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MR. SIXTO K. ROXAS , 
' ' President of BANCOM , Inc., 

and former Chairman 

National Economic Council , 
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AIDE-MEMO IRE 

Mr. Robert L. Genillard of White Weld and Co . is of the opinion that , 
subject to the necessary governmental guarantees being available , it would 
be possible for a properly constitued international agency to raise substantial 
funds in the international free market . He estimates that about 112 billion 
were raised on this market in 1965. While it ~ould not be possible to 
raise an amount as large as that envisaged by Governor Horowitz• S6oo 
million a year - it might be feasible to raise Sl~or aomillion, 

The principal sources of funds on the international free market are 
the offshore holdings of ' companies , pension funds , insurance companies and 
foundations . In addit ion, substantial resources can be mobilized from the 
MiddJ.e East and Latin America. Mr. Genillard estimates that the interest 
rate payable on a properly guaranteed issue t the present time would be 
6 per cent. 

20 April 1966 Sidney Dell 
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AIDE-MEMO IRE 

Conversation with Mr . Genillard on 20 April 1966 

Mr. Genillard said that the bulk of funds available in the international 
bond market were private in origin, but that an issue by the World Bank, 
IDA or IFC would probably be taken up substantially by institutions with 
offshore funds . For example, if the proportions of funds in the market 
were 70% private and 30% institutional, a issue of this type might be taken 
up, say, by 50% private and 50% institutional buyers. 

No doubt efforts to advance the idea of a World Bank floatation on the 
international bond market would encounter the difficulty that national 
governments might consider that it would make it more difficult for their 
own companies to raise money internationally, and this would tend to have 
an indirect effect on the balance of payments. However, he did not think 
that this should be a decisive consideration. 

The reason why he felt that an agency other than the World Bank might 
have to raise the money (e~g. IDA or IFC) is that the World Bank might have 
some hesitation in paying 6% on money raised in the international bond 
market when it was paying 5% in the United States market. 

I asked Mr. Genillard whether he would have any objection to my putting 
his ideas to the Horowitz Group for discussion as coming from him, and he 
said that he would not. I further suggested that we would like to ask him 
to prepare a memorandum setting out his ideas, which we would circulate to 
the members of the group for comment individually at a later stage. We 
would collect the comments together, and give him a further opportunity for 
adding any observations he considered appropriate. Subject to the con­
currence of the group, we would propose to publish this exchange as an 
addendum to the report of the group. Mr. Genillard said that he would be 
happy to co-operate in such a procedure, and asked that he be sent a copy 
of the group's report for guidance in writing his own memorandum. 

Sidney Dell 
21.4.66 
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:Sir, 

I. 
I I 

. I H York, \ i 
I 

APR2 01966 
Ar~·,·roN 
• .uJUJt.-.••~iN: ■ilt•~• 

i~b.,:.~~ ....... 

I have the honour to inform you that the 

Brazilian Government has decided to present its candidature 

for re~election to the Committee Ion Invisibles and Financing 

related1 to Trade at the elections that wil l take place 
' I 

during t he fourth Session of the Trade and Development Board, 

to be held in Geneva from the 30th August to ' the 23rd September 
\ 

1966. 

Please accept, Sir, the assurance/s '/., ,· · 
highest consideration. fi 

~ , -----
1 f It\ b~I I ti Mi;Jl:P~a:~::o}R= anco 

Minis~ ~-Counsellor of the Brazilian {)A f/' Mission to the United Nations t_,,, / __ Cfarge d 1Affaires a.i, 

His' Excellency U Tha~t, I I I I 
:Secre~ary-General of the United Nat~ons. 

SDV/MLI. 
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. Mi , el Paranhos do Rio- _.r anco 
Minist er-Counsellor of the Brazilian 

Mi ssion to the Unit ed Nat ions 
Charge d'Affaires a. i . 
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~AMERICAN CAPITAL OUTFLOWS 

A New Leak? 
Geneva 

SOME of the European branches of 
American banks have reportedly found 

a way of purchasing foreign securities for 
American clients without attracting interest 
equalisation tax. This is how it works. 
When an American client wants ,to buy 
foreign bonds, he deposits a certain amount 
in the bank in the United States. He then 
gives a quiet order for foreign bonds to be 
bought with this money. The order is 
passed on to the branch in Europe, which 
in turn buys the bonds in its own name. 
(Presumably, rthere is some kind of future 
purchase agreement with the American 
customer). The corresponding amount is 
debited to the American's account in his 
bank .in the United States. But the 
branch in Europe finances the purchase 
with its own funds or by borrowing on the 
Euro-dollar market. So for the time being 
no funds leave the United States. 

A bank told your correspondent that it 
' levied a 10 per cent commission on this 

kind of operation (less than the 1 5 per cent 
tax) ; and that purchases generally ran to 

.. • $20,000 to $30,000. In some cases, the 10 
- per cent commission is split between the 

branch and the bank in the United States. 
It is possible that similar arrangements have 1 

been made between American banks and 1 

European banks which are not juridically 
linked. 

Presumably, most banks would under­
take such operations only under con­
siderable pressure from important clients. 
Not only does this round-about smack of 
collusion in tax evasion. Also, bank 
examiners might question any large scale 
purchases of long-term investments with 
money borrowed at short-term in the Euro­
dollar market. Nonetheless, operations of 
this type on behalf of Americans have 
apparently assumed considerable propor­
tions. Moreover, bankers say that Ameri­
cans turn up with pockets full of dollars 
to invest in Europe, so as not to have to 
declare them to the American tax men. The 
big Swiss banks say that they do not accept 
such money. But the small banks are only 
11:00 happy to take it in. 

