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October 6, 196} Charles C. Baker

" Losts of Issue of Fixed Interest Securities in Major European Markets

-~ < The liberalization and dé%rélopment of the major Western eapital
- markets is an important prerequisite for the effective utilization of the
world!s capital resources in the face of the -growing needs for these re-
sources,

An important barrier to more extensive use of the European
markets by both resident and non-resident borrowers of long-term funds
has been the relatively high costs of ralsing these funds through
publicly offered security issues. This difference between costs in -

" New York .and Furope was perhaps the main reason for the recently enacted
Interest Equalization Tax, .

The purpose of this paper is three-fold, First, it is designed
to assemble and compare existing estimates of domestic borrower costs for
fixed interest securities in Europe. Second, these data are adjusted on
the basis of information from a variety of sources to provide tentative,
comparable estimates of the costs of long~-term funds to foreign borrowers
on these markets, And, third, these costs are compared with those incurred
by selacted foreign borrowers in New York in 1963.

Technical considerations

In order to present comparable estimates of borrower costs
among these markets, it has been.assumed that-the bonds under consideration
carry naturities of 15 years in all markets.. This figure, although not an
average maturity in the.strict sense, is fairly common, and for comparabil-
ity between markets it is a good choice for a representative maturity.

Foreign as well as damestic issues in these markets typically
contain arrangements for periodic redemption of the issue over its life.
For a gimple, uncomplicated first approximation -of comparative domestic
borrower . costs, however, the bonds have been assumed to-have an average
maturity of 15 years. - ' A

Interest costs incurred by the borrower in these markets have
been distinguished from other costs in the text. . Such an arrangement more
clearly distinguishes cost elements which arise primarily from -market,
forces ee.ge coupons and issue price discounts from' those resulting from
institutional or official strictures on the market mechanism, For purposes
-of estimating annual borrower costs of the funds received, however; all
costs in the Appendix tables have been treated as either one-time costs or
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continuing costs., All one-time costs have been assumed to be incurred.at
the time of issue, although in some instances, for exXample, redemp'bim
 premia, they are actually paid at a later point in the bond!s life; and,

- hence, ‘they are treated the same as discounts from par at time of issue.

- 8ince the estimated annual cost of funds to the borrower is computed herein
as a fixed per cent per annum, not as a variable amount, no difficulties
arise from this assumption. Continuing costs have been treated as .
additions to the coupon rate.

Costs_incurred on ,dozrie,stic issues in European markets

S In recent months three major studies of Buropean capital markets
have appeareds The first of these was prepared by the U.S. Treasury in
response to Congressional requests for more complete information about
“these markets in the light -of the Interest Equalization Tax proposal. The
other two studies were both European in origin, the first, "Credit: Cost
and Yield," having been produced by the Organization for Fconomic Coopera-
~&ion and Develapment and the second, “capi.tal Markets," by the Bank for
Intema tional Settlements.

By and large, the discussions of costs of issue contained in
these studies deal with costs for domestic borrowers; and, taken separately,
thelr estimates seem to be soundly based, Unfortmately, as Table 1 and
the detailed tables in the Appendix show, the estimates of costs of
borrowing made by these sources often differ videly.

b ’ Two possible explanations for the divergencies may be offered.
.- First, differences in the time periods covered may have resulted in some
* .variation in cost estimates. For the most part, however, it is likely
that thls would affect interest charges more than other costs, Second,
and more important, details of borrowing costs in these markets are
generally not publicly available, and. it is likely that they were largely
constructed on the basis of interviews with underwriters and other market
participants. Variation in the views of underwriters and, perhaps, a
reluctance to disclose too much about their operations may explain a good
deal of the vagueness and generality as well as the variance in the cost
estimates produced by the studies.

There are, however, a number of points of difference for which
there appears to be little satisfactory explanation, These will be
appareni’; below, but it should be made clear at the outset that problems
in constiructing definitive issue cost estimates do exist and can only be
resolved by a more comprehensive study of these markets than has heretofore




been: made. -This paper is not proposed as such a study, and this section
~1s concerned instead with developing comparable estimates for capital
costs for domestic borrowers among these markets from the three’ masdr
existing studies in order to have a basis for discussion of foreign -
borrowers' costs and, in turn, to draw tentative conclusions about future
international capltal movements., :

The data from the recent major studies of domestic issue
conditions in Furopean markets are outlined in detail in Table A-1 through
A-6 in the Appendix with the tables organized on the basis of fixed or
continuing costs for the borrowers., Table 1, however, summarizes these
. estimates on the basis of interest costs--including coupon rates, price

discounts and redemption premia--~and other costs such as taxes and under~
wrltlng fees, .

