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! CAPITAL MARKET DEVELOPMENTS ABROAD

. Japan
I. India
III. Nine Charts on Financial Markets Abroad
I. Japan: DMoney and Capital Markets in July of 1963

The Tokyo stock market reacted sharply on July 19 and 20 to the U. S.
administration's interest equalization tax proposal of July 18, dropping 8 per cent
in two days. Although the market had regained nearly half of the loss by the middle
of last week, it sank to a new low for the year on July 29. This reportedly re-
flected doubts that Japan would receive the same tax exemptions as Canada.

Because of the tax proposal, two issues totaling $28.5 million and sched-
uled for flotation in the U,S. were deferred from July to August. This left a total
of $33 million actually issued in July. During the first seven months of this year,
Japan issued $167 million in securities in the United States. In addition, with a
rise in imports, Japan has stepped up its volume of import acceptance financing;
this development is reflected in a recent upsurge in Japanese short-term liabilities

to U.S. banks., (See Table 1).

Short- and Long-term Borrowings in the United States

Table l.
(in millions of U,S. dollars)

Japan:

Change during year Change during gquarter
1960 1961 1962 1962 1963
. T II TIITI IV /"I Apr, May
Bank loansl/ W82 722 208 250 -20 b7 22 10 1Y Y
Securities2/ 200 58 1d 2 36 5 21 5 2 &8
12 780  3L6 273 16 8 Ly 61 16 61

1/ Short-term liabilities to the U,S. banks.
7/ New security flotations.
3/ Preliminary.

The recent rises in U.S. short-term rates-and the increase on July 16 in
the discount rate of seven Federal Reserve Banks from 3 to 3-1/2 per cent also had
an effect on Japanese financial institutions, When rates in London for Euro-dollar
deposits. were raised during July to about the same levels as those offered by
Japanese foreign exchange banks, the Japanese banks were threatened with a loss of
Euro-dollar deposits., To prevent this loss of resources, the maximum permissible
interest rates that foreign exchange banks may pay was raised on July 19 by 0,25
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percentage points by the Japanese authorities. The new schedule of rates the
Japanese banks may pay and the London rates on dollar deposits are compared in

Toble 2.

Table 2. Japan: Maximum-Authorized Rates on Euro-dollar Depcsits
and London Rates on Euro-dollar Deposits

- (3in per cont per annum)
! Authorized rates Londor m.rket rates
Term Former Present Term T May 31 July 26
Less than 30 days 3.875 L.125 Call 3,50 3.56
1-3 months L.000 L. 250 30-day 3.81 3.87
3-6 months L.125 Le375 3-month 3.94 Lo12
6-12 months L, 375 L.625 6-month 4.00 L.38
1 year and over L.625 1.875 - _— _—

. oney market conditions remained relatively easy during the second
quarter. (ell loan rates were steady to easy, and the average level of interest
rates continucd to decline through April. Bank credit in April-May rose less
rapidly than a year earlier, -

The commodity trade performance improved slightly in June, but the
deficit still remained substantial, International reserves increased moderately
but steadily during the quarter as capital inflows more than offset the deficits
on current account. The yen tended to weaken in the foreign exchange market dur-
ing the quarter, reflecting in part the large deficit on trade account.

Money market. Money market conditions continued easy in June and call
loan rates remained relatively inchangad., There was a net contractionary impact
from monetary developments as a ¥39 billion increase in Treasury net outpayments
and  a ¥66 billion increase in Bank of Japan bond holdings was more than offset by
2 ¥121 billion rise in bank notes in circulation and a ¥39 billion decline in Bank
¢f Javen loans and discounts., During the second quarter monetary developments ex-
erted a net contractionary impact but in decreasing amounts on a month-to-month
pasis,

Interest rates, Call loan rates remained relatively easy during the
Second ‘quarter and the Tfirst three weeks of July with only slight fluctuations,
There was a moderate easing in the fourth week of April and the middle part of °
May as the unconditional call rate (for loans repayable at 2 day's notice) ‘dropped
temporarily from 7.3 to 6,935 per cent, In June .and the first three weeks of July
the unconditional rate generally remained at 7.3 per cent.

The average interest rate on bank loans and discounts continued to de-
cline through April in response to cuts in the Bank of Japan's basic discount
rate in March and April. (See Table 3).
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Table 3, Japan: Average Monthly Interest Rates on Bank Loans and Discounts

1959 1960 1961 1962 1963

March 8,18 8.21 7.92 8,22 7.92
June 8.28  8.22 7.8  B8.23  7.87Y/
September 8,06 8.1k 8.00 8.2L
December 8.11 8.08 8.20 8.09

17 April,

In May the Ministry of Finance reduced the interest yield on short-term
government securities from 6.02 to 5.66 per cent. This step was taken in order to
avoid having a rate on these securities higher than the Bank of Japan's basic
discount rate of 5.8l per cent.

