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Capital outflow from new foreign security issues in the
United States excecded $1 billion in 1962, a rate of outflow unmate
gince the 1920's, end fragmentary data suggest that the outflow in
1963 will continue at clcse to this high rates The growth in capital
outflow from security issues and the persistence of large Us Se pay-
“ments deficits point up the need for a study of the major factors
influencing that outflow,

The bulk of new foreign security issues has consisted of bonds, '4
and this paper examines the major characteristics of different classes o
of foreign bond issuessl/ The data on capital outflows in the Us Ss
balanco of payments do not distinguish between outflows on stock and
those on bond issues, but for non-Canadian issues, stock outflows have
been important only in the first half of 1958 and the first half of |
1962, The naper*cons4ders first the general characteristics and regionalx"
distribution of the capital outflow, and then examines special factors
that have influenced certain large capital outflows. .

Summary and conclusions

The principal factor affecting Ue. S. capital outflow on new
security issues has been the dcmands for capital from abroad. Until
recently, thesc demands have been mainly by the International Bank
and by Canadian borrowers. Bond issues of the International Bank and
of some Canadian provinces, municipalities and private firms are
comparable in investment characteristics with high grade U, S, corporate
bonds, and the timing of such foreign issues may-be influenced by some
of the same factors that affect domestic U. S. bond issues, There is
sone evidence to suggest that, where exchange risks are not of over-
riding importance, Canadian issues may be affected by the relative costs
of borrowing in the United States and Canada.

Bond issues by other foreign countries, mainly central
governments, have exhibited a rising trend since 1957. This trend has
reflected increased U. S. investor interest in foreign issues, and par-
ticularly in 1962 in European issues., Foreign (non-Canadian) bond

i/ Unless otherwise indicated, the term includes bonds of international
Institutions (the IBRD), and prlvateIV'placed as well as publicly offered
issues., It includes securities issued for the purpose of refunding
existing debt, Capital outflow does not include that portion of issues
marketed in the United States, but purchased by foreign residents,
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issues have continued to offer high yields, and coupled with increased
‘investor awareness of the growingz financial strength of the leading

~ industrial countries, have attracted a growing volume of U, S. capital,

probably from a growing number of investors. Some quite tentative
~evidence suggests that U. S, investment in foreign bonds may tend to

~ be greater in periods of easy capital market conditions and low interest
rates in this country; however, at current levels of capital outflow,
the margin which may be subject to this influence does not appear to be

Not only have yields on fereign bond issues (excluding Canada)
remained high in the face of incrcased investor interest, but yields
and costs of borrowing have fluctuated little in response to changing
capital market conditions in the United States, Given the strong
capital demands of borrowing countries, there is little likelihood
that potential borrowers are discouraged to any significant degree
from borrowing in the U, S. market by variations in costs of the mag-
nitude likely to oceur. So long as foreign capital markets remain
subject tc restriction - actual or potential - even relatively small—~
scale foreign borrowers will find it advantageous to maintain close
relations with the U, S, capital market, and large-scale borrowers
will have no practical alternative. However, some borrovers are clearly
prepared to shift part of their capital requirements from the U. Se
to markets in third countries, when access to such markets is permitted,

General characterdistics

As shown in Table 1, much of the variation in total capital
outflows from new security issues between 1956 and 1961 reflected
fluctvations in borrowing by the International Bank, Capital outflow
to foreign countries fluctuated between $0.k and $0.6 billion annually
during this six-year period, before rising sharply in 1962,

Outflows to Canada were particularly heavy from 1956 through
1959; through mid-1962 they drooped off to about half the peak rate
of 1959, but they rose sharply last fall, Outflows to Israel have
remained stable, while outflows to other countries as a group have
shewn a gradually rising trend, which becomes more apparent if one
excludes the outflow on the Royal Dutch Petroleum stock issue in 1958
in order to focus attention on bond issuese

The bond issues which account for the overwhelming portion of
these capital outflows in most years have a wide range of investment
characteristicss Bond issues of the International Bank in the U. S.
have been of substantial size (generally $75 million or more) and
have carried offering yields very close to those on the highest grade
Ue S. corporate bonds. The underwriting spread on IBRD bonds has bgen
small, and the cost of borrowing to the Bank on a new issue in the Ue Se
market has generally exceeded the yield to the investor by less than
0.1 per cent,
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ae Bond issues by the IBRD were especially heavy in 1957 and 1958
when the Bank was building up its investment holdings to levels in
excess of its commitments for disbursements. In recent years, the
‘Bank has been able to obtain a large share of its funds through bor-
rowings outside the United States, both in dollars and in foreign
currencies. But it has also continued to borrow in the United States
oceasionally, most recently in January of last year, as a means of
maintaining its relation with the U. S, markct.

