
M A R 6 1 9 6 3 

No. 97 

1 DIVISION O F I N T E R N A T I O N A L F I N A N C E BOARD O F O O V E R N O R S 

F E D E R A L R E S E R V E S Y S T E M 

March 1 , 1963. 

^CAPITAL MARKET DEVELOPMENTS ABROAD 

I . Japan 
I I . Ind ia 

I I I . Nine Charts on F inanc ia l Markets Abroad 

I . Japan: Money and Capi ta l Markets i n January -

In January and February, Japan took s t e p s t o reduce t h e r a t e of short- term, 
fo r e ign borrowing which has been inc reas ing i n recent months. Japanese fo re ign exchange 
banks were asked t o lower t h e maximum r a t e of i n t e r e s t pa id on fo r e ign exchange depos i t s 
by 1 - 1 / 8 percentage p o i n t s . This would mean a reduc t ion i n the suggested maximum r a t e 
on a three-month depos i t from 5 -1 fh t o It-1/8 per c e n t . The Japanese balance of pay-
ments, as measured on an exchange t r a n s a c t i o n s ba s i s (not seasona l ly a d j u s t e d ) , showed 
net shor t - t e rm c a p i t a l r e c e i p t s of $105 m i l l i o n f o r January as compared t o a monthly 
average outf low in t h e fou r th qua r t e r of 1962 of $25 m i l l i o n . 

In January and February, Japan f l o a t e d $hh mi l l i on in s e c u r i t y i s sues in 
the United S t a t e s . During t h e f i s c a l yea r beginning Apr i l 1, 1963, Japan expects t o 
borrow on a long-term b a s i s about $200 m i l l i o n in the-Uni ted S t a t e s and $35 mi l l ion 
in Germany and Swi tzer land. 

In r ecen t months, the t r ade d e f i c i t has widened considerably compared to 
t he r e l a t i v e l y small d e f i c i t in the t h i r d q u a r t e r l a s t y e a r , and t h i s adverse deve l -
opment may account in p a r t f o r an increased discount aga ins t t h e yen in the forward 
fo r e ign exchange market. While i n t e r n a t i o n a l r e se rves continued t o r i s e in January 
in s p i t e of $50 mi l l i on in debt repayment t o t h ree U. S . banks, t h i s was s o l e l y 
because of the l a rge shor t - te rm c a p i t a l i n f l o w . 

Money market condi t ions eased in January and bank c r e d i t expanded i n 
December a t t h e same r a t e as a y e a r e a r l i e r . The general l e v e l of commercial bank 
i n t e r e s t r a t e s dropped in November fol lowing a cut in t h e Bank of Japan ' s ba s i c 
discount r a t e in both October and November. In January and February t h e s tock 
market recovered f u r t h e r from a two-year low l a s t October and remained a t a high 
l e v e l throughout February. 

Money market . Contract ionary developments i n the money market in 
January more than o f f s e t expansionary f a c t o r s . Bank l i q u i d i t y was increased by 
a reduc t ion of ¥292 b i l l i o n i n bank notes in c i r c u l a t i o n , but t h i s was more than 
o f f s e t by net Treasury r e c e i p t s of ¥233 b i l l i o n , a reduct ion i n Bank of Japan 
government bond holdings of ¥229 b i l l i o n , and a decrease in Bank of Japan loans and 
discounts of ¥53 b i l l i o n . 
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/ / / / "interest r a t e s . Af ter r i s i n g s t e ad i l y from a low in June 1961, the average 
i n t e r e s t r a t e f o r loans and discounts f e l l s u b s t a n t i a l l y in November to 8.19 per cent 
from a l eve l of 8.2L per cent in September and October. (See t a b l e below). This 
decl ine r e f l e c t e d a reduction of 0,72 percentage points in the Bank of Japan 's bas ic 
discount r a t e in October and November, A f u r t h e r decline i n the r a t e appears l i k e l y . 

Average Monthly I n t e r e s t Rates on Bank Loans and Discounts 
1959 I960 1961 1962 

March 8.18 9,21 7.92 8.22 
June 8.28 8.22 7.88 8.23 
September 8.06 b.l i i 8.00 
December 8 .11 8.08 8.20 8.19 y 

1 / November 

Cal l money r a t e s eased s u b s t a n t i a l l y in January a f t e r f i rming in December. 
The r a t e f o r loans ca l l ab l e a t a day ' s no t ice f e l l to 8,03 per cent in January compared 
t o 11.68 per cent in December. In par t t h i s was due to an outflow of funds from the 
Central Cooperative Bank of Agricul ture and Forestry and the Central Bank fo r 
Commercial and I n d u s t r i a l Cooperatives. 

