





-7~ U. S. Portfolio Investments
the Bank will either finance directly or, prefersbly, will guarantee ¢
‘mercial bank financing of exports of capital equipment under a credit
This program is relatively new, and through October there had been only
four very small payments to exporters, all by commercial banks under
guarentee. Allocations under these lines have been mogtly for exports to
Iatin American countries, to Jepan,and to Spain. |

4 Operations in participation with others--In addition to guaranteed
Qdisbursements, theré nas recently been & very small amount of unguaranteed
participations by banks in Exim lcans and larger smounts in IBRD lowns.
Since these participations are not guaranteed, they indicate scme increase
in willingness to take foreign risks; the commercial banks' risk is
lessened, of course, by the interest of the IBRD or Exim and, hence; by
the foreign country's reluctance to impair its credit standing with those
two institutions.

Participations with the Export-Import Bank (unguaranteed) had
been moderately lerge in the earlier post-war years, when banks tock part
of reconstruction lcens to Belgium and the Netherlands, and it is expected
that they will again become scmewhat more active. 1In addition to other
reasons, payment of a guarantee ccmmission to the Bank may appear unneces-
sary if the willingness and cagpacity of foreign borroivers to repay promptly
becomes clear as ccmmercial banks' experience in foreign longer-term lend-
ing brondens. These banks may then tend more toward unguaranteed partici-
pations rather than to guaranteed disbursements. ‘

Comrercial banks have been more active in participations with the
International Bank. As shown in Table 3, commercial banks have made in-
creased purchases of the early maturities of International Bank loans;
these have been without IBRD guarantee, although they are guaranteed oy
the foreign government.

Although the activities of United States banks that have been
described are not usually considered as developments in capital markets,
since the lending is not of a sufficiently long term, these activiiies are
nevertheless an important aspect of the reviving interest in foreign in-
vestments. They indicate, though in a tentative and modest way, a willing-
ness to take foreign risks and are, thus, signs that the excessive caution
toward foreign lending and investing, instilled ty the memory of the broad-
scale defaults of the 1930's, is being modified. This gradual change in
attitude--also seen in the recent increase in activity in foreign dollar
bonds and equities--is a reflection, among other things, of the increasing
freedom of trade and payments in the world economy, the incressed con-
sciousness abroad of the need to control inflation, and quite probably, of
the lending program of the Internaticnal Benk. The IBRD, for example, has
not made loans unless a country hes undertaken to settle its defaulted
obligations, and the Bank has alsc activelyattempted to interest private
investors in foreign lending.
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TForeign dollar bond market

‘ In late 1954 Australia and Belgium "broke the ice” in the foreign
dollar bond market by floating issues of $25 and $30 million, respectively,
in this market, followed Ly a Norwegian issue of $15 million during the
first helf of 1956. Sovth Africa floated a $25 million issue in Deceidber
of this year, and otker foreign issues are expected.

The Belgien and Norwegian issues were in conjunction with simulta-
neous dollar loans from the International Bank, Belgium receiving $20 mil-
lion and Norway $25 million frcm the Bank, while the South Africean loan
was accompanied by a loen in sterling from the IBRD. 1/ The public offering
was of intermediate maturities in all cases (from three to ten years),
while the IBRD loans were at longer term. A spokesman for the underwriting
firm in the Belgian loan stated that the possibility of successful public
participation did not become real until the IBRD indicated it would take
the longer maturity. 2/

Although issued publicly in the United States, a large part of
the Belgian and Norwegian issues were taken by foreigners, $13 million of
the former and $6 million of the latter. This--together with the desire
for IBRD participation and the shorter maturities of the public issues, con-
sidered in conjunction with the good reputation of the borrowing countries--
indicates that United States market for foreign bonds is still rather thin
end cautious. The $25 million Australian issue, which matures in fifteen
years, also was taken to the extent of $11 million by foreigners..