Canadian new issues comprise a wide range of securities of
different characteristics, rsflecting the close relationships of the
Canadian and U. S, capital markets as well as close financing rela-
ticnships of firms in the two countries. Bond issues of Canadian
provincial governments and large municipalities are rated Aa or A, and
may range from $25 million to $75 million size. These issues carry
ylelds close to those on similerly rated U, S. corporate bonds, and
underwriting spreads are small, Other Canadian issues include bonds
of smaller local govermments and both bonds and stocks of private
corporations, ranging from large established firms to newly formed
companicse These issues may be much smaller than Canadian provincial
bonds, and yields and underwriting spreads are considerable above
those on high grade provincial and municipal issues, as is the case
with U. S. issues of lesser investment standings. The Government
of Canada had not been a borrower in the U. S. market for a number
of years prior to a borrowing of $250 million from several insurance
companies announced in September 1962,

Bond issues by other foreign countries have consisted almost
entirely of obligations of central governments or semi-official insti-
tutions, and a few large private companies in Europe and Japan.

Bond issues by the Govermment of Israel have recently been at a rate
. of $60 million annually, up from a $50 million rate, but such issues

should probably be regarded as similar to remittances; they are unlikely

to be affected by many of the factors that influence other foreign

bond issues, and in the balance of this paper the term foreign "non-

Canadian issues" is used without a warning that this term excludes

Israel.

Bond 1ssues by governments of foreign countries other than
Canada have provided investors with yields that cften range from 1 to
2 percentage points above those on new issues of highest quality
U. S. corporate bonds (see Table 3). Underwriting spreads on these
non-Canadian issues are high, frequently 2-1/2 per cent of the amount
of the issue, equivalent to a cost of 1/L - 3/8 per cent per annum
above the offering yield. Other expenses of new foreign issues
apparently absorb from O«.2 per cent to more than 1 per cent of the
amount of the issue,g/ Virtually all issues have sinking fund

2/ See: E. Nevin, "Reflections on the New York New Issue Market",
Oxford Economic Papers, Vols 13, No, 1, February 1961, p. 87.
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'“ens ‘designed to retire most or all of the issue by maturlty
is shortening the average maturity and providing substantial suppert
,jthe market price of the issue throughout its life.3/ n

Forelgners have purchased portions of many foreign dollar

'ngbond issues, in some instances a subsiantial share, The yields on

foreign government issues are often higher than those on the bonds
of the same governments issued in their domestic markcts and denomlnated'
in national currencies. In one notable instance, a foreign government
prov1ded a special incentive to insure that an issue of dollar bonds

was held by Us S, investors.ly/ e

From this survey of the general characteristics of dlfferentf
types of foreign bond issues, we shall now proceed to a more detailed:
examination of the main component elements, The pattern of borrowzng
by the IBRD in recent years suzrzests that such borrowing in the U. s,,
market will continue in moderate amount, barring a dramatic change
in the Bank's requirements for funds. The analysis will therefore
be limited to borrowing by Canada and by other foreign countries. ,"

Canada

Reduced capital outflows to Canacda beginning in 1960, as
shown in Table 1, appear, according to Canadian cata, to reflect a
cessation of net foreign berrowing by Canadlan,prov1nces and munici-
palities. These Canadian data, shown in Table 2, and in the scatter
diagrams in Chart 1, cover all publicly issued bonds and some private
placements not publicly anncunced. The data may be less comprehensive
than those used to compile U. S, balance of payments statistics on
bond issues; on the other hand, the U, 5, data also include outflows
resulting from stock issues, Thus, the Canadian data supply a useful
indication of the factors affecting issues of Canadian bonds in the
U. S. market,

3/ VWhile some IBRD issues also have sinking fund provisions, some do
not; the sinking funds on IBRD issues are generally intended to retire
about half the issue by maturity.