Bank loans and discounts . Bank c red i t rose 2.5 per cent in December 1962, 
the same as a year e a r l i e r . The l a t e s t r i s e , however, r e f l e c t e d a 3.8 per cent 
increase in loans and a 2.6 per cent decline in holdings of s e c u r i t i e s in cont ras t 
to a general r i s e in loans , d iscounts , and s e c u r i t i e s a year e a r l i e r . The decl ine 
in secu r i ty holdings r e f l e c t s the purchase by the Bank of Japan on December 3 of 
¥50 b i l l i o n in government-guaranteed s e c u r i t i e s from the commercial banks in accord-
ance with the pol icy adopted l a t e in 1962 t o reduce commercial bank dependence on 
borrowing from the Bank of Japan. Deposit l i a b i l i t i e s rose 5.9 per cent in December 
compared to a 3.9 per cent r i s e a year e a r l i e r . 

The proport ion of bank loans and discounts extended f o r purchases of equip- x 

merit, which had reached a peak of 17.L per cent in the second quarter of 1962, f e l l 
to 17.0 per cent in December, t he lowest l e v e l fo r the y e a r . 

Bond market. New issues of bank debentures in December were ¥78 b i l l i o n , 
up ¥3 b i l l i o n from November and ¥22 b i l l i o n higher than the y e a r ' s low point in 
May. New issues of i n d u s t r i a l bonds in December were ¥19 b i l l i o n , unchanged from the 
November l e v e l , and new issues of public corporation bonds were up ¥1 b i l l i o n in 
December to a l e v e l of ¥25 b i l l i o n . Total new issues in December were ¥122 b i l l i o n , 
second only to the highest volume f o r the year in March of ¥129 b i l l i o n . 

^ " Average y i e ld s on most bonds and debentures remained unchanged in December 
from the leve ls since the f i r s t of the yea r . Yields on i n d u s t r i a l bonds eased from 
7oii91 per cent in November t o 7.U80 in December. 

Stock market. Stock pr ices rose in January and the f i r s t eleven days of 
February, s t a b i l i z i n g a t a high l e v e l during the r e s t of February. E a r l i e r in the 
four th quar ter stock pr ices recovered much of the ground l o s t during the t h i r d q u a r t e r . 
From a low f o r the year on January 7 of ¥1,391, the stock pr ice index rose 9 per cent 
to a peak of ¥1,513 on February 11„ 
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Dow Jones Average of 225 Stocks 
F i r s t Sect ion of Tokyo Stock Exchange 

Dec. 26 ¥1,132 Feb* 6 ¥1,195 , 1962 High ¥1,590 
J a n . 9 . '1,U21 13 1,197 Low 1,216 

16 1,UXU 20 l,b9U 
1,216 

23 1,U5L 27 1,190 1963 High ¥1 ,511 
30 1,1*52 Low 1,391 

Foreign t r a d e . The seasonal ly adjusted, t r ade d e f i c i t widened in January t o 
$6U m i l l i o n compared t o $37 m i l l i o n in December and an average monthly d e f i c i t i n . t h e 
f o u r t h q u a r t e r of $5U m i l l i o n . January expor ts were down 6 per cent from December and 
imports were up 1 pe r c e n t . The seasona l ly ad jus t ed t r a d e f i g u r e s (monthly, or monthly 
averages , on a customs bas i s i n mi l l i ons of d o l l a r s ) in the t a b l e below are based on 
seasonal adjustment f a c t o r s computed by t h e Bank of Japan under the U. S. Census 
method. 

Trade 
Exports Imports Balance 

I 371 192 -121 
I I U09 i-t-66 - 57 

I I I U3U hhl - 13 
IV U21 . U75 - 51 

October h2li U92 - 6 8 
November Uo5 U6U - 59 
December U35 468 - 37 . 
January lt09 U73 - 6U 

Exchange r e se rves and c a p i t a l f lows . I n t e r n a t i o n a l r e se rves rose $ij.3 
mi l l i on in January t o $1,8%. mi l l i on in s p i t e of a s p e c i a l debt repayment t o U« S. 
banks of $50 m i l l i o n . Japan has now repa id the f u l l $200 mi l l ion borrowed between 
November 1961 and February 1962 from t h r e e American banks and i s scheduled to repay 
an a d d i t i o n a l $112 mi l l ion to seven U. S. banks in the March-July per iod t h i s y e a r . 