These developments, along with other similar ones that are ex-
pected, signify some broadening of the market for foreign bonds, although
dealings in Canedian dollar bonds still dominate the merket. Compsred with
the five years 1924 through 1928, when new foreign bcnd flotations in tha
United States were at a peak, averaging $940 million per year, the present
market (including Canadian issues) is quite small, new issues averaging
about $300 million a year during the past five years. Excluding Canadian
issues, the comparison of the two periods would show an even greater dis-
parity, since bonds of Latin American and European countries were relatively
much more iumportunt in the earlier period. As yet, there have been few
signs of any significant interest in new icsues of Latin American dollar
bonds, although there recently was a small Cuban flotation.

The wider interest in foreign dollar bonds is alsc indicated by
the rising price of old issues. 1In general, there hes been increasing de-
mand for these 1ssues, and an index of their prices was, by mid-1955, at

A

1/ These purchases of new public bond issues of foreign countries, though a
parallel operation with the IERD, are apart from purchases by commercial
banks ocut of the IBRD's portfolio, which were discussed in the previous
section.

2/ Journal of Commerce, Dec. 15, 1954, p.6.
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the highest level since 1931, largely because of the rise in price of
German issues. l/ Cutstanding Latin American bonds, mostly issued in the
1920's, also rose in price during the first half of 1955.

«Mﬁ?&ﬁ#/ﬁeVelqgments in the purchase of foreign equities

The greater interest in forelgn equity securities has been ac-
companied by two developments in the market. First, a number of invest-
ment funds have been formed for the purpose of investing in cutstanding
and new foreign securities, and, secondly, U.S. banks, by the increased
use of so-called depositary receipts, have made arrangements to facilitate
trading in foreign securities.

During 1954, a number of United States-owned investment funds
were incorporated in Canada, with paid-up capital totaling $100 miliion, for
the purpose of investing in other foreign countries. g/ In October 1955,
formation of the Transoceanic Develcpment Corp., Ltd., was announced; it
was incorporated in Canada with a paid-in capital of $5 million, more than
half byUnited States participants, lergely investment houses, and the re-
mainder by European and Canadian institutions. The corporation's purpose
is to acquire equity securities in foreign countries other than Canada, and
it will also prcmote, finance, and develop new enterprises. Other interna-
tional investment corpcrations have been anncunced in the past months,
mostly incorporated in either Canada cr Pansana.

Tax advantage apparently is the primary reason for incorporating
in Canada. Under Canadian law a company incorporated for the purpose of
doing foreign business is exempt from Canadisn corporate taxes, although
dividends distributed to nonresident shareholders are subject to withhold-
ing tax.

Investment companies incorporated in the United States that
qualify as regulated investment companies within the meaning of the Internal
Revenue Code--and companies providing venture capital may qualify under
certain conditions--also are exempt from corporate taxes, provided they
distribute at least ninety per cent of earnings. Under a new tax provision,
if more than half of these companies' assets consist of foreign securities,
foreign withholding taxes on their investments may be passed on to share-
holders as & Federal tex credit. International Investors, Inc., whose
orgenization was announced in the late summer of 1955, was said to be the
first company to qualify under these provisions. 3/

;/ Journal of Commerce, June 13, 1955, p.2.

2/ 8. Pizer and F. Cutler, op.cit.p.ll. The capital of these funds is shown
in the U.S. balance of payments as direct investments in Canada; thus, al-
though actusally outflows of U.S. portfoliio cepital to foreign countries
other than Cenads, they are not entered as such in the balance of payments.

i/ Journal of Commerce, Aug. 23, 1955, p.8.
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Mutual funds are one method of increasing the participation of

- individual investors in foreign securities. Meny investors, however, pre-
- Ter to deal directly in these securities. With the rapid increase of for-

‘eignﬁéqaity'dealings in 1954 and 1955, banks began to issue so-called

Americen depositary receipts for stocks of internationally known companies,
largely British, Dutch, and German. The Irving Trust, wbich began to
issue theze receipts last sumner, and the Guaranty Trust, which had been
issuing them for some years, are the most active banks providing this
service. These receipts, which note that the stock is on deposit abroad
at elther the bank's branch or a correspondent, meke the collection of
dividends and dealings in foreign shares easier for United States in-
vestors; they may be bought and sold by investors in the United States
without the need for overseas transactions.