It is surprising that . the American 
authorities should not yet have reacted 
against these practices, which, according to 
some estimates, run into tens of millions 
of dollars. Switzet1land's position could 
become difficult since the American govern­
ment has on several past occasions 
criticised Switzerland's statutory PrOtectiqn 
of bank secrecy. · 



- --'r'7'1'1=--n aueu, tnt: roru curcma, anu 
' othersrhave pointed the way for Fiat which 
untiJ now has been reluctant to join in the 
general European melee. It has always 
relied on its dominance of the Italian market, 
with which it has led up the scale very 
successfully. Now that the pattern of the 
500 traded in for ,the 850 traded in for the 
uoo is established, the 124 (like the 600) 
appears as an intruder. From the point of 
view of the Italian market it may be : but 
in a wider European contex;t, whether as a 
car to be exported or made abroad, it makes 
very good sense. 

KENNEDY ROUND 

Six Slowly Forward 
T.T ENNEDY round prospects brightened a 
l.'-. little this week. France, playing. the 
old g:ame of tit-for-tat with the Five in 
Brussels, decided it had been given enough 
assurances on farm financing to lift its 
"reserve" on the Community's negotiating 
position on aluminium and chemicals. But 
the outlook for the agricultural side of the 
negotiations remains obscure. A new diver- , 
gence has crystallised between French ideas. 
for a world wheat agreemeillt and ithe Com­
mission's plan, which the other five think is .. 
more or less satisfactory. Britain will dis­
like both schemes for their obvious impact 
on Britain's balance of payments; the final 
negociation looks ,like being tho:rny. 

The Commission's present plan is fairly 
radical. A wodd reference price would be 
fixed between $3 and $5 a ton above the 
cost price of the most efficient producer 
(Canada), the difference to compensate for 
the cost of transpor-r to Europe (the biggest 
import market) and storage. Production 
would then be regulated for the main wheat 
exporting and importing areas by negotiat­
ing a "self-sufficiency percentage" for each 
of them. (This might be 90 per cent for a 
net importer like the Common Market, per­
haps 140 per cent for a net exporter like the 
United States.) If an importing area's 
domestic production exceeded this percent­
age in any one year, it worild pay a forfeit, 
proportional to the excess, into a fund 
whose function would be to subsidise wheat 
exports to poor countries. Equally, if an 
exporting country exceeded its percentage, 
it would be obliged to either sto,re the excess 
or dispose of it through a multilateral food 
aid programme. 

Faced with this, the French delegation 
was apparently divided. It is reported that 
while the foreign minister, M . Couve de 
Murville, thought the Commission's scheme 
acceptable, the minister for agriculture, M . 

.. Faure,, believed it would perpetuate the , 
arriflda] §iPmtiou in the world wheat market . I 



~ORO-DOLLARS ~. ... 
Canadian Switch-back 

,., 

THE full measure of the sharp impact o 
President Johnson's voluntary restraint 

on flows of short-term funds across the 
Atlantic last year is only now becoming 
clear. The first to feel the pinch of the 
President's crack-down on foreign invest­
ments by United States companies-and the 
ensuing scramble at least to pull back liquid 
funds-were not the banks in London and 
Euro-dollar centres on the Continent, but I.the Canadian bnnks. Only the most finan­
cially sophisticated of American companies 
and their overseas subsidiaries, even as late 
as 1964, ever discovered the Euro-dollar 
market in a big way. Most American firms 
that sought slightly better employment for 
their liquid funds than that offered at home 
looked no further than Canada. But there 
they placed vast sums-and the Canadian 
banks in turn channelled short-term deposits 
to London and the Continent. Or so they 
did until February, 1965. According to 
figures now published in the latest annual 
report of the Bank of Canada, in the months 
following President Johnson's bombshell 
and oomplementary instructions from the 
Canadian Finance Minister, Canadian ba;iks 
pulled back over £300 million of short-term 
fundscfrom Europe, four-fifths of the total 
by June. Just over half of this financed _the 
withdrawal of American funds from Canada, 
showing up as a £175 million plus for the 
American balance of payments. The rest, 
some £140 million, benefited the Canadian 
balance of payments itself, a useful con­
tribution to set against a larger current 
account deficit. 

The figures underscore just how lucky the 
Euro-dollar market was to absorb the impact 
with so little fuss at the time-a sharp, 
brief, jump in rates and a pruning of 
" names " in the second quarter of last year 
were the only signs. The turnabout of the 
Italian banks from being large net borrowers 
of Euro-dollars to net suppliers, and a con­
tinuing large supply of dollars through 
Swiss accounts, alone all but offset the reflux 
of funds over the Atlantic. The Bank of 
England data on the foreign currency 
deposits of London banks showed a fall in 
London's total foreign currency liabilities in 
the second quarter of last year of just £68 
million and a strong rise thereafter as with­
drawals by Canadian banks gradually 
tapered off and then ceased entirely. But 
all this may merely have bought time. 
Rates are now at a near 6 per cent peak, 
and there is no reason to expect the pres­
sure on the market to ease. American 
companies looking for an alternative to the 
clogged market for longer-term dollar 
borrowings in Ellll'ope are already discreetly 
canvassing for short-term money. C ' 
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&ln:r!tet 
Srn-Much space has been devoted in your 
publication to the international bond market, 
which indeed recently reached a condition 
of near saturation. However, in many quar­
ters the gloom has been overdone. Before 
further preparations take place for the funeral 
may I point out that the patient is taking 
a short stroll outside the . clinic. My firm 
has managed $56 million of straight debt and 
convertible debenture offerings in Europe in 
<the last few weeks for European and United 
States borrowers. These and various other 
recent issues are presently bid at offering 
price or in several cases at fair premiums. 

Without wishing to oversimplify a complex 
subject I feel compelled to point out that 
no proper distinction is being made between 
the effect on the market of <the volume of 
ofTerings and faulty techniques of syndica­
tion and placement. While the tempo of 
issues has been very quick, bond prices have 
been depressed beyond the normal incidence 
of supply and demand by over-ambitious 
offerings and at times a poor understanding 
of the composition of the audience and its 
psychology. With borrowers often in one 
country, underwriters in other locations and 
ultimate buyers in different places still, the 
feel of the market is elusive. Yet the recent 

q11 ick recovery in rrice of many bond~ in the lf2: 
i, face of a lighter issuing calendar shows that 
t/ money is not a~ scarce as often mcnt;oncd. 
, On the other hand bankcrs and borrowers Jrc 

gaining valuabk experience and the market 
is clearly cxp::mding. 