The balance of payments, as measured on an exchange t r a n s a c t i o n s b a s i s , 
r e g i s t e r e d a d e f i c i t on cur ren t account (not seasona l ly ad ju s t ed ) of $86 m i l l i o n i n 
January . The d e f i c i t , however, was more than o f f s e t by net shor t - t e rm c a p i t a l 
r e c e i p t s of $105 mi l l i on and net long-term c a p i t a l r e c e i p t s of $U m i l l i o n . With net 
r e c e i p t s of $20 mi l l ion under the e r r o r s and omissions i tem, the o v e r a l l balance -
r e g i s t e r e d a surplus of $U3 m i l l i o n . The heavy inf low of shor t - te rm c a p i t a l r e f l e c t e d 
s u b s t a n t i a l Japanese borrowing of Euro-do l l a r s during the month of January, 

Several ac t i ons were taken by the Japanese a u t h o r i t i e s in January and 
February t o discourage fo re ign shor t - t e rm borrowing. In January, Japanese fo r e ign 
exchange banks were requested to lower by 5/8*s of a percentage po in t the r a t e of 
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i n t e r e s t paid on short- term fore ign exchange depos i t s . On February 20, a f u r t h e r 
cut of one-half of a percentage point was a lso recommended by the Minister of Finance, 
thus reducing the maximum ra t e f o r three-months deposi ts t o L- l /8 per cent„ Ear l i e r 
on January 11, foreign exchange banks were required to maintain a reserve of 35 per 
cent in l i qu id foreign asse t s against spec i f i ed short-term foreign l i a b i l i t i e s in 
excess of the l e v e l outstanding in December 1962. A basic 20 per cent reserve r equ i r e -
ment continues to remain in e f f e c t against those l i a b i l i t i e s outstanding in December, 

Japanese sho r t - t e rn l i a b i l i t i e s to the United S ta tes rose $71 mil l ion in 
December, according to preliminary r epor t s . Revised data on these l i a b i l i t i e s 
ind ica te t h a t a.peak was reached in September (see t a b l e below) r a the r than in March, 
as indica ted by the previous da ta , 

1959 I960 1961 

Jan . 168 # 2 8?S 
Feb. 175 372 952 
Mar. 20L k20 1,069 
Apr. 22L 166 1,159 
May 212 LBS 1,196 
June 260 L97 1,272 

a7 Preliminary es t imate . 
r / Revised. 

NOTE: Data since December 196l include repor t s of ce r t a in banks not previously 
included. The inclusion of these banks increased the reported f igure in 
December 1961 by $52 mi l l i on . 

In January and February, Japan placed $kh mil l ion in secur i ty i ssues in the 
United S t a t e s . These included a $22.5 mil l ion i ssue by t h e Japan Development Bank 
and a $6.2 mil l ion i ssue of American Depository Receipts shares by Nippon E l e c t r i c 
Company. 

For the Japanese f i s c a l year beginning Apri l 1, Japan plans to place over-
seas $125 mi l l ion in foreign i s s u e s . These include $20 mi l l ion in Nippon Telegraph 
and Telephone bonds, $20 mil l ion of Tokyo municipal bonds, and $80-85 mi l l ion in 
various government-guaranteed i n d u s t r i a l bonds. In add i t ion , i t i s estimated t h a t 
p r iva te companies w i l l f l o a t $100 mi l l ion i n s e c u r i t i e s in the United S ta tes during 
the f i s c a l year , and Japan i s scheduled to rece ive a $36 mil l ion loan from the I.B.R,D. 
f o r new railway and highway cons t ruc t ion . Japan a l so plans to borrow $25 mil l ion in 
Germany and $10 mil l ion in Switzerland. 

The Minis t ry of Finance recent ly re leased the following data on foreign 
investment in Japan? 

Bond Issues 
Acquisi t ion 
Acquisi t ion 
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1962 1959 

r/ l ,55L July 256 
r / l , 6 L l Aug. 269 
r / l , 7 3 l Sept . 262 
r/1,723 Oct. 262 
r / 1 , 7 1 1 Novc 275 
r /1 ,709 Dec. J2U 

I960 1961 1962 

586 l , 3 k l j /1 ,757 
628 1,335 r / l , 7 6 k 
660 1,288 r / l , 7 6 6 
693 1,281 1,709 
711 1,292 a/1.660 
806 r / l , L 7 6 a ,1 .731 

1962 • ~196l 
Floated Overseas $136 m i l l , $ 54 m i l l , 
of Stocks 125 m i l l . I IP m i l l , 
of Other Assets 277 m i l l . 38h n i l l o ' 
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Foreign exchange. Although the exchange r a t e in the spot market remained 
unchanged a t the o f f i c i a l support l e v e l during January and the f i r s t ha l f of 
February, the yen weakened in t h e forward market during the same per iod . Between 
January k and February 5, the forward discount rose from 0.78 per cent t o 2.17 per 
cent and remained at t h i s discount through mid-February. (See t ab l e below). The 
weakening of the yen may be a t t r i b u t a b l e i n pa r t to the worsening t r ade balance in 
recent months and p a r t i c u l a r l y in January. 

