














market conditions the larger and better known firms, particularly
the American firms, have a decided edge and no doubt will squeeze
many other borrowers out of the market.

Ihe demand for funds. At the end of 1965 Manufacturers

Hanover Trust Company estimated that U.S. companies would need to
raise between $900 million and $1 billion in Europe this year to
finance their direct investment programsféél This estimate was
based on a survey of the planned expenditures of major .S. com-~
panies operating in Europe conducted by the Department of Commerce.
Of this total, it was further estimated that approximately $£500
million could be expected to be raised in long-term public leans.
The remainder would probably be acquired bv placing notes or bonds
on a private basis and by borrowing from European financial insti-
tutions,

It is interesting to note that so far this vear American
bond issues in foreign markets have totaled $256.5 million, or ap-

proximately half of their estimated borrowings for the whole vear.
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Furthermore, roughly $85 million in new issues Fave beon anrounced
by U.5. firms and are in various stages of rcreparation.
The recently introduced British program to curb capital

flows to the industrialized countries of the averscas srerling

area could possibly create a new group of borvowsrs in the

56/ Ira Q. Scott, Jr., "Financing U.S. Business in the Common
Market," in the Bulletin of the Manufacturers Yanover Trust Com-
pany, November-Deccmber, 1965.
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international capital market. U.K. companies are being asked to
postpone, wherever possible, direct investment projects in these
countries or to raise the money locally if they must continue with

the expenditures.éz/

To be allowed to transfer funds from the U.K.,
every investment project requiring $70,000 or more must be submitted
to the Bank of England for approval in line with certain criteria.
Some observers in Australia--which could be hard hit by the pro-
gram-~feel that the effect of the restraint on capital from Britain
will be to force some British companies to sell shares in their busi-
nesses to residents in order to find the funds to maintain their com-
petitive market positions.ég/ On the other hand, firms resisting
this course of action may well be disposed to try for financing in

the international capital market.

Ihe supply of funds. Very little is known abcut the poten-

tial sources of funds that are available to the long~term capital
market. Some in the investment community think in terms of z pre-
existing pool of foreign dollar holdings available for investment or
a continuing flow of dollar income to foreign residents. cheauxigf
and Segré,ég/ however, feel that the market has very little teo do

with any existing or potential dollar holdings. They feel that,

since most important currencies are convertible for investment

57/ The Economist (London), May 7, 1966, pp. 608-609,

58/ 1Ibid., p. 616.

59/ Jean Godeaux, op. cit., p. 3.

6(/ Claudio Segré, '"De Nouvelles Voies Pour Financer les Entre-
prises Américaines en Europe?," op. cit.




?=§ﬁr§qses, the savings available to the international loan market are
thé=sa¢e as those available to domestic markets and are generated in
thg?damestic euirency of the subscriberoéé/ It may be, therefore,
that the actual supply of funds relevant to the Euro-dollar bond
‘market: comes from both these sources.

One recent official action does have some bearing on the
potential supply of funds to the market. In March 1966 Canadian
authorities asked local investors to refrain from buying specifi-
cally the new security issues fleoated in third countries of U.S.
compar.ies or their subsidiaries located outside Canadaoég/ The
action was prompted by concern that Canadian investors might be
attracted by the higher yields on these issues, and that liquida-
tion of other U.S. securities might have an adverse effect on the
U.S. balance of payments. Also, it acted to conserve Canada's
capital for domestic use,

Swiss banks are usually regarded as the biggest supplier

of funds to the market, accounting for the disposition of between

61/ Impourtant exceptions to this are the United States {where
the IET discourages residents from buying foresign securities) and
the United Kingdom (where exchange controls prevent residents from
using sterling to make foreign security purchases) zs well as

several European countries which limit purchases of foreign-currency

re

assets by residents, Howsver, to the extent that the Godesux-Segré
view i3 correct, the recent borrecwing by U.S. firms msy have cone-
tributad to tighter conditions in some of the major Surcpes
tal markets. As was said previously, though, this doe:
to have been the major factor in the Furopean markets
examined.

62/ The Wall Street Journal, March 17, 1966, p. 22.
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one-half and three-quarters of most publicly-offered dollar bonds,
usually for the accounts of their widely-dispersed local and foreign
custoriers. Because of a 3 per cent coupon tax on foreign issues un-
derwritten in Switzerland, however, they have thus far not been able
to do more than participate as members of the selling group. They
have been unable to participate as members of the organizing and
underwriting syndicates.