Such problem~ arc hound to occur with so 
m:rny newcomers in the market. How..:ver, 
wlrntevcr its shortcomings it remains one of 
the most competitive and indcpcnc\ent mar­
kets in today's financial world, rc:wardinf: 
imagination and competence. and J'•' · ,ihly 
scr\'ing as an exam pk to tho~,, who ha 1 c 
nN come to accept as vet that r:iisin~ of 
capirnl should be rnled l)y the same i~tcr­
phy of free force~ a~ the purcha~inr; of 
equipment or the merch:,ndising of con,u111..:r 
good,. 

Any attempt at regul ation. given the lack 
of :i common J.:1111111in:1tor bctwe,·n 11.1ti1>tn\ 
i1"1icics in thi~ fidJ, is premature and po~­
sibly sdf-ddcacing.-Yours faithful!~.,, 
Ziiric/1 RonE1n- L. Grn1uARo 



International Bond 
Markel 
SrR-As the author of the proposal concern­
ing the international bond market referred to 
in your issue of February 26th, I feel I 
should not let The Economist bear the full 
brunt of the criticisms contained in Mr 
Strauss's letter published in your issue of 
March 12th. 

The fact that " the type of investor who 
buys bonds usually does not wish to pur­
chase equities," as Mr Strauss correctly 
points out, is not, I think, a valid criticism 
of my proposal, far from it. In fact it is 
the very cornerstone of my suggestion, which 
aims at taking the heat off the badly strained 
international bond market, by recruiting new 
suppliers of funds with the offer of forms of 
placement other than bonds. Even the con• 
vertible debentures which seemed so popular 
lulve suffered badly from the recent events 
in Wall Street. Would tliis not be the tim11 
to try a new tack, by the flotation of share 
is.sues? I must ask to sign myself-Yours 
faithfully, C. S. 
Bn,ssels 

_ ... 



NALL 
by no means assured. General business 
reaction to the budget is favourable, most 
people realising that any major tax changes 
will have to wait for the next budget, after 
the Carter royal commission on taxation has 
reported. 

WORLD FINANCES 

Don't Cartelise 
Euro-bonds 

CONCERN over the strains on the inter­
national bond market is growing week 

by week, and has evoked a call for action 
from an influential quarter. Mr S. G. 
Warburg, whose bank in London has 
played a dominant and founding role in the 
creation of this market, gave a sharp warn­
ing in a special article in The Times on 
Tuesday. The "too rapid" succession of 
recent issues can " result in a breakdown 
unless decisive corrective measures are now 
taken." Accordingly, Mr Warburg proposes 
some kind of international regulation of 
these issues. He cites as an example the 
" queue system " used for foreign issues on 
the Swiss market; Mr Warburg wants to 
regulate Euro-bond issues too in both 
timing and in size, with a maximum of, 
say, $30 million. He recognises the impos­
sibility of forming a European capital issues 
committee (perish the thought); but sug­
gests two alternative policing authorities. 
The first is a small committee sponsored 
by the six or seven leading central banks 
of Europe; the second is the Bank for Inter­
national Settlements. In both cases, 
policing would be on an informal basis. 
Essentially, the aim would be to spread 
across international frontiers the kind of 
informal co-operation in the arrangement 
and timing of issues that exists in nearly 
all national money markets, usually through 
an efficiently working old boy network. 

Mr Warburg's proposal, which has not 
been discussed with the BIS, has already 
attracted support in the international 
financial community; it follows in the lines 
of a more general suggestion recently made 
by Mr Jacob Rothschild. But lingering 
doubts remain. It has been the great merit 
of the Euro-bond market, along with its 
predecessor in short-term money, the Euro­
dollar market, that it has cut clear across 
restrictions in national financial markets. 
This has created some problems for national 
credit control; but it has also had a very 
healthy influence in bringing the force 
of international competition against the 
national cartel arrangements to which 
financial markets are peculiarly subject. 

If all that is now intended is international 
registration to smooth the flow of these 

, .. 



intc!rnatio al issues, ~hen well and t','t)Od. 
But the queue must be kept short and kept 
moving. A limitation in the size of issues 
would in effect amount to a rationing 
system. On just what grounds this would 
be operated internationally is difficult to 
imagine. It should not be attempted. In 
a world of artificially rationed credit, let at 
least the international market be open to 
any borrower who can pay his way. In 
these international markets, interest rates 
have proved fairly effective in balancing 
supply and demand. This week itself 
prices of Euro-bond issues have at last 
turned upward, following the reduction and 
cancellation of a number of intended 
issues. The market is still under strain and 
the strain is apparent in the yields of up 
to 7 per cent. But that strain reflects, at 
bottom, the general strain on international 
liquidity at large. The way to overcome 
that is to cure the disease by getting results 
from the current official studies for inter­
national monetary reform; not to break the 
Euro-bond thermometer. 

Dangerous Notions 
Geneva 

T HE signs are that Switzerland is falling 
in behind France in its intransigent line 

on international monetary reform. Dr W. 
Schwegler, president of the Swiss National 
Bank and the country's monetary policy 
maker, made the position clear at the bank's 
annual assembly held on March 26th. 
Having praised international economic 
collaboration through the Organisation 
for Economic Co-operation and Develop­
ment, he said that this method was 
preferable to the creation of artificial 
monetary reserves. " According to the 
Americans and the English," said M. 
Scihwegler accusingly, this creation should 
be envisaged as quickly as possible. "Instead 
of rejoicing to find that inflationary pres­
sures are diminishing in the West, these 
countries are today demanding additional 
monetary reserves artificially constituted and 
created with paper and ink and without real 
collateral." (Whatever that may be.) The 
building up of " a gigantic machine " to en­
large the international monetary mass is 
being contemplated. Dr Schwegler called 
for each country to observe greater monetary 
and finatlcial discipline and to endeavour to 
maintain mternal and external economic 
equilibrium-presumably a dig at Swiss 
economic policy. Finally, on internaitiooal 
monetary reform, Dr Schwegler quoted 
Talleyrand: "It is urgent to wait." 