- It is clear that, with the exception of the Swiss market and to
some extent the Dutch market, interest costs on domestic bonds do not vary
greatly among the major European centers, Moreover, if coupon rates pre-
vailing at the end of the second quarter of 196l are used for the Swiss
and Dutch markets--long-term rates in other merkets having remained about
‘unchanged--raising their interest costs to L.50 and 5.50 per cent per
annum respectively, the similarity of interest charges among the European
markets is even greater,

The substantial varistions in the domestic industrial borrowerts
costs on new security issues in these markets come, therefore, not so
much from total interest charges on the issues as from institutional costs
arising from tax liabilities, underwriting fees and miscellaneous costse.
Furthermore in France and Italy, even the borrower's interest obligations
include sizeable costs other than coupon payments, which in large part.
reflect institutional problems, as distinct from market conditions, in
the two countries. .

In France, interest costs of the new security issuer are sub-
stantially increased by the prospect of large redemption premia on the
issue., According to the G.E.C.D, these costs, the largest of the domestic
borrower's fixed costs (see Table A-1), may amount to as much as 20 per
cent of par value. The same study suggests, however, that a figure of this
size-~resulting in an annual increase in costs of.about 2 per cent--is.
rare, and that i? average figure of about 90 basis points per annum is
more realistic.=

I/ 0.E.C.D., "Credit: Cost and Yield," p. 3C.
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sl The Italian market also imposes interest costs in the form of
large issue price discounts on the new issue that add considerably to the
‘borrowerts obligations. These may be as high as 10 per cent of par at
times but, as indicated in Table A-3, averagze about L~1/2 to 5 per cent
~of pare Even these smaller average discourts account for about one~half
of the borrowerts fixed costs and add approximately 50 basis points to
his interest costs, )

While technically classifisble as interest costs and therefore
suppossedly largely dependent on monetary ccnditions in the markets, both
the French redemption premia and the Italian issue discounts are more
reflections of more fundamental preblems in the two markets, For example,
~in both countries, the long history of political difficulties, after
accompanied by the erosion of security values, has had the result that
individual investors--particularly small investors--are not attracted by
long-term private bonds. Moreover, discriminatory taxes on interest and
‘restrictions on institutional investment alternatives in both centers,
all in favor of government issues, make security issues by the private
borrower even more difficult. :

The substantial variation between major markets in non-interest
costs which is shown by Table 1 does not appear to arise from large
_ differences in banking or underwriting commissions. There is some dis-
~ agreement about the size of these costs among the three major studies and }
the relative importance of such costs in total costs does vary considerably; .
however, a one-time commission cost of 2-1/2 per cent of the issue's par
“value is cited in most markets. )

Only in the French market does the banking commission for under-
writing a new issue assume major importance in the cost calculation., The
5 per cent "average and maximum" underwriting commission cited by the
0.E.C.,Ds arises primarily out of the archaic French method of personal
solicitation of prospective investors when selling a new issue, At this
rate, this commission accounts for approximately 50 basis points, on a
per annum basis, or more than 35 per cent of the borrower!s non-interest
costs in Francee. SR

In contrast to the apparent similarity of banking or underwriting
commissions in these markets for the domestic borrower, the tax liabilities
which he must incur in the various markets differ widely. These obliga-
tions generally arise in two forms, an issue tax levied at the time of the
security!s initial placing and a tax on the couponi payments made over the
life of the bond. In addition to these %wo major categories, there are
of course others, such as the annual Italian tax on the value of the out~
standing amount of the issue; but these do not account for a major portion
of the borrowers! non-interest costs in these markets,




. L in prat S, however, the 1nc~dence falls on the borrouer
who must undertake the dbllgatlon to pay the tax while, at the sam ﬁlme,
crediting the lender with the entire amount of the coupon payment.-/
tax‘“levLed,at 12 per cent of the coupon, adds approximately 60 basis
points to the borrower‘s pro-rated annual non-interest costs over the: life
of ‘the bond,

The situation in Italy is somewhat similar but the annual cost
is considerably hlgner. State taxes on the coupon, together with possible
local levies, add nearly 1-3/L per cent per annum to the borrowerts other
non-interest costsmf7 :

To summarize, domestic issue costs in most European markets:are
high because of high prevailing interest costs, with the Dutch and the.
Swiss markets as the exceptlons to this generallzatlon. The German market
with a long-term interest rate of 6 per cent is perhaps the most extreme
example of the dominance of these interest costse SO

- Over and above interest costs, however, institutional and fiscal
considerations play an important role in the borrowerts cost calculation
in a nwiber of European markets. This is particularly true in France and
Italy where non-interest charges form a substantial portion of the
borrower's total obligations,

Costs for foreign borrowers in Europe

The first section of this paper examined the costs which it is
estimated the potential European borrower would have to pay in his own
market in order to raise funds through publicly issued, fixed interest
securities, This section is concerned with those costs which the non~
resident issuer of such securities might expect in the major European markets.

