




















Stock ",M;éi'kefc»

Developments in Selected Countries

Street, where stock prlces advanced by’gﬁﬂgwgb pet cent from end Ju
¥y 22, 1964. However, there have been some major developments in
arkets in recent months which have been independent of New York. F
te end of 1963, the market had recovered from the losses sustalne,~
‘when the proposed U.S. interest equalization tax was announced.

Furthermore the Canadian market has been bouyed in recent weeks by
Texas Gulf Sulphur's announcement of a major copper—21nc-s1lver discovery near
Timmins, Ontario. From the end of 1963 to May 22, 1964, the Dominion Bureau
of Statistics industrial stock index rose by 15 per cent as compared with a
9 per cent rise in the U.S. Standard and Poor's 425 industrials index.

United Kingdom. Stock prices have remained below end-1963 1evels, ’
in the United Kingdom this year, but had advanced sharply during 1963. At vear
end they were .over 20 per. cent above the low reached on January 28y 1963,

This recovery of stock prices coincided with the revival of economic act*»z-y
from an 18-month period of recession and a sharp rise in business profits.
(See Table 2.)

Since the beginning of this year, the London market has been vulner-
able to political and economic shocks. Stock prices have fluctuated erratically
in response to current business and political developments. Between January 3
and 24, stock prices fell by 7 per cent, mainly in reaction to a strike in a
major steel plant and to the statement by Labour Party leader Harold Wilson
that a new Labour Government would extend the capital gains tax and would tax
distributed corporate profits at a higher rate than undistributed profits.

From early February until April 15, the market was dull: the
February 27 Bank rate increase from 4 per cent to 5 per cent signalled an
attempt by the authorities to slow down the rapid increase of domestic demand.
But on April 15, when the budget was presented to Parliament, stock prices
returned to their early January levels. This was partly because taxes were
increased by less than had been anticipated. The announcement on April 9
that the general election would be held in the autumn also helped to firm the
market. Early in May, however, prices fell as a result of profit-taking,

Switzerland. Stock prices in Switzerland have been falling gradaally
since mid-September 1963. Governmental measures to reduce the rate of demestic
expansion was a major factor in this trend. In addition, a flood of new bend
issues on the market and a rise in bond yields are thought to have absorbed
funds which otherwise might have been used to pruchase stocks. The bond market
has been particularly active because Swiss corporations have been trying to
avoid the effects of the credit squeeze through new bond offerings. The fall
in stock prices since the end of March has reflected restrictions on foreign
purchases of Swiss assets.

Common Market countries. Despite the pick-up in business activity
in these countries during the course of 1963, prices of industrial stocks have
been declining in many of the Common Market countries. 1In part, weakness in
the stock market has reflected the market reaction either to steps taken by the
financial authorities to restrict domestic spending or the expectation that such
measures will have to be applied in the near future.
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In Ital:

- In] » both political and ecoromic developments have been
‘responsible for the continuing weakness in stock prices. Last year, capital
wﬁy ht sssociated with opposition to some of the economic measures taken by
the Center-Left coalition government, with the political instability which
~prevailed throughout 1963, and with a profit squeeze, contributed to diffi-
culties in the stock exchange, By mid-1963 adverse balance of payments
developments may have added to uneasiness about stock values.

This year, continuing préssure on corporate profits exerted by the
continued rapid rise in wage rates, together with very tight money conditions,
have combined to depress stock prices. The financial difficulties of such
well-known firms as Olivetti and Montecatini (the latter decided early in
1964 not to pay a dividend) dramatized the adverse turn in business conditions.

In France, stock prices have been falling since April 1961 with
intermittent but short-lived rallies. From April 1961 to the end of 1962,
values fell by 37 per cent and from early 1963 to May 1964 by 7 per cent.
Probably the main depressive influence on stock pPrices in recent months nas
been the stabilization plan introduced in September 1963. The market was
further weakened last December by the financial difficulties of Machines Bull,
a large clectronics firm. Market values fluctuated during 1964 but were
8 per cent lower on May 22 than they were at the end of 1963,

In spite of the current pessimistic state of the market, some
observers look for a sharp recovery. For example, Model, Roland, and Co. .
write: ‘

Francq's current economic difficulties may well have been
overdiscounted by the severe declines which have occurred. ..,
among many leading shares. Given some favorable corporate

news and some market response to official comments about the

lack of substance behind the mass of rumors and paucity of

factual reports, a sharp recovery could well materialize. 1/

In Germany, stock prices fell by 5.5 per cent from the end of March
to May 22, interrupting the rising trend which has generally prevailed since
October 1962. At no point in this recovery, however, have stock values come
close to the August 1960 post-war high. (See Table 1.) The favorable
business outlook for 1964, the very large inflow of foreign funds, and a
shift of German money from bonds to stocks contributed to the rises in stock
prices in 1963 and early 1964.

Market conditions changed abruptly in March, and prices have fallen
since then, The proposed 25 per cent withholding tax on foreign interest
earnings :rom German bonds has apparently made foréigners cautious about
investments in Germany in general; perhaps they foresee the possibility of
some further governmental action affecting equity investment,

1/ Model, Roland, and Co., Monthly Notes on Foreign Investments, March 1964,

p. 8.
| 4




-9 - Stock Markets Abroad

The only country among the six in which stock prices have risen
despite firm stabilization measures taken by the Government has been the
Ne&hgrlan§§. Between the end of 1963 and May 22 Dutch industrial stock
prices rose by 3 per cent. This market is currently bouyed by favorable
corporate returns for the first quarter of 1964. In addition, demand has
been strong for stocks of international companies; the index for these
companies rose by 26 per cent from December 1963 to April 17.

The market for domestic stocks weakened last autumn, when substantial
general wage increases were granted. At the same time, the Dutch Government
attempted to secure reduction in prices of some key manufactured goods, thus
squeezing corporate profits, However, the market recovered in December.

There was only a mild reaction to the Government's announcement of measures to
curb domestic demand--private fixed capital formation in particular.

Japan is another country where stock prices have been on a declining
trend for over two years. In the first five months of 1964, stock prices were
fluctuating at values about one-third below the July 1961 peak., (See Table 1.)
Since last autumn, the market has been depressed by the introduction of
restrictive monetary measures aimed at correcting a serious balance of payments
deficit,

Stock prices rallied in January, mainly because a widely antici-
pated increase in the Bank of Japan discount rate did not materialize. The
market was also bouyed by the news that a stock issue by a major investment
trust was successful and that a "securities company' had been formed by the
four major brokerage firms with the intention of "stabilizing the market."

This boomlet was short-1lived, however, as continued pressure on the
yen in foreign exchange markets forced the Bank of Japan to place a ceiling
on new bank credit, While the discount rate increase of 73 basis points to
6.57 per cent did not take place until March 18, the stock market had fallen
in anticipation of this move. Trading was slow until mid-May, when prices
rallied following a report of an improvement in the trade balance.