COMPUTERS 

Will America Sell East? 

THE Cocom committee, co-ordinating 
western trade with eastern Europe, 

has been sitting in Paris since last autumn 
thrashing out item by item what may or 
may not be sold behind the Iron Curtain. 
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DIGESTION ON EUROPEAN 
CAPITAL MARKET 

B.I.S. TO CONTROL QUEUE? 
By S. G. Warburg 

It is now almost four years since Mr. 
Douglas Dillon, as American Secretary 
of the Treasury, expressed strong views 
that the leading European nations bad 
a duty to develop a European capital 
market which would take part of the 
load off the American capital market. 

Long before these admonitions were 
uttered the European capital market had 
absorbed substantial parts and often even 
the bulk of international issues arranged 
in and distributed from New York. How­
ever, it was only from 1963 onwards that 
such issues began to be managed in Europe 
and to be d,str,buted trom curopean centres 
such as London, Frankfurt and Brussels on 
a larger scale. The amount of international 
issues managed and offered through Euro­
pean bank.ng consortia increased from 
more than $~00m. in 1964 to more than 
$1.000m. in 1965. As we approach the 
end of the first quarter of 1966 it can be 
assumed that during that quarter the 
2.mount will be more than $400m., indicat­
ing an annual rate of, say, $1,600m. 

IRONIC OUTCOME 
It is si,gnificant llhait the rapid rhythm of 

offerings has put bond prices under such 
heavy pressure that borro-wers of hl!llh grade 
have had to agree to terms which only a 
few mon~hs ago would have been unthink­
able. For instance, the reoent European 
issue of $15m. for New ZeaJand had to be 
made on a yield basis of 6.87 per cent (6½ 
per cent at 96), while only in July, 1965, 
New Zealand successfully issued $20m. of 
bonds on a 5.97 per cen,t yJeld basis (5¾ per 
cent at 97½). 

Several of the 00111Vertible bonds issued 
within ,the past six to 12 months are stand­
ing below their issue prices. 1f this 
development becomes more accentuated, it" 
will be increasin8]y difficuJ,t to carry 
through any further issues of con:vertible 
bonds. Moreover, the terms for non­
convertible bonds--expensive as they 
already are for borrowers-will become 
still more costly. Altogether ·it seems 
obvious that offers o,f new issues in a 
fallin,g market can take place only on terms 
progressively more unfavourable to the 
borrower. which is contrary to sound 
marketing practice. 

Some European bankers and institutional 
investors blame the present state of indiges­
tion m the European capita.I market on the 
faot that too many American borrowers 
have had recourse to the European c.api,tal 
market, and this has strurred up a consider­
able amount of anti-American feeling. But 
this feeling seems to me unjustified, bearing 
in mind that the use of the European capi­
tal mairket by American bowowers is 
prompted ~lely by the American balance­
of-payments difficulties and that these diffi­
culties airise from the immense defence and 
aid burdens canried by the Uniited States on 
hehalf of the western world. 

EXCESSIVE ZEAL 
It is certainiy ironic that after Mr. Dil­

lon's challenge ro the Europeans in 1962 
to develop a strong capital market, the 
deterforation of this same market has been 
caused largely by the flood of is.sues on 
behalf of Amell'lican bo<rrowers. Be that as 
it may, a situation has now arisen in the 
European capital market which could have 
a disturbing effeot on its development in­
strad of sustaining i-ts desirable steady 
growth. The strain imposed on the Euro­
pean capital market by too rapid a succe-~-

sion of issues an<l by making some issues far 
too large has led in recent months to a 
state of affaims which can :result in a break­
down unless decisive correot:ive measures 
are now taken. 

When a patient who is otherwise healthy 
suffers from indigestion, poor circulation or · 
high blood-pressure, a good doctor should 
be careful not to ascribe the troubles in a 
one-sided way to one specific cause. 
Similarly in the case of the European capital 
market it would be wrong to blame either 
the American issuing houses or the Euro­
pean issuing houses or the American 
borrowers or the European borrowers. 
Mistakes have been made on all sides and 
most of the mistakes have been due to 
excessive zeal. 

SWISS LESSON 
What seems to be necessary is to estab­

lish a better balance than hitherto between 
demands made on the European capital 
market on the one hand and the funds avail· 
able in that market on the other hand. To 
establish such a balance some kind of a 
queue system should be introduced similar 
to that which has been operated so success­
fully in Switzerland with regard to foreign 
issues placed on the Swiss market. It would 
also be desirable to limit the size of issues­
again as in Switzerland-and to fix a maxi­
mum of, say, $30m. as experience has 
shown that international bond issues in the 
European market in the range $ I 5m.-$30m. 
have been better received than larger 
offerings. 

It ,is obviously .impossible to visualize the 
formation of a European capital issues 
committee which would have any legally 
enforceable powers. However, if under the 
sponsorship of, say, the six or seven leading 
central banks of Europe, a small committee 
of representatives of these banks were estab­
lished, it should be possible ,to rrange for 
the issuing houses concerned to register 
with such a committee the issues they are 
planning, and to be guided by the commit­
tee in regard to the timing and the maximum 
size of these issues. · 

It can be assumed that once such an 
authority were recognized voluntarily by 
the issuing houses active in the international 
bond business-independent of whether 
these are American or European houses­
the necessary modicum of order -.yould be 
introduced into the present situation. 