Bank loans and discounts. Bank credit in May rose 1.8 per cent, slightly
higher than the 1.5 per cent rise a year earlier. Loans and bills discounted were
each up 1.6 per cent and security holdings rose 2.7 per cent. Most of the increase
a year earlier was in loans and security holdings. Bank deposits increased 2.9
per cent in May against 1.6 per cent a year earlier, :

During the April-May period, bank credit increased 2.6 per cent, somewhat
less than the 3,1 per cent rise a year earlier. On a month-to-month basis, bank
credit this year except in April, has risen at a faster rate than a year earlier
reflecting the easing of the tight month policy last fall, (See Table L)

Table L. Japan: Quarterly Changes in Deposits & Principal Assets of Commercial Banks
(in billions of yen)

MAIN ASSETS

Per Per . Per Per
cent cent Bills cent cent
Deposits Change Ioans (Change DJiscounted Qhange Securities (Change
1961 1 +502 5,7 4326 5,9 + 18 1.8 +103 6.8
11 +169 1.8 +206 .5 +133 k.9 +10L 6.4
juns +359 3.8 +216 3. +206 7.3 + L3 2.5
v +h30_ Le3 +232 3.7 +220 T T2 +122 6.9
1962 I +128 1.2 +256 3.9 + 1 0.k - 6L -3.L
ﬁg;“ +59 0.6~ +63 0.9 + 75 2.3 +229 12.5
1I + 61 0.6 +181 2.7 +108 3.3 +258 1h.1
111 +678 6.0 +223 3.2 +213 6,3 + L1 2.0
v +920 8.2 +585 8.2 +1L5 L. + 71 3.3
1963 T +1,158 8.8 +717 9.3 +185 L9 +27 1.2
ﬁz;" +163 1.2 4199 2.l + 25 0.6 4163 7.3
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- In May, the Bank of Japan announced that it would discontinue the
fwindow guldance" offered to city banks during most of the past ten years. In
effect, this pohcy constituted a form of credit rationing., Heavier reliance will
be placed on an expanded program of security operations introduced last November.

" Effective July 1, 1963, the Bank of Japan abolished the 0.365 per cent
venalty discount rate charge on credit accomodation to commercial banks borrowing
between 80 and 100 per cent of their individual loan quotas. A penalty rate of
3,65 per cent on borrowing in excess of 100 per cent of quota continues in effect.
The action was reportedly taken in order to encourage a continuation of relatively
low call loan rates which the authorities hope will make current yields on bonds
more attractive to investors. .

The proportion of bank loans and discounts extended for purchases of
equipment was 16.6 per cent in May. This was slightly higher. than the 16.5 per cent
in April and the probable cyclical low of 16.3 per cent in March,

Bond market. New issues of domestic bonds totaled ¥123 billion in both
Aoril and May. This is down from the ¥138 billion level in March but higher than
the ¥11l billion monthly average in Jamary and February., New issues of bank
debentures in May totaled ¥82 billion, with ¥21 billion and ¥20 billion being
issued of public corporate and industrial debentures, respectively. These levels
are virtually unchanged from April,

Bond yields in April and May remained unchanged except for very slight
fluctuations in the yields on interest-bearing bank debentures and industrial bonds.

» Stock market. The Japanese stock market was hit hard by the U.S. adminis-
tration's announcement on July 18 of a proposed interest equalization tax on American
transactions in foreign securities. From a level of ¥1,51k on July 18, the Dow Jones
average fell to ¥1,391 on July 20. (See Table 5), This 8 per cent decline was the
sharpest two-day drop in the post-war veriod. By July 2L, about one-half of the loss
had been regained, but thereafter the market weakened. On July 29 the market reached

¥1,353, a new low for the year,

: During the second quarter stocks generally edged downward after a high for
ihe year of ¥1,63L on April 5. New peaks on May 10 (¥1,608), and June 1l (¥1,570)
were successlvely lower than the April 5 high. From a low on June 2L (¥1,533), stocks
railied to another peak on July 2 (¥1,599) and then eased off through July 16 (¥1,491).