57 See, U.S. Treasury, "A description and analysis of certain European -
Capital markets," Economic Policies and Practices, Paper No'3, ps 113f.,
for a fuller account of these taxes in France,

3/ See Appendix Table A-3e
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_ France —— Only two foreign’issues have been publicly placed on
nch market in recent years, by the Eurcpean vestment Bar
3, and by the Furopéan Coal and Steel Community in Jun
both with 5 per cent coupons. - It is diffievlt, therefore, to e
accurately the costs which any future non-resident borrowers

in France. There are, however, several factors about these issues 1
~may be helpful in forming a tentative estimate of prospective costs,

, A major expense for the E.I.B. bond was, apparently, the initial
‘brice discount from par of 5,50 per cent. Uith other costs unchanged
from those given by the 0.E.C. +y "Cost and Yield," this would incre
interest costs alone by slightly more than 50 points and the total a
cgstgefjﬁun§5‘towthe‘borrowerrbyrapprozimataly 65 basis points., It is
unlikely that the F.I.B. added costs of this magnitude to those incurred
by other borrowers, and three possible compensating cost reductions may
have been secured for the flotation of these bonds, . T

First, since flotations at léss than par are not’éommon»in'”'
France, it is reasonalbe ‘to suppose that the lower price on this offering
was designed to attract investor interest in lieu of the usual redemption
premia, - . ‘ s

A reduction in the banking, or underwriting, commissions on the
issue is a second- way by which the E,I,B. may have been able to bring the
fixed costs of their offering within reasonable limits. Typically banlking
and undérwriting commissions for new issues in the French market are
reduced if an issue has been especially tailored for investment by institu=-
tional investors; since the E.I.B. issue was Saken up primarily by
insurance companies, it is likely that it enjoyed such a reduction,

On the basis of the costs estimated by the 0.E.C.D. and on the
assumption that a reduction in the offering price of the bonds was
substituted for large redemption premia, the annual cost of the proceeds
of the E.I.B. issue totalled about 6.l per cent of which a little more
than 5-1/2 per cent may be attributed to interest costs. Fep each 1/2
percentage point reduction in banking commissions which may have also
~taken place the total annual cost of the funds to the borrower would have
been further decreased by about 5 basis points. For example, if these
commissions totalled 2-1/2 per cent, in line with such charges in a number
of other European markets, the annual total costs of funds would have
been approximately 6-1/8 per cent,

A third course by which borrower costs, for international
institutions at least, are lessened in France is through the exemption of
the bonds from the French withholding tax on interest income--a tax levied
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on the investor but customarily paid by the borrower-—which inereases the
ower!s costs by about L.2 per cent.per year at current tax and coupon
o Vith such a tux exemption and only modest reductions in other
s lees, banking commissions and redemption premia, the annual cost

of such an internztional issue at current rates would not,be'muchlin

excess of 6 per cent,

o Two qualifications to this relatively optimistic picture should
~be made. First, the estimates for foreign borrowing in France that have
been;gresented’refer~exclusive1yrtOvbcrrowinghby,international»iggtitg&ions;
private issues would probably incur-considerably larger costs, both.from ..
substantial underwriting costs and from greater .withholding tax oblig
tions. Second, foreign access to the French market must always take into.
account the authorization requirements of the market officials. In view
of recent policy which reserves the market almost exclusively to domestic
needs, particularly those of the central government, it is\7ot likely
that substantial non-resident borrowing will be,penmitted.k

Germany —- The long-term coupon rates are the most important
cost of funds on the German capital market for both the domestic and
foreign long-term borrower, As might be expected from the pattern of
other markets, these rates tend to be slightly higher for the non-resident
borrower, Recently issued foreign bonds in Germany indicate that, de-
pending on their credit standing and the coupon rate, non-resident o
borroweris must alsc.expect to place their issues at prices averaging about
99-1/li.per cent of par. However, on the basis of an average bond life of
15 years this represents only a 7 basis point increase in interest costs.
With an average coupon of 6 per cent, total interest costs for these
borrowers are, therefore, about 6,07 per cent per annum,

Non-interest costs for foreign and domestic industrial borrowers
in Germany do not appear to differ substantially. Largest among these
are the bank, or underwriting, cormissions of 2-1/2 per cent of par and
the securities tax levied by the Linder on these borrowers, also 2-1/2
per cent, , _ ; -

This spring the German government recommended the elimination
of the securities tax in a move to expand the activity on their long-term
capital market. If successful, this proposal could result in approximately
a 20 basis point reduction in the borrower!s annual non-interest costs.
Nevertheless, as matters stand, this tax is subject to negotiation between

I/ An inportant Factor in the admittance of both the E.I.B. and E.CeSeCe
issues wes the intention of the borrowers to disburse most of the funds
in France,




Lander and the foreign borrower, and it is likely that 2-1/2 per cent
sent;s a maximum, rather than an average, tax 1lab111ty ‘on such,lssues.
rtunately, the natural unwillingpess of the L#nder to- ‘advertise

:uch ‘reductions makes it dlfflcult to establlsh the actual cost of the
ax. e ':,:‘ .