h/ "One interesting example of an offering being tailored to American

buyers to increase their interest in foreign bonds was the direct place-

ment of $25 million Kingdom of Belgium 5-1/L% bonds in 1959. As long
as these bonds are held by the o*lglnal or other approved U, S.
investors, they earn an extra 3/L of 13, or a total of 6% per annum,
If held by non-approved investors only the regular coupon rate of

5-1/L% is paid." Andrew N. Overby, "Resurgence of Foreign Borrowing
in the U.S.", Commercial and Financial Chronicle, Vclume 192, No. 1006,
November 2L, 1960, page 26,
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in forelgn curren01es, gross forclgn borrowlngs dropped substantla

and in fact were exceeded by redemptions in many individual quart

The decline in foreign currency issues by provincial and local govern-
ments was espec1a11y marked; corporate foreign currency borrowing =
picked up in the first three quarters of 1961. The somewhat dlfferent
borrowing behavior of Canadian corporations may reflect several con~- -
siderations: the close financial ties with foreign capital market

the substantial foreign exchange earnings of many Canadian firms, which
enables them to hedge against foreign exchange risks more readily :
than local governments; and the greater susceptibility of Canadian
provincial and local governments to "moral suasion" by the central -
government.,

The relationship between interest-rate differentials and
foreign currency borrowings by Canadian provincial and local,govern~;7-'
ments and companies for two recent periods is shown in Chart 1. From
1956 to mid-1958, the proportion of total Canadian issues in forelgn
currencies varled directly with the differential between long-term 1nterest
rates in Canada and the United States. In this period, the relatlonshlp
between proportion of borrowing in foreign currencies and interest.
rate differentials was much closer for corporate borrowing than for
borrowing by provincial and municipal governmentse

For the period from mid-1958 to mid-1962, there is no
discernible relationship between relative importance of foreign
currency borrowing and interest differentials., An examination of
various sub-periods within this four-year span reveals an apparent
resumption of the direct relationship between borrowings and rate
differentials for the period from mid-1960 through the first quarter
of 1962; however, these data are somewhat less convincing than those
for the earlier reriod, both because the absolute amount of foreign
currency issues is smaller (and thus more likely to be subject to
the influence of a single transaction) and because the number of
observations is smaller.

Scatter diagrams based on United States data5/ on gross dollar

7 These data are reported monthly by banks, brokers, and security
‘dealers on Treasury foreign exchange forms. They 1nc1ude transaction in
all foreign bonds, not merely Canadian, and cover outstanding securi
as well as new issues. In seven of the ten quarters in the period from
1956 to mid-1958, the absolute amount of Canadian borrowings in foreign
currencies (as reported by the Bank of Canada) was within 10 per cent
of total sales of foreign bonds by Canadians (as reported on U. S
Treasury forms). Thereafter, quarter-to—quarter changes in both se

- were in the same direction, but disparities in the magnitudes. we

ntlally greater.
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' of foreign bonds by Canadian residents show no significant

ionship between total bond sales and interest differ

o periods covered in Chart 1, although a very sli c

- relationship again appears for the sub~period from mid-1960 throu h
- the first quarter of 1962, : :

On the whole, one would not expect to find as close a
relationship between interest-rate differentials and sales of bonds
in foreign currencies using data on absolute volume of sales as was -
the case with data on the relative volume of foreign currency bonds,
since there are a wide range of factors that influence the total
volume of bond issues. But apart from this consideration, there are
several reasons why one should not expect an extremely close corre-
lation between interest-differentials and foreign currency borrowings.
Bond issues are undoubtedly characterized by some lumpiness;6/ once
a major borrower has sold a large new issue, he is unlikely %o be
in a position to make another offering if the interest differential
widens, Furthermore, bond issues must be scheduled well in advance
of offering dates, particularly under conditions of tightening :
capital market conditionss And finally, yield differentials on ,
outstanding issues are not likely to be an entirely suitable index
of relative costs of new issues, ‘

In general, the evidence seems to provide some support for
the proposition that Canadian bond issues in the U, S. may be
influenced by interest differentials between the two markets at
times when exchange risks are not regarded as large, However,
confirmation of this conclusion would require a comprehensive study
of the relationships between the two capital markets, For example,
Some of the apparent shifting from Canadian to foreign currency
borrowing could result from changes in the relative capital demands
of the various individual Canadian borrowers, some of which may rely
more regularly than others on the U, S, market for funds.