Table 5, Japan: Dow Jones Average of 225 Stocks, First Section of Tokyo Stock Exchange

for. 1 ¥1,62L May 13 ¥1,598 June 2L ¥1,533 1962 High ¥1,590
8 1,630 20 1,550 July 1 1,597 Low ¥1,216
15 1,602 27 - 1,556 8 1,588
22 1,575 June 3 1,551 15 1,51 1963 High ¥1,63L
30 1,593. 10 . 1,558 22 1,k29 Low ¥1,353

May 6 1,595 17 1,549 29 1,353
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Foreign trade. The seasonally adjusted defici. on trade account narrowed
slightly in June, but still remained substantial. (See “able 6 ). June exports were
up L per cent and imports were off 1 per cent from the Mai levels. The seasonally
adjusted deficit at an annual rate was $1.2 billion in Jun:. During the second
quarter the trade deficit at an annual rate was $1.3 billica compared to $812 million .~
in the first quarter and $560 million in the fourth quarter last year. The seasonally
adjusted trade figures (monthly, or monthly average, on a customs basis) in Table 6
are based on seasonal adjustment factors computed by the Board of Governors of the
Federal Reserve System. :

Table 6. Japan: Seasonally Adjusted Foreign Trade
' (in miTlions of dollars) j

1962 1963 -
T TI  I1L v T TT Apr. May _ June

Imports 196 L72 L6 L6 483 551 581 537  53L =
Exports 378 Lo8 L8 l19 s bk2 k69 L1 L36
Trade Balance -118 - 6L - 18 - L7 - 68 =109 -112 -116 - 98

Exchange reserves and capital flows. International reserves rose $8 mil-
lion in June to $1,902 million bringing the gain for the second quarter to $39 million.
During the first six months of the year reserves increased $61 million.

The Japanese current account in the second quarter, as measured on an ex-
change transactions basis and not adjusted for seasonal developments, continued to
register a deficit. The second quarter deficit was $155 million compared to $139
million in the first quarter. Net long-term capital receipts were $176 million
against $65 million in the first quarter, and net shart-term receipts were $8 mil-
lion compared to $86 million in the first quarter: With net receipts under the
errors and omissions item of $10 million, the over-all balance of payments surplus
in the second quarter was $39 million compared to $22 million in the first quarter..

Japanese short-term liabilities to U.S. banks rose $33 million in May
according to preliminary reports. This compares with increases of $59 and $123
million in March and April, respectively. (See Table 7). The $215 million rise
in short-term claims’ on Japan since February probably reflects in part a rise in
trade acceptances to finance the recent rise in Japanese imports.
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Table 7. Short-term Claims by U.S. Banks on Japan
(in milTions of U.S. dollars)

Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

1959 168 1757 . 20k 22L  2Lk2 260 256 269 262 262 2715 32
1960 362 372  L20 250  LBB L67 586 628 660 693 711 806
1961 875 952 1,069 1,159 1,196 1,272 1,341 1,335 1,288 1,281 1,292 1,528
1962 1,A01 1,685 1,778 1,775 1,762 1,758 1,765 1,767 1,711 1,710 1,662 1,733
1963 1,693 1,685 1,743 1,8672/1,900a/

NOTE: Data for 1962 have been recently revised.
a3/ Preliminary.

Japan issued $83 million in securities in the United States in the second
quarter. Details on these issues have been provided in earlier capital market reports.

In July, Japan had planned to issue a total of $61 million in the U.S., but
because of some uncertainties engendered by the interest equalization tax proposal
of July 18, two issues were deferred until August. These included a $20 million bond
issue by Nippon Telegraph and Telephone Public Corporation and an $8.5 million
American depository receipts issue of.common stock by Tokio Marine and Fire Insurance

Company .
Issues actually placed in July are indicated below:
Borrower Amount Comment
Japan Fund, Inc. $5.625 million 625,000 stock right A.D.R.
Hitachi, Ltd. $20.9 million 937,500 A.D.R. shares at $22.25
. . - per share. ’
Mitsui and Company $1.39 million 500,000 A.D.R. shares at $2.78
. per share.

Kokusai Denshin Denwa $5.0 million Private bond placement.

Effective July 1 the Japanese Government abolished the previous system,
often referred to as the yen-based investment formula, under which non-residents in-
vested in Japan without obtaining approval from the Japanese authorities. Without
this approval, there was no guarantee that repatriation of dividends, profits and
capital would be permitted. Under the new system, these investments will be screened
by the Japasnese authorities and remittance of dividends, profits and capital will be
permitted. The Government is still considering how to handle those investments made
prior to July 1, 1963, but foreign companies wishing to be granted eligibility for
remitting aboard are now required to register these earlier investments with the Bank
of Japan,
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Foreign exchange. The yen weakened in both the spot and forward exchange-
markets early in the second quarter and remained weak through mid-July. (See .Table 5)e
The forward discount narrowed during the quarter as the spot rate depreciated pro-
portionately more than the three-month forward rate. Between April 1 and July 15 .the
forward discount fell from 2.3L per cent t0.0.20 ver cent. The weakness of the yen
probably reflects in part the wider deficit on trade account in recent months.