: On the basis of the dbove considerations together with averageﬁ
prices and coupons on recent issues, a range of 6,8 to 7.5 per cent per “-
annumwould ‘be a reasonable estimate of foreign borrowing costs in Germany
The lowey figure is based on 0,E.C.D. dsta and the higher on the les o
favorable B.I.S. cost estimate for domestic borrowers, deSails of whlch
are not available,

Italy == In view of the thinness of the Italian capital market,
it seems academic to raise the question of non-resident security issues
in Italy at this time, In recent years only a limited number of Iorelgn
issues have been placed in Italy; moreover, these all represented loan
to international organizations, in contrast to issues by foreign govern=
ments or foreign private interests. Only a tentative estimate of foreign
issue costs in Italy is p0531ble, therefore; but this is still useful in
order. to place .the Italian market in perspective with the over—all
European picturee. -

From such data as are available about the terms of the inter--
national issues which have been placed in Italy'in the last few years, it
appears that interest cost for these borrowers may have been somewhat
more favorable than .Jor large domestic borrowers. For example, the last
of the international issues in Italy, by the E.C.S.C. in 1963, carried a
coupon of 5-1/2 per cent, but the issue was sold 27 97-1/2 in contrast
to an average price of 95-1/2 for Italian issues.2: Therefore, total
interest costs for the E.C.S.C. bonds, assuming an average life of 15
years, came to about 5-3/L per cent per annum against almost 6 per cent |
for domestic bonds. :

The 1nternat10na1 issues on the Italian market have been accorded
a small reduction in their non-interest costs through ekXemption from the
0e12 per cent stamp tax on the issues, And it is also likely that under-
writing commissions may have been lower for these-borrowers, but unfortun-
ately no information on such discounts is available,

5/ Cited by the O.E«C.Ds (see Appendix Table A-3).
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g Therefore, on the basis .of the OcEeCoD. estimates for domestic
1nd'}t'La1.flotatlon costs in Ttaly and the above considerations; it is
reagsongble to assume a total annual cost of funds to the forelgn, inter-
national borrower on the Italian market of about 7,25 per cente It must
be cautioned, however, that this estimate refers only to the experience
of a single 1nternatlonal issue and one in which the Italian government
and economy has a strong interest. It cannot be assumed that a flotation
by a foreign govermment or foreign industrial enterprise would enjoy the
same cost benefits, In fact, comparative foreign and domestic costs on
other markets suggest that costs for a foreign issue in the Italian -
market oy other than an international institution would probably exceed
those incurred on domestic issues,

To this qualification must be added the further consideration,
stated at the outset, that with the thinness and instability of the
Italian capital market such foreign issues are unlikely to take place
in Italy in the near fu ture, ,

Netherlands —- As is true for nearlv all European markets, access
to the Dutch capital market by either foreign or domestic borrowers is
carefully contolled by the market authorities. For the most part, the
degree of liquidity in the Dutch economy and the state of the balancetof
payments are the determining considerations in allowing such new issues
on the Netherlands! market. For example, after the heavy foreign demands
on the Duteh capital market in 1961, access to the market was greatly . '
curtailasd in 1962, and no forelgn.lssues in the Netherlands in 1963 and
in the first seven months-of 196,

Both interest and non-interest costs for non-resident issues
on the Dutch market have been substantially higher than for domestic
placements. Issue prices on foreign bonds have been generally about 98
per cent of par, in contrast to an average price for domestic issues of
99-1/2 per cent; coupon rates on non-resident bonds in 1961 and 1962 were
5-3/ to 6 per cent, while domestic securities generally carried 5 per
cent couapons. Total interest costs for foreign borrowers were therefore
about 6 to 6.2 per cent per annum, or around one per cent greater than ,
for dOMPSth borroxers. :

In adultlon to heavier interest charges, the non-resident

borrowe;r in the Netherlands pays a 2 per cent stamp tax on the new issuej;
whereas the levy on a domestic issue is only 0,75 per cent., This increase

in non-interest costs results in the addition of about 15 basis points to~
the foreign borrower'ts per annum costs; and, if other costs are assumed to

be unchanged from those incurred by a domestic placement, the increases in
interest and non-interest costs yield an estimated total per annum cost of
funds of from 6.3 to 6.5 per cent for the foreign borrower in the Netherlands,
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o Suitzerland - In addition to mgiﬁtaining strict control. over
‘access o their market by foreign borrower§, Swiss authorities alse-im-
‘pose diseriminatory costs on those nonerésident borrowers- who do gain
admittance to the market, Despite this, however,; Switzerland has remained
extremely attractive for foreign issues because of ‘the low interest costs
" which have been characteristic of the market,