Other foreign countries

The growth in capital outflow on bond issues by other
foreign countries since 1957, illustrated in Table 1 (adjusting for
the large stock issue in l95é) reflects agrowing number of foreign
borrowers, who make appearances in the U. S. capital market with
varying frequencies, Foreign governments have been encouraged to
float issues in the U. S. market (or other accessible markets) by
the policy of the IBRD under which Bank loans to some countries
have been made in conjunction with public issues by the borrowing
country. But foreign governments and private firms have also been
encouraged to offer bonds in the U. S, by the need to develop access
to continuingly available large-scale sources of funds., The practice
of some European countries of limiting or foreclosing access to their
capital markets, often on an intermittent basis, tends to reduce

6/ See: Geraid Ke Helleiner, "Connections Between United»Stgtes{ f“ |
and Canadian Capital Markets", Yale Economic Essays, Vol 2, Nos 2, p. 382.




-9~ New Foreign Bond Issues in
the United States

the incentives for frequent large-scale borrowers to rely mainly on
these markets for sources of capital.

In fact, the U, S, capital market has become a focal point
for the investment of foreign capital; the managing underwriter of
a foreign issue in many instances arranges a selling group comprising
leading banks and dealers in the major European countries.

By talking advantage of this New York investment
banking mechanism, a foreign government or foreign private
company is able to raise mone;” in the United States and
in six or seven European countries simultaneously. The
issuer thereby taps Burcpean markets which may not be
open at the moment convenient to it, and also thereby
raises larger sums than would be available to it in any
one of these European markets. While only one or two
million dollars, or even four or five million dollars, may
be available in one country tc an issucr at a given moment,
New Yorlc has proved a more convenient maricet than any
other in which the issuer could raise these sums in
several countries in one operationQZ/

Foreign investors have found foreign dollar bond issues
attractive because they are denominated in dollars, and because
yields on foreign government issues are often higher than those on
bonds of the same governments issued in their domestic markets and
denominated in national currencies. Furthermore, interest on foreign
dollar bonds is not subject to U. S. withholding tax when the bonds
are held by aliens who are nonresidentse

U. S. investors as well, have been attracted by the yields
on foreign bond issues, In earlier years, investor interest was
stimulated in part by IBRD studies of and loans to countries making
public bond issues, but mcre recently, and especially since conver-
tibility, this factor has been considerably less important than the
demonstrated financial strength of the industrial countries that
have become the main borrowers, particularly in 1962, While U, S.
investor interest in foreign dollar bond issues has been growing,
this development has been gracdual,.

7/ Nathaniel Samuels, "Tie Investment Banking Background of Issuing
and Marketing Foreign Securities in the United States", Address
delivered at a conference on Legal Problems of International Financ-
ing at the Yale Law School March 1-3, 1962, p. L.
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Many major insurance companics remasin well under
their Zzegg§7 ceilings, /for foreign bonds as prescribed
in state 1aq§7‘and those that have made a real effort as
yet to reach for theirs are few. Pension funds, partic-
ularly those administered by commercial banks, have
perhaps been the most conservative in buying foreign
securities, although this is rapidly changing,8/

One notes a striking difference between the develonment
of foreign borrowing in recent years and the findings of Ilse Mintz
with respect to foreign borrowing in the 1920!'s.9/ There is no
evidence in recent new issues of the deterioration in quality of
foreign bond issues that was demonstrated by Mrse. Mintz for the
1920's, 1If one had to hazard a guess, it would be tempting to
conclude that the quality of the roster of new issues may have been
improved from a financial standpoint by the replacement of the issues
by African countriss which oceurred in 1958 by European issues of 1962,

Furthermore, the volume of new dollar bond issues by foreign
countries other than Canada has not shown the inverse relaticn to
new stock issues that Mrs, Mintz found in the 1920's. On this point,
however, some caution is required: the time period covered in the '
present study is short since the resurgence of foreign bond issues
is a relatively new phenomenon, while the cycles in stock issues
examined by Mrs. Mintz spanned several years,

One major question with respect to foreign bond issues is
whether they show evidence of behaving in a fashion similar to, and
of responding to the forces that influence, the domestic bond markct.
As shown in Table 3, yields on new bond issues of foreign govern-
ments and the European Coal and Steel Community have frequently
exceeded those on new issues of highest grade U, S, corporate bonds
by 1 to 2 percentage points. More important, yields on foreign
issues have fluctuated substantially less in response to changes in
capital market conditions in this country than have yields on high
grade corporates. In periods of tight capital mark: ts, the offering
yields on foreign bond issues in the U, S, market rise substantially
less than those on new U. S. corporate issues, and in periods of
relatively easy capital market conditions, yields on foreign issues
fall less, Thus, the proportionate change in offering yields on
foreign bond issues in response to changing conditions is ruch less
than is true of U, S. domestic issues.,

&/ Samuels, op. cit., pe 9.