Table 8., Japan: 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
rate rate per annum
April § 359.80 361.05 1.39
12 359.70 - 361.05 1.50
19 361.10 361,10 : -
26 361.55 361.90 .39
May L 361.40 361.90 .55
10 361.90 362,25 .39
17 362.25 362.L0 © 17
2L 362.23 362.35 .13
31 362.15 362.35 22
June 7 362.25 362.40 .17
i 362.20 362,40 .22
21 362.10 362.40 .35
28 362.15 362,40 .28
July 5 362,30 362.53 .25
12 362.35 362.53 o .20
15 362.35 362.53 .20
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IT. India: Money and Capital Markets During the Second Quarter of 1963

The onset of the "slack season" influenced Indian money and capital markets
during the second quarter of 1963, Bank credit contracted sharply while aggregate
deposits of scheduled banks rose. This increased availability of funds caused a
marked decline in the inter-bank call money rate as well as increased purchases
of government securities. Gold prices were increasing during this quarter until the
end of June, when the Government imposed a ban on the trading of gold of more than
‘1l carats. Stock prices continued to decline in the expectation of reduced business
profits due to recent tax increases. At the end of the quarter, India repaid $25
million to the IMF and entered into a new stand-by arrangement for $100 million.

- Money market. The rate for day-to-day money declined during the second
quarter, in response to teasonal factors (See Table 1), The average rate of the
period was L.L6 per cent, 1,18 per cent lower than in the first quarter of the year,
but almost 1 per cent higher than in the corresponding period of 1962, The call
money rate registered a steady decline throughout the quarter, except for a tempo-
rary strengthening in the first week of June. By the end of June, the rate had
declined to just under 2 per cent and on July 5, it had fallen to 1.L3 per cent.

Table 1. India: Inter-bank Call Money Rate in Bombay
(in per cent per annum)

Average of period:

1962 11 3.59 1963 T kb6 a/
" T 2,72 - - Apr. 5.01 b/
- 3.75 May L.78 B/
. June 3.59 B/
1963 I S.6L
Selected dates - 1563:
May =3 ] June 7 Le79
10 5,22 : Li.Lo
17 5.5 21 3,10
2 L.95 ' 28 1.99
31 3.87

a/ Provisionals
B/ Average of Fridays. '

Gold market. Frices in the Bombay gold market in the second quarter of
1963 recovered somewhat from the low levels of the first quarter, but were still
below the levels reached in the corresponding period of 1962. (See Table 2). The
‘Gold Control Rules have rot succeeded in bringing down the price of gold, since the
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average June price exceeds the price of $68.50 per ounce in effect when the sweeging
regulations were announced in January. However, they have helped prevent the price
of gold from risirg to its previous levels.

Gold tre”ing was temporarily halted towards the end of June when the
authorities imposed a ban on trading between licensed dealers in gold of more than
1) carats. By July, trading had resumed and gold prices were reportedly lower than
before this ban,

Tabl. 2, TIndia: Price of Gold Bullion in Bombay
(in dollars per fine ounce) 3/

Average of period:

1962 T - '80.60 1963 hng 72,13 b/
- III 22,06 - Apr. 67.67 ¢/
: v bl May o th.79 T/
June 74,19 3/
1963 I 66,22
Selected dates - 1963:
May 10 763k June 7 73.70
17 - 75.88 1), . 7h.20
2 74,08 21 7L .68
31 72,88

a/ Average spot quotations, converted into dollars at par value.
%/ Provisional.

T/ Average of Fridays.

E/ Three-week average.

Stock market. Stock prices continued to decline inte the second quarter
of 1963, (366 Table 3). The prire index for the auarter was 2.8 per cent below
that of the previous quarter and 18,2 per cent less than in the correspondlng )
period of 1962, The stock price index for June registered its lowest lew.lel since
February 1960, The decline began in August 1962, following the Chinese mv?swn
of India's northern border areas; and has been stimulated by the Government's
decision to increase taxes substantially, including those on profits.
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Table 3. India: Price Index of Variable Dividend Industrial Securities
- (1952-53=100)

Average of pei:_i__é <

1962 IT i92.8 196 1T &
- 11T 185,0 — Apr. 3
i 173.6 May 16L.8 8/
June ~161.7 B/
1963 I 16704
Selected dates ~ 1963:

‘May L 166.4 June 1 163.0

= 1 165.G 8 1627

18 15%.0 15 162,2

25 183.5 - 22 161.h

29 158.1

af Provisional.
B/ Average of Saturdays.