As has been mentioned, most dealings in outstanding eguity secu-
rities are in those of Canadian and Western European countries. This is
the cese with individual investors and apparently is also true of invest-
ment funds, though perhaps to & lesser extent. One investment fund, Inter-
American Cepital Corp., has recently been set up to invest in new and exist-
ing securities of Latin American enterprises; the Transoceanic Development
Corp. intends to invest in the British Commonwealth and elsewhere; and
others may be willing eventuslly to diversify their portfolios to include
investments in the less developed countries of the world, as these countries
grow and establish functioning capital markets.

Conclusions

A brcadening of market facilities for foreign investments has
naturally accompanied the recent growth and widening of United States de-
mands for foreign investments. As noted, there have been larger net pur-
chases of foreign equities, wider interest in foreign dollar bonds, in-
creased or new forms of participation with the Internatioral Bank and Ex-
port-Import Bank, and provision of medium-term foreign financing facilities,
all forms of investment that had not been of significance in previous post-~
war years.

These developments lead toward an increased flow of portfolio
capital for economic development abroad; this flow, however, has not yet
been directed to the underdeveloped countries of the world to any large
extent. Egquity securities purchased either by individuals or by investment
funds have largely been of companies in Western European countries (primari-
ly Britain, Germany, and the Netherlands) or in Canada; investment companies
have been set up to make investments elsewhere, however, so that the flow
of funds to urderdeveloped countries is likely, in the future, to increase
to some extent. Also, there has as yet been no important flotation of,
and very little interest in, new Latin American dollar bond issues, or, for
that matter, in issues of other underdeveloped countries. However, this
has to some extent been substituted for by purchases of the IBRD's own
issues, these funds in turn being loaned for development projects in under-
developed countries; by purchases out of the IBRD's portfolio; and by
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t4ﬁyg£«medium~tezm finsncing facilities by the Expcrt-lmpart'Baﬁkignﬁ
iﬁétiﬁutieﬁslfor the export of capital equipment.

In general, the slowly growing interest asmong American investors

0! 0310 invesiments abroad may be expected to continue so long es

vorld economy maintains its present relative stability. The mod1fica«

 of restrictions on foreign investments by institutional investors in

ootk 'ceantry, particularly insurance companies, would probably contr*bute

 further to this growth of interest. Also, the willingness to invest abroad.

and the direction of this investment, would grow and change with further
moves toward freedom of trade and peyments and ss the underdeveloped
countries, in their process of growth, establish functioning capital mar-
kets and become more attractive places for foreign investments.
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Growth in Foreign Private Porifolio
Investrent in the United States

Nancy J. Smith

In recent years, the greater availability of dollars to
foreipgn countries and relaxation of restrictions on use of dollar
exchange have been accompanied by a tendency on the part of foreign
private institutions and individuals to use increasing amounts of
dollar funds for long-term investment in the United States. These
funds have been directed, for the most part, to purchases of U. S.
stocks and bonds, termed portfolio investment, 1/ Foreign direct
investments in U. S. enterprises, i.e., investments which involve
an important voice in manapgement, on the other hand, have remained
at a fairly constent level, and much of this investment has been
made out of undistributed earnings of the enterprises, The trend
of private portfolio investment in the United States throughout the
postwar period, together with certain other related information
which may be useful in appraising the domestic and international
significance of such investment, will be presented in this paper. g/