2/ Ilse Mintz, Deterioration in the Quality of Foreign Bonds Issued
in the United States 1920-1930, National Bureau of fconomic Research,
1951,




Table 3

Av, yield on new

e

Selected Foreign Bond Issues in the U, S. Market

New Zealand

Sources:

corporate bond Yield on Differ-~
issues in U. S, foreign ence Cost to
Date (adjusted to Aaa basis) issue per cent  borrower-
(1) (2) (2=1)

6/56 3.56 N 1.08 11,89
3/51 1,18 5,00 .82 5.24
L/58 3.67 L.85 1.18 5,09
10/5¢8 L. 18 5,20 .72 5.4l
9/59 5.29 5.76 47 5498
L/60 .78 5.L6 .68 5.67
9/60 L.L5 5.L2 .97 5.63
6/61 L.68 5.75 1.10 5.98
1/62 ho45 5.65 1.20 587
6/62 4.15 5,71 1.56 5493
10/62 L.23 5.58 1.35 5.80
9/57 1.68 5.75 1,07 6403
11/61 h032 5. 70 1-38 5096
3/62 L.23 5.0 1.17 565
2/59 L.29 5.75 1.6 6.03
5/62 L.09 S.L7 1,36 SeTh
6/58 3.61 5.24 1.63 S.L8
10/60 11,60 5463 1.03 5.8l
5/62 L.09 5.33 1.2k 5450
11/58 L.35 5.62 1.27 5.91
10/61 L.26 6,01 1.75 6,27
5/62 1,09 5.50 1.1 5.75
9/58 156 5.5 .89 5.70
5/61 L.51 5475 1.2L 6.02
7/62 11,33 5,85 1.52 6.12
5/58 3.66 5.75 2409 6,06
6/60 L1469 5.85 1.16 6416
L/62 ho17 5.70 1.53 6,00

foreign issues are from Moody's,

a/ Differs from offering yield by the amount of
t include other costs of flotation,

Average yield on new corporate bond issues in the United States are based
on new offerings rates A to Aaa, adjusted to Aaa basis for the month in
question by the First National City Bank.

Yields and costs for new

the underwriting spread,

Does
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, The variation in cost of foreign issues is less than for
domestic issues both for this reason, and because the higher under-
writing spreads on foreign issues and other costs associated with
such issues add a larger, essentially unchanging, element to costs
anc thereby and further reduce variation in relative costs.10/

- Evidence of relative stability of foreign borrowing costs can be
found in all foreign issues in Table 3, except those of Denmark,
The countries included in the table are those whose governments
have borrowed most frequently in recent years,

But even if the costs to foreizn countries of borrowing
in the U. S. market are not very responcive to changing market
conditions, are changes in such costs sufficicntly large to influence
borrowing decisions? The answer can only be determined on a case-
by-case basis, but the evidence suggests that in many instances such
cost changes would not be large enough to significantly affect
foreign demands for U. S, funds, The explanation lies in the fact
that borrowing countries have been unable to meet their large
capital demands from markets outside the United States, The govern-
ments of these countries are clearly willing to pay interest costs
of 6 per cent or more for foreign capital.

For example, both Norwegian issues in the U, S. were
increased in amount from originally announced totals in response
to favorable investor interest. (The increases were from $15 mil-
lion to $17.5 million in one case and to $18 million in the other.,)
Norway was willing to borrow $18 million in the U, S. market at
a cost of 6 per cent in 1961, although reportedly it had borrowed
Swe fr. 50 million in Switzerland at a cost of about 5 per cent in
1960.11/ Similarly, the Copenhagen Telephone and Telegrarh Co.

(a partly government-owned company) was willing to borrow $15 mil-
lion in the U. S. in May 1962 at a cost of 6-1/l per cent, although
the previous year it had obtained 25 million Netherlands guilders
through an issue bearing a 4-3/l; per cent coupons Although these
borrowers took advantage of lower (or at least apparently lower)
European rates when issues in Europe were possible, they were
prepared to pay high interest costs in New York when necessary.