Costs incurred on foreign issued fixed interest securities in
the Swiss miarket are approximately 3/l to 1 per cent per annum greater
than for domestic bonds, The difference is about equally distributed
betireen increased interest costs and other charges, the latter arising
both from higher taxes on the issue and from larger underwriting costse
In all these increases imply a total cost of funds for the foreign
borrower amounting to about 5,10 per cent per annum,

United Kingdom — In 1963, foreign borrowing in London assumed

- . significant proportions, and the London market now may be considered a

major source of long-term capital for the foreign borrower. These loans
have, for the most part, been denominated in dollars; and, as a consequence,
London has acted largely as an entrepot market, lending non-British funds
to non-British borrowers, ' )

The details of a number of the foreign issues which have been
placed in London in recent months have been published in the British
financial press. These costs are summarized in Table 2 and Appendix
Table A-7, As a result, a firmer basis can be given to an estimate of
foreign borrowing costs in the London market than has been possible for
the Continental markets, co .

By and large, coupon charges have been about 5-1/2 to:5=3/l4 per
cent per annum for non-Japanese bonds; on Japanese issues, coupon rates
have been 6 to 6-1/l per cent. As might be expected, these rates-also.
have varied with the borrower's credit standing--lower for governmental
issues and higher for industrial bonds. Total interest costs have averaged
about € per cent, again with higher costs for the Japanese,

Underwriting commissions in London have shown a good deal of
variation on the issues which have been reporteds A pattern has emerged,
however, whereby issues by central governments and municipalities appear
to have carried commission charges of about 2-1/2 per cent; industrial,
or quasi-industrial, bonds guaranteed by an official institutionm, 3 per
cent; and other loans, largely by private Japanese interests, as high as
1-2/3 per cent. When considered together with the price discounts on the
issues allowed the underwriting consortia, the total of these costs shows
significantly less variation, totalling for the most between 3-1/2 and L



: s is aveilable, "The 'Jépanése appeaf to have been m
,, affected by non-lnterest costs.

':ar ’asf%'they are affected by tax, . legal andf-' ether oy

For those, issues about wh:.ch relatively complete cost :Lnforma-

ti” . has been reported therefore, an average cost of ﬁmds 1o the. £
r in London has been about 6,7 per cent per annum, mamly r

ing the welght ‘of “the Japanese issues in the tctales Costs to Japane
borrowsrs have tended to be 'slightly more than 6.8 per cent per ‘Hnnum b
while most other foreign issuers ‘appear to have incurred. costs of on. -

bor

about 5,2 per cent,

Table 2: Borrower Costs for. Selecte

Long~term Forelgn Issues in London 2/

Total

,a/ Computed on ba51s of 15-year bond llfe.

.Source. - See Appendlx ‘I'able A-'?.

) 'fntéﬁeét Non-interest tal
| Issue Costs Costs 1 Costs

T.ReIo (Italy)- 5475 0oLk 6419
Mldkrat‘t Elec’c.m.c Gos (Denmark) 5.85 0.32 6417
.Norges Kommunalbank (I\Iorway) " 5.80 0.36 6416
Tyssefaldene (Norway) 6,05 1,00 7.05
| Tteh ( (Iapan) 6425 0.62 6487
Takeda Chemical Co. {Japan) 6,00, 0,67 6467
Teijin (Japan) | 6-25 0.55 6480
Tcyq‘Rayon (Japan) 6.25 0455 6,80




Interest Equallzation Tax. Borromers of these same or1g1nsfhaveg
res§2n51nle for almost all of this year's foreign flotations on European
markets, :

Interest costs of the funds received by these borrowefé*avé%agéd
slightly less than 5-3/ii per cent per armum, Elimination of the only
non-governmental issue, the Mitsui placing, would reduce these 1nterest
costs to about 5.6 per cent; average non-interest costs would not be »
significantly changed by this omission. o

As Appendix.Table A-8 shows, there were only slight variationsf
in underwrltlng commissions on these flotatlons. “Other" (mlscellan”" )

taxes or fees 1mposed on the 1ssuers by thelr own countrles. On avxw;f;,
these noa-interest costs accounted for about l;3 basis points in annua
costs for the foreign borrower,

Under the provisions of the Interest Equalization Tax
approximately one per cent per annum is added 2? the cost of long-term
foreign issues if purchased by U.S. residents.—/ In total, therefore,
includingz the new tax and assuming no other changes in costs; foreign
borrower costs in New York would average about 6.8 per cent,

Swmary and Conclu81ons

The above discussion has brought out several important facts
about borrower costs on long-term securities in the major Western capital
markets. Yoo

First, the two most efficient cgpital markets in Continental
Europe, the Netherlands and Switzerland, are at once the least expensive
of any Earopean markets for either domestic or foreign borrowers and two
of the most heavily restricted European markets. In contrast, both
domestic and foreign issuers in other European markets have to incur vary-
ing degrzes of restriction but relatively high issue costs, amounting to
7 per cent or more on .the Continent and from 6 to 7 per cent per annum in
London (see Table L)«

6/ The ‘tax is levied on the purchaser; however, in practice it is the
borrcwer who rmust pay the tax by offering more favorable terms to the
purchasers




In‘berest

Non-:mterest

Gosts Bosts
5,37 0.29
'COPenhagen Telephone and | .