In 1950, there was net private foreign investment in U. S.
long~term securities for the first time in the postwar period. 1In
the early postwar years, foreign sales of such securities had been
considerably in excess of purchases, but there have been net pur-
chases each year since 1950. Yearly net purchases of corporate
securities by private foreigners since that date are shown in Table I,
but no similar statistics are available for net purchases of U. S.
Government bonds and notes. It is believed, however, that such net
investment has been negligible during the period under review, most
transactions in long-term U. S. Government securities having been
for foreign official institutions,

1/ 1In this paper, portfolio investment relates to purchases of

T securities with maturities of more than one year by foreign
private institutions and individuals. Private direct invest-
ments and acquisitions of short-term securities and credit
paper, and all investments of foreign official institutions
are not included in this category.

2/ Some of the statistical data in this article brings up to date
~  that which appeared in an article by the same author dated
March 1, 1955: "Foreign Investment in U. S. Corporate Stocks."
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. Table I
Net Purchases of U.S. Corporate Securities,
1950-1955
(In nillions of dollars)

Year Total | Stocks | Bonds
1950 2 3 - 1
1951 98 120 - 22
1952 13 1 12
1953 50 35 15
195k Uy 135 6
1955 Y/ 213 208 8

I/ Fnnual rate based on J—months' transactions.

,Qgpiggivflgws and stock market activity in the United States

Recent portfolio investment has been principally in U. S.
corporate stocks, and discussion in this paper will be centered on
this type of investment, Since 1952, there have been increasing
net capital flows to the United States through stock transactions,

Table IT
Net Foreign Purchases or Sales (=) of Domestic Stocks,
Monthly - 1951-1955 1/
(In millions of dollars)

1951 1952 1953 1954 1955
January 3 10 18 1 31
February 5 -1l 13 - L 7
March 9 - 2 1 12
April 1 - -6 16 6
May 10 -9 -7 16 8
June 3 -1 L 13 20
July L 6 n 15 31
August 9 5 I — 17
September 23 -19 10 15 22
October 28 3 5 2 N.a.
November — 10 5 L0 N.3.
December 12 7 3 20 N, 4,

Year 120 1 55 135 205 2/

n.a, Not available

' 1/ Based on monthly statistics of foreign transactions in U. S.
=  and foreign securities, as reported by U. S. brokers and dealers.
2/ Annual rate based on 9-months! transactions.



v in the precedir

. ig table, and foreign net purchases reached
in November 1954, ‘ i

~ Since the latter part of 195k, concern has been expressed
om time to time about the possible influense of foreign activi
' ~all stock market prices., Such influevice might be measure
mining the percentage of roreign net pv.rchases or gross tran
ons for foreigners to total trading on t . stock exchanges.
>ince most foreign-held stocks are listed cn the New York Stock
E}_cchange, total trading on this exchange s<ems a reasonable basis
for comparison. In two months of 1951 an. §n November 195L, for-
elgn net purchases amounted to as much as 1, 5 per cent of the value
9£ stocks traded on the Exchange, but, on tt 2 average, the figure
s even lower, around .6 per cent, as shown in Table IIT. Also,

Table IIT
Harket Value of Transactions in U. S, Stocks =——
Percentage of Foreign to Total A ctivity L
(In millions of dollars )

T e e

' Per ceat .
Total Net net foreig Gross transactions
trans- | foreign [purchases |~ '
actions |purchases [to total Total Foreign
. , ! transactions
Calendar years:
1951 18,212 120 o7 35,L2k 1,360
1952 14,761 1 - 23,522 1,299
1953 14,248 55 ol 2i,L96 1,123
1954 2k ,262 135 ) Lt 52h 2,095
1955 2/ 33,817 205 .6 67 ,63L 3,069
Selected periods: ,
1951-September 1,LL5 23 1.6 2890 118 L.l
October 1,71k 28 1.6 3, L28 139 L.1
195h-November 2,577 L0 1.6 5,150 22 L7
1955-Jan.~lar.3/ 3,261 17 .5 6,.322 267 L.l
Apr.-Juned/ 2,611 11 W 5,:322 247 L.7
July-Sept.3/ 2,582 23 .9 5.1.6) 253 L9