10/ Parenthetically, it may be noted that the underwriting spreads
are reported to be higher for foreign issues in the ilew York market
than for foreign bond issues in London. In addition, new foreign
issues in New York apparently involve acdditicnal costs to the borrower,
among which -are expenses incurred by the underwriter in sounding out
the potential market for the bonds and the legal expenses of arrang-
ing an issue. Nevin, ope cit., p. 85,

Mr, Nevin concludes that "New York is an extremely expensive
rmarket in which to borrow." ope cit., pe 105,
11/ See: International Financial News Service, Nov. 11, 1960,
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Australia is probably the single largest borrower in foreign
security markets, aside from Canada, It has-apparently borrowed at a
cost of 5-1/2 per cent or less when possible, both in the U. S. and
abroad, but it has also clearly shown willingness to pay 5-3/h
per cent through its recent $100 million borrowing from the IBRD, and
almost 6 per cent through its most recent issues in the U, S,

Australia has borrowed more than 3200 milliocn in the U. S.
since early 1958, It has borrowed in European markets when possible -
in at least some cases probably at interest costs lower than in the
United States (Sw. fr, 60 million each in 1960 and 1961, with coupons
of L~1/2 per cent, net cost unknown; Netherlands guilders 4O million
in 1961 with coupon of 5 per cent, net cost unknown), It also borrowed
in Canada in 1961, probably at a cost hisher than in the United
States (420 million Canadian, yielding 5.9 per cent, costto the
borrower unknown), The amount of Australian borrowing in particular
foreign markets would appear to devend primarily on the availability
of funds in those markets, Australia's demonstirated requirements
for foreign capital point to the conc¢lusion that the extent to which
aggregate Australian demand for foreign capital could be choked
off by small or medium-sized increases in long-term rates in the
United States is probably negligible,

Data on capital outflow in Table L do not, at least on the
surface, contradict this conclusion., Although U, S. capital outflow
to Australia was lower in 1959, when U, S. long-term rates were
reaching their peak, than during the period of relatively low long-
term rates in 1958, the explanation appears to lie in the variation
in total Australian demands for foreign capital rather than in the
demand for dollar funds. Total Australian forsign borrowing through
public bond issucs fell from $92 million in 1958 to $25 million in
1959, while Australian borrowing in the U. 3. market declined from
$50 million to $25 millione. Thus Australian demand for foreign 1
capital was concentrated in the U, S, market during a period of
considerable stringency in that market, Moreover, Eurcpean bond
issues in the U, S. market, and U. S. capital outflow on account of
new bond issues, were larger in 1959 (even after deduction some 1
private issues convertible into stock) than in 1958 {adjusted for ;
the large stock issue in that year).

Although changes in U, S. interest rates (over the ranges
of recent years) do not appear to have a significant effect on demands
for U. S. capital by foresign countries (other than Canada), such
changes could still affect capital outflow if they influenced the
supply of U, S, capital by affecting the extent to which U. S.
investors purchased foreign bond issues.

On first inspection, Table L seems to offer corroboration
for the thesis that U. 5. participation in foreign issues in the U. Se
market may vary with changes in capital market conditicns in this
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Table b

~ Us Se Participation in Foreign Bond Issues Offered

in the United States
(Data in millions of dollars)

Western Furope

‘Total
- new

Amount,
UeSs parti-

issues _cipation

35
30

.

15
71

— .

L2

39
52
22
50

3
12

-

35

15
32

37

50
138
20

-~

17

35
b/139
15

__Sterling Area

Total  Amount

new Uo S- par‘ti—
issues cipation

20 13

15 7

31 15

60 18

13 10

2l 11

;8 17

12

25 23
Ned, 12

25 2
Nede 27

2l 1,

30 18

25 11

30 18

2/ TIncludes stock issue of $60-70 million.

b/ Includes stock issue of about $50 million.