CONFUSION TO CHAOS 
It is conceivable that the central banks­

for reasons which can well be understood 
-would prefer not to be drawn into this 
matter. In tha•t case perhaps the Bank for 
International Settlements would take on 
this job as a sort of unofficial clearing 
house. or pos~ibly some other instrument 
could be created which would not require 
any elabora,te organization. 

These thoughts are not put forward in the 
expectation that a perfect, or near-perfect, 
solution to the problem can be found. The 
purpose of my observation is solely to point 
out the increasing dangers which will follow 
if the present drift from confusion to chaos 
continues and to indicate the lines on which 
an improvement can · perhaps be brought 
about. 

No doubt there are many ways other 
than those I have mentioned by which we 
could achieve a more orderly development 
of the European capital market. What is 
essential is that the issuing houses on both 
sides of the Atlantic should realize that by 
one method or another they must impose 
on themselves measures of self-disoiplin 

.. 
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ANGLO AMERICAN CORP 
OF SOUTH AFRICA LI 

Gold Mining Companies • ID 
(All companies mentioned are incorporated in the Republic of South 

EXTRACTS FROM THE STATEMENTS OF M 

CHAIRMAN OF THE COMPANI 

Issued with the Animal Reports for the year ended 31st De 

Daggaf ontein 

Mines Limited 

OPERATIONS at our company's 
mine during the year under review 
were chiefly notable for the high 

level at which the mine management 
succeeded in maintaining the milling rate. 
My previous review made it clear that the 
mine was entering the last phase of its life, 
during which production would decline 
with increasing rapidity. Compared with 
the 2,639,500 t@ns milled in J 964, the 
original target was accordingly set at the 
lower figure of 2,400,000 tons and this 
target was revised in the course of the 
year to 2,340,000 tons. In the event 
2,269,000 tons were milled which, in view 
of the increasingly difficult mining condi­
tions, is a most commendable achieve­
ment. 

Average recovery grade, at 3.96 dwt. per 
ton, was slightly higher than tL1e 1964 
figure of 3.78 dwt. per ton. On tlie other 
hand working costs rose to R3.96 a ton 
milled (1964, R3.54 a ton milled). The 
reasons for th is were: first, the decline in 
milled tonnage; secondly, the greater 
attention which had to be paid to the 
maintenance of haulage and travelling 
ways as the extraction of pillars progressed 
and, thirdly, the general increases in 
salaries and wages in the mining industry. 
The net effect was the lowering of working 
profit on go ld production from the 1964 
level of R3,205,000 to R2,333,000. 
Sulphuric acid production yielded a profit 
of R98,000 ( 1964, R93,000). 

Net sandry revenue amounted to 
R l67,000 and the total surp lus for the 
year was R2,598,000 (]964, R3,479,000J. 
Taxation and the State's share of profits 
absorbed R995,000. 

Dividends totalling 30 cents a share 
were paid in 1965. This distribution 
necessitated a further drawing on un­
appropriated profit and in consequence 
the unappropriated profit of R973,000 
brought forward from 1964 has been re­
duced by an amount of R4l4,000, leaving 
a balance of R559,000 to be carried for­
ward into 1966. 

CAPITAL STRUCTURE CHANGES 

As members were to ld in my last review, 
it was the board's intention that the 

., nominal va lue of the company's 50 cent 

_J 

East Daggafontein 

Mines Limited 

THE principal feature of operations 
at our company's mine during the 
past year was the milling for the 

second year in succession of a record 
tonnage. The 1964 figure of 1,373,000 
tons milled was improved by nearly five 
per cent lo 1,439,000 tons in 1965. 

The mill capacity made available at 
East Daggafontein is being taken up by 
the supply of gold-bearing material from 
the waste rock dump. In effect our 
company has thus obtained additional 
reduction plant facilities which will permit 
of a progressive and profitable increase in 
its milled tonnage to approximately 
150,000 tons a month by the end of 1967. 
With the rise in tonnage milled during the 
year there was a reduction in the working 
cost per ton milled which, despite the 
increase in salaries and wages in the gold 
mining industry, fell from R4.38 in 1964 
to R4.29 in 1965. The average yield for 
the year at 4. 1 l dwt per ton was above 
the target figure for 1965 but was lower 
than the 1964 yield of 4.22 dwt. per ton. 
The net result was a working profit of 
Rl,281,000 which was virtually the same 
as in 1964 (Rl,301,000). Nel sundry 
revenue amounted lo R63,000 and the 
total surplus for the year was Rl,344,000. 
Of this, taxation absorbed R457,000 and 
R l6l,000 was appropriated for capital 
expenditure. A distribution to members 
or 20 cents a shate (R 746,000) was made 
during the year, and the unappropriated 
profit carried forward into the current 
year was R270,000 (1964, R337,000) 

RlETFONTEIN SHAFT 
The total development footage driven 

increased from 42,788 feet in 1964 to 
49,072 feet in 1965. The programme 
of exploratory development on the Main 
Reef Leader horizon was continued in the 
north-west corner of the Rietfontein por­
tion of the company's lease area. This 
part of the programme was completed by 
June, 1965, and revealed no new payabl_e 
zones. Thereafter development on this 
horizon was concentrated on the prepara­
tion for stoping of known small blocks 
of ground. . 

As in 1964, by far the larger proportion 
of development was done on the Kimber' 
ley Reef horizon. This amounted to 
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CAPITAL MARKETS 

European Seizure-American Impasse 

A LL too predictably, the European 
markets for new international bond 

issues are now beginning to burst at rhe 
seams. It looks very much like a case of 
last in first out for the big American busi­
ness borrowers who began flooding into 
these markets fast year. United States over­
seas subsidiaries raised about $150 million 
on foreign bond ,issues in the third qm .. ter 
last year and another $250 million in the 
fourth. So far this year, 11 more such 
issues have been made or announced for a 
total of $210 milrlion, and that excludes two 
for $75 million postponed or wiohdrawn. As 
a result, ~oral borrowing on foreign bond 
issues has shot up to an annual rate of about 
$2 billion over the past six months from an 
actual rate of $1.4 billion last year and $900 
million in 1964. 