It is expected that the coupon tax will soon be rescinded
and that the banks will be allowed to form their own syndicates for

63/

international flotations.~' The Federal Parliament has zlready
passed a motion to repeal the tax, and January 1, 1967, is con-
sidered a likely effective date.

The direct entry of the Swiss banks into the already
competitive business of underwriting international flotations
could well take business away from British and American houses,

However, the effect, if any, of this step on the availability of

funds to the market is unclear.

63/ The Times (London), April 19, 1966, p. 15.



APPENDIX

New Bond Issues Publicly Offered Outside the United States
by Subsidiaries of U.S. Firms, 1965-1966

Coupon Price Term Amount  Subsidiary
(%) (%) (yvr.) (8 mil.) formed in
Denominated in U.S. Dollars
1965
September
Cyanamid Int'l Development
Corporation 5.75 98. 25 15 20 New Jersey
October
Amoco 0il Holdings, S. A. 5.75 99.50 20 25 Luxembourg
Monsanto Int'l Finance Co.
(convertible) 4.50 100. 00 20 25 Luxembourg
November
Esso, A. G. (Hamburg) (private  placement ) 22.5 Germany
W. R. Grace Overseas Develop-
ment Corp. 5.75 97.75 15 20 Delaware
December
B. F. Gcodrich Int'l Finance
Co. 5.75 97. 88 17 13 Delaware
Bristol-Myers Int'l Finance
Co. (convertible) 4.50 100.00 15 15 Delaware
Owens-Corning Fiberglass Int'l
Corp. 5.75 97.55 15 6.5 Delaware
Federated Dep't Stores Int'l
Co. (convertible) 4,50 100. 00 20 20 Delaware
General Foods Overseas Develop-
ment Corp. 5.75 98. 25 15 12 Delaware

General Electric Overseas
Capital Corp. (convertible) 4.25 100. 00 20

(w3}
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New York




A -
Coupon Price
(%) (%)
1966
January
Avon Overseas Capital Corp. 6.25 97.50
Phillips Petroleum Int'l
Investment Co. 6.00 98. 00
February
Honeywell Int'l Finance Co.,

S. A. 6.00 96. 00
Int'l Standard Electric Corp. 6.00 97.50
Int'l Standard Electric

Holdings, S. A. (convertible) 4.50 97.50
Marathon Int'l Finance Co.

(convertible) 4. 50 100G. 00
Warner-Lambert Int'l Capital

Corp. (convertible) 4.25 100. 00

March
Pepsico Overseas Corporation

(convertible) 4.50 100. 06
Clark Equipment Overseas

Finance Corp. (convertible) 4.50 10G. 00
Int'l Harvester Overseas Capital

Corp. (convertible) 5.00 100.00

April
Cincinnati Int'l Finance Corp. 6.25 n.a.
W. R. Grace Overseas Develop-
ment (orp. (convertible) 5. 00 98. 00

Continerntal 011 Int’'l Finance
Corp.

{placed to vieid

6.5 per cent)

Term Amount Subsidiary
(yr.) (§ mil.) formed in

15 15 U.S.

15 25 U.s.

15 15 Luxembourg
20 15 Europe

20 15 Luxembourg
20 25 U.s

15 15 v.s.

15 30 U.S.

15 15 U.S.

20 15 U.S.

10 6 LS.

20 15 v.S

> 20 Deliaware




II.

a - 3

Coupon Price

(%2 (%)

Denominated in other currencies

1965

June

Mobil 0il Holding, S.A.
(£/DM) 5.75 97.00

Julz

Uniroyal Holdings, S.A.
(£/DM) 6.00 97.00

September
Transocean Gulf 0il Co. (DM) 5.75 98. 50

Qctober

Mobil 0Oil Holdings, S. A.
(Swiss francs) 4.75 n. a.

November

DuPont Europa Holdings, S. A.
(DM} 6.00 n.a.

December

1966

January

Transocean Gulf 0il Co.
(Swiss francs) 5,00 100. 00

TOTAL:

U.S. Dollar Bonds

Other Currency Bonds

Source:

Compiled from various sources.

IBM World Trade Corp. (DM) 6. 00 6.4,
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Term Amount

(yr.) ($ mil.)

15

15

ot
i

Subsidiary
formed in

28

14

10.5

30

10.

b

Luxembourg

Luxembourg

Europe

Luxembourg

Luxembourg