Customer's T. T. Exchange Rates of Bank of Tokyo in Tokyo 

Yen-dollar Three-month Forward discount 
spot middle forward middle in per cent 

r a t e r a t e per annum 

December 28 358.90 359*60 .78 

January U 358.90 359.60 .78 
11 358.90 359.80 1.00 
18 358.90 359.95 ' 1.1? 
25 358.90 360.15 1.73 

February 1 358.90 360.85 .2.17 
8 358.90 360.85 2.17 

15 358.90 360.85 , 2.17 
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I I . I nd i a ; Money and Cap i t a l Markets during January 1963 

- 6 -

Indian money and c a p i t a l markets dur ing January were s t i l l considerably 
in f luenced by pas t governmental ac t ions and t h e prospect of new measures t o 
s t rengthen the defenses of t he country . Tight c r e d i t condi t ions were r e f l e c t e d in 
t he market f o r shor t - t e rm money, where r a t e s remained a t high l e v e l s • Never the less , 
the amount of bank c r e d i t continued t o inc rease s u b s t a n t i a l l y . The coun t ry ' s i n t e r -
n a t i o n a l monetary reserves remained a t a low l e v e l . 

The gold t r ade was completely disorganized as t h e r e s u l t of new r e g u l a -
t i o n s which considerably r e s t r i c t t h e scope of t h e l e g a l gold market. No quota t ions 
on gold p r i c e s have been ava i l ab l e s ince t h e regulations were announced on January 10. 
P r i ces in the stock markets began t o f a l l , a f t e r a per iod of s t a b i l i t y , as r egu la t ions 
on minimum p r i c e s were r e l axed . 

Money market . The r a t e f o r day-to-day money was s l i g h t l y lower i n Januar">-^. 
than i n December, but h igher than in January 1961. (See Table l ) . This coun te r -
seasonal d e c l i n e i s due t o the very high r a t e reached during t h e f i r s t ha l f of 
December - 5.U8 per cent on December lU• For mid-December to January li, t h e r a t e 
f o r shor t - t e rm money decl ined by almost 1 pe r c e n t . Through January, t he r a t e 
increased s t e a d i l y and by.February 8, i t reached 5.83 per c en t , one of t h e h ighes t 
l e v e l s in recen t y e a r s . 

Table 1 In ter -bank Cal l Money Rate in Bombay 
( in per cent per annum) 

Monthly average 

Nov. 1962 
DeC . 1962 j .ucv » J.7UJL 14.. v | 
Jan . 1963 L.85 y Jan . 1962 U.U9 

Nov. 1962 3.20 Nov. 1961 U.03 
Dec. 1962 5.03 £/, Dec. 1961 U.07 

Se lec ted Dates 

Jan . h U.63 
11 U.81 
18 L.86 
25 5.10 

a / Average of F r idays . 

Gold market . The Indian gold market has been in a very disorganized s t a t e 
fo l lowing t h e January 10 announcement by the Government of i t s Gold Control Rules . 
Since t h a t da t e , t h e r e has been no o f f i c i a l p r i c e quota t ion of gold t r a n s a c t i o n s . 
U n o f f i c i a l r e p o r t s i n d i c a t e t h a t the p r ice of gold bu l l ion f e l l from t h e rupee 
equiva len t of $68.13 to about $55.50 per ounce (converted a t par va lue) immediately 
upon d i s c lo su re of the Government's a c t i o n . - By the end of January, gold was 
repor ted to be s e l l i n g a t about $65. to 62 per ounce. This p r i c e i s about 25 per 
cent l e s s than t h e record high reached a t the end of August 1962. 
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The Indian a u t h o r i t i e s have extended the t ime l i m i t fo r the d e c l a r a t i o n 
on non-ornamental gold from February 8 to February 28. They have a l so taken add i -
t i o n a l measures t o reduce gold smuggling» As of mid-February, i nd iv idua l s caught 
with gold (and other goods) which are suspected of having been brought i n to Ind ia 

- i l l e g a l l y a re t o be considered g u i l t y of smuggling, unless they can prove o therwise . 

One repor ted r e s u l t of the new gold r u l e s has been an increased purchase 
of t he Government's 6 j per cent Gold Bonds. The Government has s t a t e d t h a t pur -
chasers of these bonds, which a re bought with gold and redeemable in rupees a i ihe 
i n t e r n a t i o n a l gold p r i c e , w i l l not be requ i red to d i s c l o s e the manner in which they 
obtained t h e gold. 