. Telegraph | 5,58 0,47 6,05
Ca;j;y-of Copenhagen =~ - 5.5 0,10 5¢95
Government of Finland - - 6,12 0.53 6465

- Kingdom, of Norway | | S.l2 0.38 5470
ity of Oslo - - 5.7 0635 5,82

; Govemnent. of Japan | 572 0.28 6.00
Mitsul | 6.38 0.56 6450
’ -Nippdn Telephone and Telegraph 5.87 . 0656 6.3

a/ “Computed on basis of 15-year bénd 1ife, -
Source: See Appendix Table A-8, |

.Second, a significant portion of uhe borrowers?! costs in the
French and’ Ital:.an markets arises from non-interest costs; for the non-
resident issuer this is partlcularly trues Consequently, a great deal
of the high cost of borrowing in those countries appears to be the
result. of institutional forces and regulations rather than of the inter-

action of the market forces of 'supply and demand,

Third, the Interest Equalization Tax has apparently resulted in
foreign 1 aorrom.ng costs in the United States from U.S, residents that are

as high as, or higher than, those in other major 'Western markets;

With-

- out the tax, a number of markets--especially the London market for dollar
issues--would be closely competitive with the U.S. on a cost basis.
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s The.tables in this Appendix present the details-of _the cost

data which form the basis for the foregoing estimates. of domestic and
foreign borrower costs on the major Western capital markets. Seveéral
over-all comments about these tables seem advisable.

Sources -- The sources for Tables Al through A6 are three
stulies of European capital markets which have been prepared in the
past two years. They are as follows:

U.S. Treasury, "A description and analysis of
certain European capital markets," Economic
Policies and Practices, Paper No. 3. (Materials
prepared for the Joint Economic Committee,
Congress of the United States), 1964;

0.E.C.D., "Credit: Cost and Yield," CPE/WP3(63)22;

B.I.S., Capital Markets.

In the tables these three studies are referred to as U.S. Treasury,
0.E.C.D., and B.I.S., respectively.

Issue advertisements and news i.2ms from The Times (London)
and The Financial Times provide the basis for the figures in Table A7.
Where it is thought that other costs were incurred by these issuers,
but such data are not available, the total annual cost of the issue
has not been calculated.

The data in Table A8 are derived from information submitted
in prospectuses by the issuers to the Securities and Exchange Comnmission.

Cost classification -- Borrower costs in these Appendix tables
have been divided into one-~time costs and continuing costs.

The former are stated as a per cent of the nominal value
of the bond, i.e. par, and the latter as a per cent per annum. This
classification 1s different from that used in the text of the paper;
but it corresponds closely to that employed in the data sources and
is also useful in giving a clear picutre of the magnitude of the different
costs. The text classifciation of interest and non-interest charges, in
contrast, stresses the more important considerations of market versusg
institutional forces in cost determination. For purposes of cross
references, interest charges are the sum of coupon payments and the issue
price discount, with the latter pro-rated over the average life of the
bond--~assumed herein to be 15-years. Non-interest costs include all
other costs, one-time or continuing, incurred by the borrower.
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Table Al: Estimabed; ic Borpéuer
- Costs in France for Bonds of
. 1S~year Maturity

U.Ss Treasury
Cne=time coStsS « s s o ¢ o

Continuing costs . ¢ « « &
Total annual cost of funds

e o o o ¢ Ne8e )
« s ey Ne8o .
.

;;;’o‘o‘~bi’v0«o 7060-8-/

s e e

0.E.C.D. o I

0,50 = 5.

One-time costs
Bank commissions . .

[ ] L * ¢ < » ®
Prin‘bing*, etc- e o 28’0 % @ @ 0 0665‘
Redemption £6€ o+ o o ». 5% « o o 0,50,
Premium at maturity. « s ¢ ¢ « o @ 8,,6&9/ ' ,
Total 10,25 - 1L.75

Continuing costs
- Goupon | b o sr e s e s s s s e 5.00
Commission for coupon

. payment o o o 0 0o o s o s o o o 0.0?d/
- Coupon tax (124 X 5.00)e « o o o o 0.60=
Total C.67

Total anmal cost of funds , « + s » & . - 6,76 - 7.28
B.I‘S. ‘ |

dne-time COStE e o o o o ¢ o o o o o o N.as
130n‘tinuing COSES ¢ o ¢ ¢ ¢ 0 ¢ ¢ o ¢ @ N.as
Total annmual cost of furids o ¢ o« o o o ¢ o L IRCI Y ':,1:?:"6;0,2/