About two weeks ago, the cracks began 

to show. Joy Manufacturing, the Pittsburgh 
mining machinery company, postponed a 
proposed $25 million issue, with a 4½ per 
cent coupon and a share conversion option. 
Last week, Chrysler whhdrew a large $50 
million issue. On Tuesday of this week 
W. R. Grace, the American chemical com­
pany, finally got a $15 million issue off the 
ground, but only after offering an unpre­
cedented 5.13 per cent issuing yield on a 
convertible ; and even then it took the 
underwriters an extra week to drum up the 
investors needed. 

Despite widespread reports to the con­
trary, tthere seem to have been no formal 
" protests," official or otherwise, fro;n 
Switzerland or Germany against the~e 
American issues. The markets were plainly 
overburdened. And the strain has now beeP­
intensified by the forced withdrawal of 



{A1;~i~i;~ .. c~~;;;;--~'i'A;~~1i~7a )cu-arsrrc,tho,e,:----th_e_y_h~av~e-.-p-a-id- li_tt_le_ o_r_n_o_t_a_x because tbeir 
largest producer, reports record profits in heavy capital programmes have offset their ·· 
r 965. But the report adds that the previous liability, and their dividends were paid net. 
high point was in 1956. In the rune years Paying dividends gross from income already 
in between ingot capacity throughout the taxed at 35-40% sharply raises their tax bill. 
world out-strippe~ demand and with falling Waterworks companies, like the normal 
prices and high depreciation charges Akan's companies, would prefer to raise money by 
profits tumbled from 1 .9o Canadian cents a issuing debentures, but their borrowing 
share in 1956 to 0.80 in 1958 and were still powers are limited legally. The Ministry of 
only at 1.07 cents a share in 1963. That Housing and Local Government has said 
they have now risen by 8o% in two years that it would be prepared to raise the limit 
is due to two factors. Although American and Bristol Waterworks is to send a petition 
producers at the end of 1 965 failed to lift asking for specific borrowing powers. 
the ingot price still higher (which Akan In time the higher gearing through deben-
would have almost certainly followed) the tures will benefit the companies' customers 
price had already gone up 10 °;, in the who at present are subsidising the exchequer 
eighteen months before November, 1964. which is shortly to subsidise their rates. 
Increased sales were not matched by in- There will be less tax to pay than there 
creased capacity, and American producers would have been under even the old tax 
found nearly all their past slack taken up. system while the companies relied on prefer-
Only Akan of the leading producers had ence shares. Preference share issues by the 
ai:iy capacity left. It exploited the advantage companies are likely to become very rare in 
by lifting exports to the United States by future as new money is raised by debentures. 
nearly a half in 1965. In safety, though not in ease of dealing, a 

1 With a cash flow bolstered by high waterworks debenture is as safe as gilt edged, 
depreciation, and little additional ingot and yields more. 



The Fifteen Mile Rule .. 
T HE future shape of the stockbroking 

• trade ( or profession as it Vl~ill soon be) 
in Great Britain is slowly becoming clear. 
In a thoughtful speech in Edinburgh the 
chairman of the London Stock Exchange 
argued that: 

there must exist hope that this Federa­
tion [of Stock Exchanges] will evolve in a 
rela tively short space of time into one 
Stock Exchange. Federation as such is 
designed to secure an important service to 
the investing public and to provide more 
efficient means for the general public to 
transact business irrespective of where they 
live. 

But some brokers in small provincial centres 
are still trying to ward off the evil day by 
taking advantage of the rule that no London 
firm can have a branch office within fifteen 
miles of an existing exchange or in any town 
!hat already has one broker, however small. 

This ensures that there will ·be nn. 
branch broking under present rules. At 
least one large London broker found its 
plans upset by a defensive merger in a 



Canadian ,i-nvestors who, by some accounts, 
took up some I 5 per cent of all new foreign 
bond issues in Europe and a rather greater • 
share of nf\w American issues. Last week, 
Mr Mitchell Sharp, the Canadian finance 
minister, formally "requested" some 450 
Canadian institutional investors not to buy 
any more dollar bonds issued by United 
States companies outside Canada. But even 
before this publicised request Canadian in­
vestors seem to have been under some pres­
sure to hold off: their sudden, forced with-

... YANl<s 
YGOHO 
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drawal was in fact the main reason for the 
postponement of the W. R. Grace issue so 
that other buyers could be found. Here, 
the Canadian authorities have clearly given 
a quid pro quo for last week's raising of 
Canadian discount rate ; but they seem to 
have been responding too to American com­
plaints that Canadian investment trusts were 
increasingly dumping their holdings of 
American securities acquired in New York 
in order to finance purchases of higher­
yielding American convertible bonds issued 
in Europe. In addition, some guesses are 
that perhaps $20 million has " leaked " out 
of the US over the past six months to 
finance purchases of American issues in 
Europe by US residents through Canadian 
intermediaries. 

Difficult Choice 

W ITH this loophole closed, American 
borrowers face an even bleaker pros­

pect than other potential borrowers in 
Europe's foreign bond markets. They have 
lost an important source of investment 
capital in the banishment of the Canadian 
institutions. Their sheer size and the size 
of their demands is a major disadvantage in 
a cro:-vded market. And the uncertainty 
clouding Wall Street has robbed American 
convertibles of their recent glamour. As a 
result, a number of proposed issues are said 
to have been shelved, or about to be shelved, 
not on protests from European bankers, but 
on their advice to American clients that it 
is be_coming . increasingly difficult to place 
new 1ssues with the relatively specialised in­
vestors ready to take them up. "Even 
higher yields would not help all that much 
now," said one Zurich banker this week. 
" About 60-70 per cent of these issues have 
t? be swallowed by Swiss banks, and we are 
simply choked." Moreover, no viable 
secondary market has yet evolved where 
European dollar bonds can readily be resold. 