Stock market . Ind ian stock p r i c e s decl ined during January, as the minimum 
p r i c e r egu la t i ons se t by the var ious stock exchanges were gradual ly r e l axed . (See 
Table 2 ) . By February 9 , the stock index had f a l l e n to 165.1;, which was i t s lowest 
l e v e l s ince November I960 and i s b«3 per cent l e s s than a t the end of 1962. 

Table 2 Pr ice Index of Variable Dividend I n d u s t r i a l S e c u r i t i e s : Al l India 
(1952-53 = 100) 

Monthly Average 

Nov. 1962 170.5 Nov. 1961 186=9 
Dec. 1962 171.lt Dec. 1961 l81n3 
J a n . 1963 171-1 Jan . 1962 187 A 

Selec ted Dates 

J a n . 5 1 7 2 . 5 
12 171.9 
19 171ol 
26 168.7 

Banking developments. The Reserve Bank of I n d i a ' s r a i s i n g of i t s basic-
discount r a t e from U to h 1/2 per cent on January 3 does not appear t o have s e r i o u s l y 
a f f e c t e d t he extension of bank c r e d i t . During January, bank c r e d i t rose by the same 
s i zeab l e amount as in the previous month„ (See Table 3)» Par t of t h i s expansion 
was made pos s ib l e by t h e continued reduct ion in the scheduled banks' holdings of 
government s e c u r i t i e s . The dec l ine in cash and balances with the Reserve Bank 
was much l e s s than a year e a r l i e r , and mainly r e f l e c t e d the unwinding of year-end 
window-dressing ope ra t ions . Tota l depos i t s rose i n January, but a t a lower r a t e 
than a year ago. 
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Table 3 Scheduled Banks: Monthly Changes i n Deposi ts and P r i n c i p a l Assets 

( i n mi l l i ons of rupees) 

M A I N A S S E T S 
Per Cent Bank Per Cent Gov't Per Cent Cash and Balances Per Cent 

Deposits Change Credit Change S e c u r i t i e s Change with Reserve Bank Change 

1962 Jan . +271 +1.5 +107 +3.2 +163 +2.8 -296 - 1 9 . 1 
Nov. -110 - 0 . 5 -122 - 0 . 9 -109 - 1 . 5 -115. - 9 .0 
Dec. - 5 0 ,0 +U8I4 +3.5 -U66 - 6 . 6 +157 +13.5 

1963 Jan . +113 +0.5 +U95 +3.5 - 39 - 0 . 6 - 81 - 6 . 1 

Exchange r e s e r v e s . The i n t e r n a t i o n a l monetary a s s e t s of the Reserve Bank 
of Ind ia continued to remain a t record low l e v e l s during January (See Table It). At 
the end of t h e month, r e s e r v e s were $89 mi l l i on (16 per cent ) l e s s than a t the end 
of January 1962. 

Table k I n t e r n a t i o n a l Monetary Reserves 
( in mi l l i ons of d o l l a r s - l a s t Friday of month) 

Month 

Nov. 1962 UUU Nov. 1961 55U 
Dec. 1962 U51 Dec. 1961 563 
Jan . 1963 hhQ Jan . 1962 £37 

. / Selec ted Dates 

Jan . 5 U5l 
12 h$2 
19 ^ W i 8 
26 " L18 

Asia , Af r i ca and Lat in America Sect ion 
I I I . Nine Charts on F inanc ia l Markets Abroad 

Chart 1 - I n t e r e s t Arb i t r age , United States/Canada -
Chart 2 - I n t e r e s t Arb i t rage , New York/London 
Chart 3 - I n t e r e s t Arbi t rage f o r German Commercial Banks 
Chart h - I n t e r e s t Arb i t rage , Frankfurt/London 
Chart 5 - Shor t - 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 Indices 
Chart 8 - Soot Exchange Rates - M a j o r Currencies 

Against U. S. Dol lar 
Chart 9 - 3-month Forward Exchange Rates 
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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 

T h u r i d o y f i g u r e s 

3 - 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 

F O R W A R D R A T E \ 

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 H I N C t N i l V I I N F A V O R OF C A N A D A + 

I 9 6 0 1961 1962 1 t»3 
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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 

F r i d a y f i g u r e s 

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

_i_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 

L i _Li 

I 9 6 0 1 9 6 1 1 9 6 2 - 1 9 6 3 

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 O R G E R M A N C O M M E R C I A L B A N K S 

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

- E U R O D O L L A R D E P O S I T R A T E S I I 

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