* *

a/ No maturity is given by the study; therefore, this total must be used
with caution in comparisicns with other costs. '~

b/ 5.00 per cent.is stated to be an average and “a maximum figure; the
smaller figure applies to issues taken up by institutions for which the

issue is especidlly “tailored. oo
g/ Premiums paid at maturity may be as high as 20 per cent according to
the 0.E.C.D.; this figure is computed from the pro-rated average
estinsated by the 0.E.C.D.
g/ The 12 per cent 'tax ‘o the coupon <is supposedly levied on the lender; ir
" practice it is paid by theé borrower. OUn foreignh bonds, the rate is
2l per cent. et - ’
Source: See discussion at beginning of Appendix.
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UeS. Treasury

One-thne eosts ; Co
Bank cammissinns » o 8 w'e’s
Securities tax .
Exchange fee (.,015% x 8) o &

Printing

Continuing costs s
Bank commnission for redémption

Total annual (;OStt Of fundSQ ‘e e e e

0.E.C.D,

OOCUQQ

,v,eth-otoo-e

Total

_qummiésion for coupon paymertt,
"Tristee fee for' collateral » .

Goupon........;;.-
Total

One-time costs

Bank commissions
- Securities tax «
Printing, etc, .

Listing fee

Commission for redemptlon
: Tota

Centinuing éosté

Coupon

>

- -

(]

1
LI
s a8
LI J

@ & 8 0

¢ @

* O a

® o o0 @

¢ ® g3 & o

1 .

® 8 @ ¢ e v 9 * o

Commission for payment of the

coupon (0,25% x 6.00) -

ﬁ'.

Trustee fee for collateral + .

. Total annmual cost of funds.

| BIS.

Onn-time costs
Continuing costs

‘ 'Q ‘e "."1.1
o ¢ & o

Total annual cost of funds

e & o
. .
» .
° )

LR 0 L

‘e 9 e o' @

. ‘iﬁ -

» o & @

v 2
o i.?
o & 0
e o 0.1
836 - 5. sa/
A4 0‘92
.o 0B,
[ ) 6000" '
8.10
. ¢ 2.50
s 250,
e o 0050
« o O, 12;
- ?12 -
oo 6.0
. L oS
0’:0 : ‘0;1"0
5:0'115‘ . .
e ® 6 e o 6.78 ’
‘e n,a,
(R n.a,
"‘". R A 7020 -~ 7 ho-/

6.66 ~ 6.68
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Contiinuing costs
(oupon o o« « « »

€ & 0 & 2 o 2 9 0 9

Exchange,fees. ® 6 o 2 8 9 6 060 0 5 o

Bond tax @ 5 % 8 B 8 v & 6 8 P 5 4 e ®

Redempticn feesSe o * » o % o 9 0 s @
Total

Totel annual cost of funds. T ¢ 5 o 9 ¢ &
OeEWCells

One-time costs
Bank commissions ¢ » « »

e o o s 0 0

Taxes on issue ® & o 5 0 ¢ 6 0 6w s @

Prinﬁing, €tCa v o 6 o ¢ ¢ o o o > e o

Iiscount from Pa'e o ¢ ¢ ¢ ¢ 5 o s o o

Commission for redemptione « o o o « o
Total

Continuing costs
Coupon ® 6 8 ¢ ¢ s 0 0 e 0 0 e e 0 e
Commission for coupon payment by banks
(Ol507 X 5.50) © o & e o e o o & o
Taxes on coupon (29% x 5.50) ¢ o o o s
Bond tax « « o o s & ¢ 5 4 0 * & 0 s @
Total

Total annual cost of fundse o ¢ o o o «
BeIleSe

One~time costs
Bank commissions .

® o 5 06 0 6 0 0 8 @

Printing, €1Ce o ¢ ¢« ¢ ¢ 6 0 0 s 2 & o

Stamp taXe ¢« ¢ o ¢ 6 0 o o * o s 8 0 o

Discount from PEr'e o« ¢ ¢ 2 ¢ ¢ o ¢ & &
Total

*® & & 0@

¢ & » » 0

u i
=z 29103
“57ri§J

4« & & o

® ® & e 0

o & & @ o

b/

- 10,12

5450
‘g% _/

Os

0.25 ¢/

E,ZE

oo e oo Ts02=T.37

1,50 - 2,50 f/
0.12
0.30
4450
0.25
6067 - 7c67

5450

.03 4a/

0 50‘%%
7.63

e oo 6008 Co 8140~ Ce Bm

2450
0.50
0.12

]




: ) eV
> “SEervic o e ¥ e
'Taxes on mte est (31 0% x 5.50) s 6w o
Eond tax o » M. . e . e v o e e ‘s e 0.50:':/
TO’bﬂl 7 o?E

Tﬁtal annual cost of fundse « .o ¢ s o 5 s W b e & ”v‘. .- “G a'” Qo 8168

LA

a/ stlmated"from f:.gure in B..I.S. study since no exact: flgure given
in Treasury study. - ‘

b/ Tax on bonds in circulat:.on. ,

e/ Estimated on. O.E.G.D., "Gost and Yield“ data, since Treasury
mentionsthe fee but does not give an amount.