Some American borrowers have instead 
been seeking medium-term credits of three 
to five years with European banks in the 
hope of consolidating these later when pres­
sures in the capital markets ease ; but even 
these are now becoming more difficult to 
secu~e: precisely because many bankers are 
unwillmg to assume that these pressures will 
ease. As a result, some American com­
panies have taken to living hand to mouth 
off the Euro-dollar market, where they have 
~en yartly responsible for the recent sharp 
nse m rates to an unprecedented 5¾ per 
cent on three months' deposits. 

For the American authorities, this seems 
to mark the end of another phase in the 
long, devio~s manreuvring to reduce capital 
outflows wJthout currency restrictions. The 
struggle so far has not been a total failure 
by any means. But it has not been an un­
qualified success either. Now, American 
companies seem to be facing a choice 
between curbing their overseas expansion 
an~ once ?1?r~ exporting funds directly to 
rhe1r subs1dianes abroad. What if -enougli 

BUSINESS : INTERNATIONAL . .. 
of them decide or are forced to decide that 
their first legal duty is to their shareholders 
rather than to obey President Johnson's 
request for " voluntary " restraint on capital 
exports ? In a suit now before the courts, 
a shareholder of one big American oil com­
pany is claiming damages from the 
directors for alleged breach of their legal 
obligation to stockholders by raising money 
more e:xpensively in Europe than they might 
have done in the United States. 



BUSINESS: INTERNATIONAL 

used something like 165,000 tons of steel 
in 1964. RISCO makes sections (20,000 
tons a year) but could not justify the 
plant to make flat products ; the difference 
is made up of imports of such products 
unobtainable in Rhodesia, much of them 
coming from !SCOR. 

It might just be logical for !SCOR to 
move into this neighbouring market ; but 
what would it do once it got there ? The 
Rhodesian market is-in steel terms-tiny 
and under present conditions far too far 

n from Beira to become a 

could be mobilised quickly and silently.'" 
For the banks, this financing of com­

modity purchases marks a departure from 
common practice. ff the buffer stock buys 
tin in the market to prop the price, it will 
first use the initial £ IO million now being 
contributed by its member countries. ff 
further intervention is necessary, the buffer 
stock will use its bank credit. Here it will 
pledge as collateral first, the tin it bought 
in the market to prop the price ; second, the 
tin due from its member countries as the 
second instalment of their contribution to 
the stock. In a falling market the member 
countries would obviously choose to provide 
tin rather than cash. Commonly, banks ·re­
quire commodity collateral to exceed by 25 
per cent at prevailing prices the amount of 
any credit granted, though in this particular 
instance the details of the collateral that 
would be required have not been disclosed. 

KEY INDICATORS 
WORLD COMMODITY PRICES 

Our all - items indicator fell by O. 3 
point in the week to March 23rd. 
Copper, tin, zinc and rubber were 
mainly responsible. 
Producer price of zinc has come 
down at last. 
Copper fell sharply on Tuesday­
by £27 a ton- on release of 200,000 
tons from the United States 
stockpile. By Thursday there had 
been some recovery. There is still a 
world shortage, but with prices still 
so high, substitution (e.g., of 
aluminium or plastics) should soon 
make itself felt. 
mn long tons Copper 
5 

4 

3 

2 

1 : 
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1962 63 64 

Index 
1958 = 100 

£ per to n 

~ 700 

Mar23~ 600 

LM E PRICE 
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400 

300 
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Percentage 
change on• 

Mar . 
16 

Mar. one Twelve 

ALL ITEMS 
Food 
Fibres 
Metals 

108 ·6 
95 ·3 

105·7 
286 ·9 

23 month months 

108 ·3 
96 ·3 

105 ·7 
275 ·9 

ago 

-0 ·6 
-0 ·8 
+1 ·2 
- 1 ·3 

ago 

+ 2 ·0 
- 4 ·0 
+ 7 ·9 
+25·3 

• Changes relate to this week 's figures, but these, 
except for the metal group, are provisional be~:use 
quotations for tea and wool are not yet ava1,abfe 
bey.,11d last weeA . 



EUROPEAN FINANCIERS PROTEST 
AT U.S. LOAN INVASI01V 

One of the less obvious reasons behind 
the weakness of the pound is the 
persistent strong demand for dollars. 
When dollars are badly wanted there is 
always a tendency for the Continent to 
sell pounds to buy the dollars. This is 
happening now, and it bas contributed 
to the fall in the sterling-dollar rate. 
Recently part of the dollar demand has 
been directly attributable to the flow of 
euro-dollar bond issues by American 
companies through the European capital 
market, which has become so strong that 
in recent weeks it bas caused consider­
able irritation on the Continent. Now 
the irritation is being reflected in official 
action . Swiss bankers are believed to 
have already asked their Government to 
protest to Washington. German bankers 
are understood to be considering making 
a similar move. And bankers in other 
countries may well follow their example. 

Limited Funds 
Their irritation is easy to understand, 

even though it may not be fully justi­
fied. During the past year so many 

1 major American companies have raised 
loans in Europe that Continental under­
takings maintain insufficient funds are 
left to meet their legitimate needs. As 
a German banking house recently put it, 
,A'ankee raids on the local money market 
have now become a very disturbing 
matter for German and European 
~nancial circles: there is only so much 
liquidity available and these American 
issues are soaking up investment funds 
that might otherwise go into German 
business ventures. 

What irritates European banks so 
much is that the Americans are invad­
ing, almost monopolizing, a new market 
they themselves urged should be created 
for a different purpose. During the past 
decade Germany and several other cun­
tinen,tal countries have been generaung 
a great deal of capital but, as it was not 
mobilized properly, they continuously 
raised funds in the United States. The 
resulting additional strain on the Ameri­
can balance of payments prompted Mr. 
Dillon, the former United States Secre­
tary of the Treasury, to suggest in 1962 
tha,t Europeans should establish a capital 
market of their own sufficient to meet 
the demands of continental industries. 
Now the newly created market is being 
denuded of its funds by American com­
panies (or their subsidiaries) who have 
been exhorted by their Government not 
to raise in New York the capital they 
need to expand their foreign interests. 
From the European point of view, the 
Americans are thus trying to eat their 
cake and keep it. 