}._/ Transactions on the New York Stock Exchange are used to represent total actlnty
for this comparison since it has been estimated that over 80 per cent of for- '
eign~held stocks are listed on this exchange. 'thile <the absolute percentages

may be a little high on the basis of such a calculati on, the trend should be
representative,

48 Annual rate based on 9-months' transactions.
- " Monthly average,
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’ﬁ;spite of the fact that the dollar value of gross transactions for
reigners has been considerably higher each year (an increase cf

85 per cent in 1954 over 1953, and a further LS per cent in 1955),

all foreign transactions have steadily accounted for no more than

-5 per cent of the total value of purchases and sales on the Exchange’

for any month or year. Thus, the rise in value of foreign trans-
actions merely shows an increase in the turnover of foreign-held
American shares somewhat parallel to the increase that occurred in
total turnover on U. S. exchanges.

Share of stock holdings in foreign countries' dollar assets

Although the dollar value of foreign transactions in U. S.
equities has not yet reached sufficient propertions to make such
transactions especially significant from the U. S. viewpoint, from
the standpoint of the foreign countries themselves, holdings of
U. 5. stocks have become an important component of their over-all
dollar assets. At the end of 195k, the value of U. S. equity hold-
ings by foreigners was estimated at $5 billion, more than all pri-
vate short~term dollar holdings of foreigners ({h.4 billion), and
almost one~fifth of their total (official and private) gold reserves
and dollar holdings. }/ In the first nine months of 1955, the value
of equity holdings rose by an estimated $l.2 billion, while gold and
dollar holdings were increased by $l.4 billion.

Table IV
Estimated Changes in Foreign Holdings of Dcmestic Stocks,
December 13945 - September 1955
(Market values; millions of dollars)

——

Sources: 1945-1953 - U.S. Department of Commerce, Fcreign Commerce Weekly;

. Increase or decrease Hbldiﬁgs

Period Bffect of net | Effect of at end of
Total transactions price change periqﬂ
1945 2,760
1946 - 19L9 - 520 ~379 - 1 2,240
1550 - 1953 1,160 179 981 3,400
195k 1,60k 135 1,L69 5,70k
1955 - Jan.-Sept. 1,171 153 1,018 6,175
Total - 19L6-Sept.1955 3,415 88 3,327 6,175

August 16, 195h, p. 17;

1954 - Dept. of Commerce, Survey of Current Business, August 1955, p. 193

1955 - Federal Reserve estimate.

1/ Estimated gold reserves and dollar holdings include somewhat more
than {1 billion which represents reported foreign holdings
(official and private) of U. S. Government securities with
maturities of more than one year.
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: : amoun’ billzon, and actua}.
: _sesfto less than«,: $100 million,

Counfﬂ distribution

, : “hile there has been such growth in total fcrelgn ‘ho
of U. S. ‘stocks, relat::.va}.y few countries have parti c:.pated ir
increase. Most net purchases of our stocks by foreigners in 1!
‘and 1955 came from the United Kingdom and Switzerland, end by
September 30, 1955, over two-thirds of the total outstanding were

Table V
Estimated Foreign Holdings of Domestic Stocks,
by Area or Country
(In mllions of dollars)

| , ' uiid-year - Year—end Sépi.
Area or gountry 193? | , 19{@ ,4 A‘Tl? g 1955
Belgium n.a. 62 68 200
France 237 193 57 200
Netherlands 56L L30 312 575
Switzerland 588 505 522 1,750
United Kingdom h82 1118 L50 1,h25

