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The upward trend of interest rates and the increased tightness of the .

:;Dﬁtch_capital market was well illustrated on the occasion of the new State loan

 in July. Despite the fact that the new issue carried a coupon rate of 5.36 per cent,
the highest on any State loan since the war, authorities were not able to place the
entire issue in the market largely because competition for scarce capital market
funds had already driven rates on privately issued bonds to an average of 6 per
cent,

The poorest response came from large institutional investors. Public sub-
scriptions, mostly domestic but some foreign, took up 93 per cent of the loan and
the Minister of Finance was forced to draw on government pension funds to place
the remainder of the issue. This contrasts markedly with the reception given the
State loan floated in March this year, when the issue was eight times oversub-
scribed at par although it carried a coupon of only 5 per cent,

To contain the inflationary pressure arising from increased consumer .
demand and limited capacity, the Netherlands Bank raised its discount rate from
4 to 4-1/2 per cent on June 4. This was the sécond raise this year: on January 6
the rate was increased from 3-1/2 to 4 per cent. The discount action was prompted
by the repeated failure of commercial banks to respect credit ceilings and by the
unfavorable balance of payments development. The increase in the discount rate
seemed intended as a general notice that the authorities are determined to restore
equilibrium in the Netherlands economy as soon as possible.

In a further move, the Netherlands Bank declared in the first part of
July that peralty deposits would be increased and the scope of credit restrictions
would be broadened if commercial banks continued to ignore the prescribed credit

ceilings. Although credit expansion was to be limited to 5 per cent from January
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A tii.and»to.belheld unchanged from May through August, bank$ i;greased
'firtghcrt‘term loans to the private domestic sector by an averaééan’10 per cent
_during the first half of the year.

In order to meet large domestic. demands, Dutch commercial banks have been
taking up loans abroad, enabling them to exceed credit expansion ceilings despite
 the increasingly larger penalty deposits which they have been obliged to hold with
the Central Bank. At the end of July, the Netherlands Bank moved once again to
limit the domestic credit expansion by placing a ceiling on the permissible level
of short-term foreign indebtedness of commercial banks. After July 31, a bank may
not allow :its short-term foreign liabilities to exceed its foreign assets by more
than 5 million guilders without the express approval of the Central Bank. Further-
more, a bank whose foreign liabilities exceed this amount on July 31 must bring

its accounts into line with the new regulation by December 31.

: "-Official reserves decline during second quarter

Official gold and foreign exchange reserves of the Netherlands Bank
fell by the equivalent of $47 million in the second quarter. (See Table 8,)

This fall in reserves reflects the continued surplus of imports over exports.

In July, however, the Bank's reserves rose by $77 million; some $22
million represented a special payment by Germany, making an adjusted reserve
increase of $55 million. Repatriations by commercial banks of their foreign
exchange assets are largely responsible for the July increase in reserves.

Banks have had to bring funds back from abroad tc meet large domestic demands
for cash in the vacation season and also to meet their increased penalty deposits
with the Central Bank. It is also thought that commercial banks repatriated some

funds in respomnse to the increasingly attractive returuns available on money market

- '.;papar at home after the June 4 increase in the discount rate.



ﬁi@ble 8. Nétherlandﬂ Changes in Official Reserves 1962- -July 1964
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(in millions of U.S. dollars, end of period figures)

Gold Foreign Exchange Tqtal
Annual Change:
1962 -- 28 28
1963 20 136 156
Quarterly Change:
1963 I .- 7 7
I1 -- 88 88
II1 -- 15 15
Iv 20 26 46
1964 I -- -66 -66
II -- -47 -47
Monthly Change:
1964 April -- -31 -31
May -- 15 15
June -- -31 -31
Julye/ -7 84 77
Actual Amounts July®/ 1,594 269 1,863
e/ Estimated . :

Source: International Financial Statistics; Netherlands Bank.

Dutch guilder weaker on foreign exchange markets

The exchange rate for the Dutch guilder dropped off considerably follow-
ing the June 4 discount rate increase, after having strengthened somewhat in May.
(See Table 9.) The rate dropped to a low of 27.59€ U.S. cents in the last week
of June but strengthened in July, rising to 27.668 cents on July 24. The general
tendency tc weaken was probably the result of the Dutch import surplus and the
cessation of speculative interest after the discount rate had been changed. The
strengthening in July, on the other hand, is probably attributable to the repatria-

tion of banking funds and to seasonal factors connected with the tourist trade.
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Exchangg Rate if T.S. _Cents‘g;r Gullder—

ar Value 27.624;

1963 July
August
September
October
November
December

1964  January
February
March
April
May
June

1/ Noon Buying Rate

Source: Federal Reserve Board

July 1963~ ~July 1964

Lower Limit 27.42;

Mbnthly,Average

27.755
27.712
27.721
27.749
27.765
27.765
27.753
27.733
27.731
27.711
27.681
27.627

May

June

July

8
15
22
29

3
12
19
26

3
10
17
24

Upper Limit 27.84

End of Week

27.667
27.681
27.693
27.670
27.645
27.613
27.617
27.596
27.640
27.660
27.675
27.668