In tbeor,r the American companies 
coll'1pete on equal terms with European 

companies for the capital funds avail­
able in the European market. But in 
practice the American companies are so 
big, so well known, so credit worthy. 
that Ibey are in a privileged position. 
Their issues are much more attractive 
than those by local borrowers-- and the 
conversion option makes them more 
attractive still, especially when Wall 
Street is strong. Accordingly continental 
borrowers are either ' squeezed out 
entirely, or else they have· to pay interest 
rates appreciably higher than would 
have been necessary in the absence of 
the Americans. The rise in interest rates 
is also currently irritating many of the 
investor who take up loans raised 
through the European market because it 
has depressed market prices of bonds 
issued before the rise began. 

The plain fact is that the European 
market is not yet sufficiently developed 
to meet all the demands now being made 
on it. This would probably have 
become evident much earlier had it not 
been for the fact that American loans 
floated in Europe have in part been sub­
scribed by funds raised through the sal~ 
in New York of existing United States 
securities held by European investors. 
But taking a long-term view. the over• 
strain should be relieved by the further 
development of the mechanisms fo r 
mobilizing funds generated in Europe. 
And some relief should soon be forth­
coming from interest and sinking fund 
payments on loans already floated in 
Europe. Stockbrokers Strauss, Turnbull 
have calculated that interest payments 
on the Joans currently outstanding will 
amount to about $175m. per annum. ln 
addition around $60m. of stock will be 
retired from the market this year 
through sinking fund operations. This 
total will increase annually to $ I 75m. in 
1970. It is reasonable to assume that 
the bulk of these funds will be reinvested 
in similar issues, thus supporting the 
market and providing a source of 
demand for future new issues. 

Local Action 
However, that is looking far ahead. So, 

too, is the claim that the European 
market will benefit from United States 
ideas, such for instance as the use of con­
vertible stock. But the irritation arises 
from the immediate problem. If Ameri­
can companies continue to invade the 
market on the g1:and scale-and present 
indications are that they will-more 
protests may be made to Washington 
and, perhaps, local action taken tem­
porarily to curb the American appetite 
for European capital, or at least ensure 
more time between the app~arance.._of 
new loans. 
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6.1 . . 
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16/6 . . 
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lhh BO NcwmarktL.) 15 19 .. 
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6 ·112 J /4 Norton (W.E.) 4 . 1012 . . 
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25 /0 12/6 Paterson Laing lk/9 
12/3 8/10 Paterson (R.) .. 12/0 
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30/3 23/3 Perkms (D.) • . 2~ /] 
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11 /112 6 ·4 Tesco Stores • . 9fl \14 .. 
12 /6 6 13 Textilose . 7 ., 3 . . 
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18/6 11 /6 Trans.Paper . 15 /9 
J~,OJ4 J0:2 Transport De\. 1419 .. 

3/4 1/10 Trinidad Su~ar 2/634 . . 
ICi . 10 11 9 Triplex Foundry 13/1012-l k1 
31 /0 21 6 Triplex Hld.lls. . . 22 , 3 
19 ·7 15/9 Trollooe&Colls 17 /3 

:~H?i 1fri f;~11!~l-1"ouo;es : : 1rJ. ~,~d 
74 ,q 50''9 Tube Inves1. . . 62 •6 _._ Qd 
.52 '6 37 '0 Tunnel Cement JQ ·9 -L 3d 
44 /0 34 .1412 Turner& Newall 37 ·0 + 4td 
3fr'3 22 fQ TurriffConstr. 24 •'.l 
l] 'C) () :4 Twyford,;; . . 9 ·io11 
13.:q R 3 Tyne Tees. "A•' 11 /9 
27/3 2013 Typhoo T~a 25 / 712• 
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12/ 111 9 /3 U.JC. Op!lcal .. 101112 + I id 
11/9 9 /6 u~anda Co. . . 11 1712 
30/fi ]Q/9 Ulster T.V .. "A' 29 /9 .. 
9/10 ~/9 Ul1raElectric . . 6/1012-ltd 

20{412 14/6 Unicorpora Ind. 14/6 

,:,~ 1 ifi12 H~:::ic· · . . I i~g• -°i'l d 
36/3 29/)0t2Unilever .. 30/6 
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24 /71121 / 112 Do.,8% ."A" 21 /6 

7412 70 Do. , 4 % Deb. 701 1* . 
37/6 2Ci /3 Uld. Biscuit-. .. 28 /71 2 -3d 
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lt:. / 112 11 /0 Utd.C'itvMerch 13/ 1012 .. 
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lQ /6 Ifil l t2 Utct. Transoort 17 / l 
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2017 1(,,17 Universal Grind. JQ n 
.11 1Q 2< t '.\ UniversalPrint. 37 /Q 
J t:. ,' 7 9/10 Val de Travers .. 11 '712 
2n ·o 12 /Q VatorC'o . . 11 Jfl~ - 10!d 
4o ·t; 32 0 Van Moppcs 39 '0 

q ·10 7·'7 Vantona . 7,9 + l t d 
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34/6 26/0 \Valker & Martin 28 /6 
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4 6 3/3 Waller &Hartley 3/9 
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3~i.\ 20/0 Wnrren (James) 20 ·0 - 6d 
101112 6 .0 Webster's Publ. 9 '9 .. ,. 

3 1J 1/ 112 Welng-artcnBros. 1 1JJ4 + 2ld 
J84hlt i9 Weir(G.&J.) .. 18/3 +1/3 
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18/9 1-1/ .1 Ge 
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