d/ Charge is 0.50%,*‘of the coupons = - SR

e/ State taxes amount to 26% on the coupon, local ‘taxes make up the
 Yemaining 5%. :

i‘/ This includes a 1% fee for guaranteelng sale of the issue. OsE«C.Ds
savs 2450 is a maximum for these commissions. ‘

g/ State taxes of 26% on the coupon and local taxes estimated at 3%



Table A«li: Estimated Domestie Borrower =~ =

3

q 5

'ch‘s Treasury % B8 e 9 w-8s

U.E.sz’a e o o o - " e s 6 o

BeloSe

One-time costs ‘
Discount for underwmters
Brokers commissions ¢ « o

Stamp taX o o o s » o s »

Miscellaneous costs o « »

Continuing costs
Coupone « s ¢ o o v o o o

Totel annual cost of f‘uéda .

' ® P W

& 8 0 9

(Avg. ) .

e & o »

& & ¢

o e o @

LI S I )

;B e e 8

Nsl8y -

Nlede

L.50 - 5,00

* ®» ¢ » o & o0

Costs :m~ the ,Ne’bherlanda for Bands of 15—veaxz &aturitg

Sulli = 8450




Table 3"5' | @stmated Domestm Borrm:er

UeSe T‘r@éasary _e_t/

One~time costs
Underwritin and other commissions « ¢« s e s 350
“(}ther” (ap‘per')c s s .. » . '3»90 :
L Tﬁtal . . . el ‘

,so v

e ‘. .ﬂ. ,h.a9

[J
[ ]
. @
‘

Contiinuing- costs
Coupcn.¢...--.......-.--.-

- Total

1L
.
»

Total annual cost of fundse o « » BB A
G‘E7.G'0Dm g - . . . . L e

One-i;ime costs

Bank commissions ¢« « o o o o 5 5 o o L K I A 2,25 - 2,50
TaXeSe e o o s 6 e o s n o o s 60 ¢ o AN ) 0t6h
Pa‘inting, 8tCe o ¢ o o & LI I I R N T S Y Ooho
: Redempfﬁ.m fee e e e e e e . s ¢ o 8 o 8 e 0025
Total 35k - 3279 .
Continuing costs :
Ccmpon.......-...-...c...__. Ehw,»
Commission to banks for payment of coupolle o o ... . . :
* & & 0'02

(.5%1:1“%%}....'-0....'0"
, Total L.02

Total annual VCOSt of funds. % o s 2 0080000 0.0.0.0 0 hcjs - h037

BeluSe
One-time coOStSs ¢« o o = ‘o PRI PO s ¢ s DNede
Gontinuing COStSe ¢« ¢ o ¢ ¢ 5 s o ™ s« o o ¢ o o N3, ‘ _ ]
Total annual cost of funds. ¢ ¢ « . ® & s 0 0.0 8 v s 08 e h.252/

a/ All, except coupon, based on discussn.on of fcreign issues; therefore
These may be too high as cost estimates. for domestic bonds.

b/ Foreign coupons are about L.50 per cent,

¢/ Wo maturity is given for this figure; nor is it clear if it is as
a per cent of the issue's proceeds,



Table A=6: - Estimated Domestic Borrower. Costs

7 in the Un

UsSe Treasury a/
One~time costs ‘bf -

Underwriterts: cwm:isszon

Erokerts commissione o
Sﬁamp taXe o o o .« s 0
Fl‘intﬁng, etcn e & o

Continuing costs ¢ s/

Gaupdn o0 '6's o v &
Registzy fee o o« o o
Trustee fee, ¢ ¢ ¢ «

. & 9

Total anntal cost of funds..

-

QCEQG‘BI ‘ ‘! ¢ & o @ o ¢ o @

L 3
*
L]

LY

* I lS‘t
One-i;ime costs

Tetxes‘.¢¢4.¢a¢
0’1.her. * 4 4 b om0 w

Cont:numg costs

L
L 4

C'Ciupﬁnoootinaas

Total annual cost of funds

N ¥ - .

-

e e m e

.
-

» e 0
*

v e s
” s 8

& & o9

.

. Total

k

-

9 5 @

3/ Tigres 2l to registered boqu. LT

s 5 0
» * 89
* & &
" 9 8

ted Kirgg_gm for_ Bends of 15- car Matu

.
e o 550
« o« 0,03
. » 0‘01
¥ .
. " vew @ §t79
o ®s’e o & DNels
P ng - 2‘00
‘ olD = U
o o 550 d/
50
s a8 0 ,.5.72 i 5095

b/ Bearer bonds would carry a 2% tax, but no stamp tax.

¢/ Bearer bonds would have only a coupon fee' as far é'é*i:é ‘known,

38/ The Treasury figure is used,
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