.16 +0.L2 92.75 -- T -
Aug. 2 5.39 2.83 2.56 -1.88 ° +0.68 92,75 - --
a/ Thursday quotations, —
_6_, Spread setween spot and 3-month forward raete in per cent per annum., Discount
equals (-).

9_/ Net of difference in bill yielid lLess discount con 3-morth Canadian dollar.
d/ Fridey quotations.

Selected Government of Canada Security Yields

Intermediate Long-term bonds

6-mo., Treas, bills bonds {8 yr.) (20 year) (35 year)
- Spread Spread Spread Spread
" Cenada over Canada over Canzda over Canada over
Y U.S.2 ¢ U.8.9 e/ U.S.E/ s/ U.s.0/

1962 - High 5.7k 2,8 5.20 1,29 5.8 1.45 5,19 1.10
Low 3,18 0.19 L.OLh  G.03 b.73 0,73 L.81 .82

June 6 3.83 1.10 L.31 0.6l L.95 1.10 .9k 0.98
13 k.2 1.33 L.3 0.72 L.98 1.1k L.97 1.02

20 5,16 2,37 L.7%  1.03 5,05  1.17 5.0k 1.06
27 5.73 2,84 S.11 1.28 5,26 1.34 5.13 1.10

July 5 S5eT1 - 2,69 5,20 1.29 5.37 1.39 5.15 1.05
12 5.72 2,63 5.13 1.25 S.l2 1.39 5.15 1.05

19 S.7h 2.59 5.11 . 1.16 S8 1.k 5.15  1.03

26 5.65 2.5L 5.07 1,13 S.h8 145 5.19  1.08

Aug, 1 5,62 2,53 £.03 1,11 S.u8  1.4h 5.19  1.06

- a/ Average ylield at weekly tender on Thursday.
b/ Soread between Canadian auction rate and composite market yield of U. S.
0ill ¢n close of business Thursday,
¢/ Government of Cenada 2-3/L per cent of June 1967-68.
d/ Soread over U. S. Government 2-1/2-per cent of 1963-68:
e/ Government of Canads 3-1/L per cent of October 1979.
T/ Soreac-over J. S. Govermnent 3-1./ per cent of 1978-83.
Digitized 34rGomerament of Canada 3-3/L ver cent of Sevtember 1996 - March 1998.
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INTEREST ARBITRAGE, NEW YORK/LONDON

Friday figures
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INTEREST ARBITRAGE FOR GERMAN COMMERClAI. BANKS
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SHORT-TERM INTEREST RATES
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Chart 7
INDUSTRIAL STOCK INDICES® . .
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Chart 8

"SPOT EXCHANBE RATES - MAJOR CURRENCIES AGAINST U.S. DOLLAR
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Chart 9

3-MONTH FORWARD EXCHANGE RATES
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