Other Europe L 602/ 138 139 350
Total Europe 3,031 1,7L6 1,548 44,500
Canada 600 160 L80 1,050
Latin America L2 174 173 L75
Rest of world 137 60 39 1’50
Total 3,810 2,LL0O 2,240 6,175

n.a. Not available.
1/ 1Includes dependencies.
2/ 1Includes Belgium.
Source: 1937, 19L6, 1949, - U, S. Department of Commerce, Foreign
. Commerce Weekly, August 16, 1954, pp. 17-18.
v Federal Reserve estimate.
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held by residents of these two countries and Canada. 1/ Table V
i V'Qfﬁgps’a basis for comparing current holdings -- total and for in-
l!;« dividual countries -- with one prewar and two earlier postwar dates
v == mid-1937, before net liquidation of holdings began; 1946, the
beginning of the postwar period; and 19L9, the latest year when
average stock prices approximated the prewar level,

B These estimates indicate that bztween 1937 and 1949,
British holdings were reduced by over $1 billion and the holdings
of almost all countries declined somewhat. Since 1919, the hold~
ings of all countries shown in the table except the United Kingdom
and France have been rebuilt to above the prewar level, and the
Uni?ed Kingdom has regained almost all of its losses in the earlier
period. In most cases increases in value represent net purchases
and appreciation over the period. However, the dollar value of the
hgldings of a few countries -- Canada and the Hetherlends, in par-
ticular -~ has increased by less than the average appreciation, as
there have been fairly consistent net sales of stocks by these
countries over the period.

Recent developments in international markets

Along with the increased volume of foreign stock trans-
actions in this country, there have also beea developments outside
the United States indicative of greater potential interest in U. S,
securities. American sellers have increased their efforts to mar-
ket stocks in Europe, particularly in Zurich, London, and Amsterdam.
American brokerage firms are establishing additional offices, in
some cases, such as in Zurich, where no American firm has previocusly
been located. They have also been instrumental in adding stocks of
many companies and of a number of mutual funds to the listings of
the European exchanges,

To facilitate sales abroad, the American seller is now
offering European investors a type of paper which is commonly used
in some of these countries in connection with certain domestic
transactions, called a "bearer deposit receipt." This is a market-
able coupon-type certificate issued against securities on deposit
in the United States. Thsse certificates are attractive to foreign
investors not only because they are already familiar with the

1/ It should be noted that the distribution of holdings by country
is based on reports of transactions for foreigners. In such re-
ports, transactions are listed on the basis of the country of the
dealer effecting the transactions, although the dealer may be act-
ing on behalf of individuals from countries other than his own.
This might be true, for instance, with respect to dealers in the

' United Kingdom and Switzerland.
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earer deposit receipt and use of the receipt will shorten the tim
uired to execute transactions, but also becsuse they presumabl
- may offer the holder a possibility of tax avoidance. : E

i ffééﬁéﬁéﬁz

ey In the postwar period, net foreign private portfolio i
vestment in the United States is a recent development, concentrat
in four years 1951, 1953, 195h, and 1955. This net investment ha
‘been almost entirely in U. S. corporate stocks. From the domesti
standpoint, it appears that foreign transactions have had little,
if any, influence on rising stoclk market prices, and capital flows
from stock purchases have assumed a minor role in the over-all .
‘composition of the U. S, balance of payments.

On the other hand, the international aspects of this in-
vestment activity appear to be of more significance, Foreign coun
tries have already shown an inclination toward the release of dol
lar holdings for private investment. Through net transactions a
appreciation, mainly the latter, the value of their U, S. stock
holdings has been increased by over $3.h billion in the postwar
period, and the total is now estimated at about 6.2 billion.
Yearly additions to the value of equity holdings are approaching
the high amount of additions to foreign gold and liquid dollar ho
ings. Continuation of accumulations of foreign private dollar b
ances, together with added inducement to invest through new insti-
tutional arrangements to expand markets for U, S. securities abroa
contribute to expectation of a significant increase in the poten-
tial future flow of foreign investment funds to the United States.
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