Note: Total new issues include all publiec offerings and those private
placements on which public information is available,

Us. S participation

corpora

hwjzofj' L
L.u8
14,68
Lokl

3.65
u.&gi _.-

h-32 ;
hl72
Lok
5.11

L.86
lLie7h
11057
.66

L31
453
.53
L.32

Lo
L.10
L.28

is from balance-of-payments data published by Us Se Department of Commerce.,

Tields on new corporate issues are quarterly averages;

Table 3,

for source, see
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- country, rising at times when markets are relatively easy and yields
- on new issues of U, S, corporate bonds (and presumably on other
alternative investments) are declining or relatively low, and falling
~at times when yields on new issues of U, S. securities are near or
at peaks.

| Thus, in 1957 the relative share of U, S. participation in
European issues declined from the second o the third quarter,
accompanying 3 rise in yields on domestic new issues, Similarly

in 1958, the relative U, S. share of both European and Sterling Area
bond issues was lower in the fourth quarter, than was the case
earlier in the year, The capital outflow to Eurcpe in the third
quarter of 1958 apparently reflected an offering by the ECSC at
mid-year, and the yield figure to be compared with this particular
outflow would be the June-dJuly average (3.73 per cent) rather than
the third quarter average (L.27 per cent) shown in the table.

Data for 1959 again show lower relative U. S. participation
in European bond issues in the fourth guarter, and in Sterling Area
issues in the third quarter, than was the case earlier in the year
when yields were lower. However, several major Furopean issues in
the first three quarters of 1959 had special features likely to
have attracted U. S. investor interest.l2/ Thus, the high proportion
of U. S. participation in the European issues of the first three
quarters - certainly a period of relatively high yields - can probably
not be taken as indicative of investor interest in foreign bonds in
general in such periods. Finally, relative U. S, investor partici-
pation in European issues in late 1960 and 1961 increased from the
low levels of late 1959 and early 1960,

While these illustrations may seem to offer some support for
the proposition that U. S. participation in foreign issues varies with
‘ capital market conditions, the data are consistent with this conclusion
only if one assumes that the variation observed in U. S. participation
does not reflect different U, S. investor attitudes to the bond issues
of different foreign borrowers. Information available for evaluating
this assumption is rather sparse and generally inconclusive, since
published data permit inferences to be drawn on U, S. participation
in only a few foreign issues,

12/ The KLM issue in the first quarter of 1959 and the Montecatini
issue in the third quarter both carried rights for conversion into
stock, and may have attracted investors not normally interested in
foreign fixed-interest securities, Likewise, the Belgian private
placement in the second quarter carried special incentives for U, S,
investors (see footnote, p. 5)e
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Three separate issues of the ECSC are identifiable in
Table L. U. S. investors purchased about half of the issues in the
second guarter of 1957 and the fourth quarter of 1960, and probably
took a larger share of the issue in mid-1958 ($25 million out of
$35 million, assuming that the capital outflow fram this issue is
recorded in the third quarter)., Higher U, S. participation in the
1958 issue of the ECSC is consistent with the proposition that this
participation changes with changes in capital market conditions,

On the other hand, U. S. investor participation in Belgian
issues generally appears to represent a smaller proportion of the total
than is the case for FCSC issues,13/ and thus the changes previcusly
noted in U, S. participation in foreign issues during 1957 may well
not reflect changes in credit market conditicns,

However, even considerably more extensive information on
Ue. S. participation in individual foreign bond issues would not yield
a satisfactory estimate of the extent to which the supply of U. S.
capital for foreign issues varied with changes in domestic credit
market conditions. If the supply of U. S. funds for foreign issues
is variable to a significant degree, underwriters of foreign issues
would doubtless adjust the flow of such issues in response to the
changes in market conditions; as some foreign issues were postponed,
variation in U. S. investor participation in those actually offered
would probably become less marked.

Thus, an estimate of changes in potential supply of U. S.
capital for foreign issues (the supply schedule) may ultimately have
to be inferred from actual amounts supplied in the market., As
shovn in Table 1, the supply of U. S. capital for forei gn bond
issues, other than by Canada and Israel, has risen each year since
1958 (adjusting the outflow in this year to exclude the large stock
issue) except for 1959. The lack of a rising trend in 1959 may
reflect changes in supply in response to the tighter capital markets
in that year. If so, the variation in supply was clearly of relatively
modest size,

Thus, while the available evidence may indicate that changes
in Us S, capital maerket conditions have an influence on the supply of
U. S. capital for these foreign bond issues, this conclusion is a
tentative one, and on the whole the magnitudes involved do not appear
large.

13/ U. S. investors purchased about one~-third of the Belgian issue
in the third quarter of 1957, and probably about the same proportion
of the issue in the fourth quarter of 1961 (for which the capital
outflow figures in Table L also include an Austrian private placement
of $12 million),