Banking developments. Tne second quarter marked the end of India's "busy
season" when credit 1is required for financing the harvesting, distribution, pro=-
cessing and export of the country's major crops. Bank credit declined substantiaf_i.ly
in the second quarter {see Table b}, and together with a large rise in bank deposits
enabled the scheduled banks to use over i.5 biilion rupees for increasing holding
of govermment securities (Rs. 0.5 billion), for reducing borrowings from the Reserve
Bank (Rs. 0.7 billion), and for augmenting their cash and balance with the Reserve
Bank (Rs. 0.3 billion).

At the end of June, aggregats depssits of the scheduled banks were 6 per
cent higher than a year earlier, Total bank credit represented 71.6L. per cent of
deposits as compared to 70.65 per cent in June 1962, Investment in government
securities were slightly higher in rsiatien tec deposits, but cash and balances
with the Reserve Bank declined siightiy.

Table L. India: Scheduled Banks - Ouarserly Changes in Deposits, Borrowings
B From Reserve Bank and Principal Assets
o Tin miiiions ¢f rupaes)

Per cent Bank Per cen: holdings of Per cent Borrowings from

. Deposits Change Credil Uhange Govit Securities Change Reserve Bank
1962 - IT +972 + Bai o+ 97 v 007 v 6% - 1.0 -515
CIII +219 + 1.1 381 - 2.7 +827 +13.6 + 30
v - 5 0.C +418  + 3.0 =367 « 553 +162
1963 I + 17 + 0,1 +671 +11.8 22 - 6.5 +506
II +979 + b8 585 3o +597 +10,1 -698
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. Exchange reserves. India's international reserves at the end of the
second quarter were $8 million more than a year earlier. (See Table 5). In
comparison with the preceding quarter of 1963, reserves fell by $32 million, in
part the result of seasonal factors. Between June 28 and July 5, India's reserves
declined by $2L million. This reflects India's repurchase of $25 million pre-
viously drawn from the IMF., At the time of the repurchase, India entered into a
new stand-by arrangement with, the Fund which enables her to draw up to $100 million
over the next 12 months. This succeeds a similar arrangement between the IMF and

India of July 1962,

Table 5. India: International Monetary Reserves of the Reserve Bank
(in millions of dollars)

End of period

1962 11 Ls2 1963 I - L6
I Lhs Apr, L87
iy L51 May Lok

June L60
1963 I L92 .

Selected dates - 1963:

May - 3 L8k June 7 1,88
.10 L8l L Lo1
17 L97 ' a2 L8L
2l 198 28 L7

31 i
July § L60

Asia, Africa and Latin America Section

~ IIT, Nine Charts on Financial Markets Abroad . -

Interest Arbitrage, United States/Canada

Chart 1
Chart 2 - Interest Arbitrage, New York/Iondon
Chart 3 - Interest Arbitrage for German Commercial Banks
Chart L - Interest Arbitrage, Frankfurt/London

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

Chart 5 - Short-term Interest Rates
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.Chart 1
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iChart 2

INTEREST ARBITRAGE, NEW"?ORKILONDON»
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Chart 3
(INTEREST ARBITRAGE FOR GERMAN COMMERCIAL BANKS;
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| Chart 4
INTEREST ARBITRAGE, FRANKFURT / LONDON

{Friday figures .

3—MONTH TREASURY BILLS AND INTERBANK LENDING RATES Per cont par annum].

o
. ol
UNITED KINGDOM TREASURY BILLS -
T -
GERMAN INTERBANK .
T LOAN RATE T T I
\

g ! ' 2
GERMAN TREASURY BiLLS LE

PNV EENE NN ntljir‘T‘i’[ITT'ﬁlu Il

RATE DIFFERENTIAL'AND 3—MONTH FORWARD STERLING
SPREAD IN FAVOR OF UNITED KINGDOM BILLS OVER: :

-
i

[

ol

Tl
0
I Lo —
— — FORWARD RATE 2]
<7 | Discownt
- 1
— =
-~
T;-j .
- vl e v v v b e by b e bbb | |
RATE DIFFERENTIAL WITH FORWARD EXCHANGE COVER . 7
NET INCENTIVE OF UNITED KINGDOM. OVER: I l
GERMAN TREASURY |u|ts 1 T
)

R

N —_—
————1oAN RATE - L 2]
o
L { L1 1| 1| I I O A O Y
[ ) s 0 1 o s, 0
1962 1943

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



Chart 5
SHORT-TERM INTERESY RATES *
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Chart 9
3-MONTH FORWARD EXCHANGE RATE
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